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Chapter 6: Labor Supply. Decision to Work

1.
Measures of aggregate labor supply generally focus on labor force participation rates and weekly hours of work; trends in these measures are presented and discussed.

2.
The relationship between the demand for leisure, the demand for other goods, and the supply of labor is the focal point for beginning our analysis of labor supply theory.

3.
The substitution effect is defined as the change in hours supplied attendant on a change in the wage (price of leisure), holding income constant.

4.
The income effect is the change in hours supplied for a given change in income, holding the wage constant.

5.
The major forces affecting labor supply are preferences, wages, and income; these forces can be graphically depicted.

6.
The five assumptions underlying indifference curves (a graphic depiction of preferences) are discussed.

7.
The incorporation of information on wages and income into the drawing of budget constraints is illustrated.

8.
Graphical analyses of the income and substitution effects are presented.

9. The concept of "reservation wage" is defined and illustrated graphically.

10. Empirical findings with respect to the labor/leisure choice, from both nonexperimental cross-section data and experimental studies, are presented.

11.
Analyses of the budget constraints created by several government income support programs are presented. Analyzed are those with "spikes," those with zero net wage rates (including those with work requirements), and those with positive effective wage rates (as illustrated by an analysis of the Earned Income Tax Credit program).

Chapter 7: Household Production, The Family, and the Life Cycle

1.
The basic concepts of household production theory include the combining of goods and time to produce commodities that yield the family utility.

2.
Household commodities may be produced by time-intensive methods or by goods-intensive methods; the method chosen is in part a function of the price placed on time.

3.
The principal predictions associated with the income and substitution effects in the labor/leisure model are unchanged in the context of the household production model. The latter model, however, adds a third dimension of choice about time usage (market work, household work, leisure).

4.
As wages change, there will be changes in the time intensity of commodities consumed as well as in the time intensity of household production technologies.

5.
Joint household production decisions (which spouse, if either, should remain home instead of working for pay) have yet to be completely modeled, but they must clearly take account of the partners' marginal productivities at home and the wages they can command in the "market."

6.
The "discouraged worker hypothesis" and the "additional worker hypothesis" are discussed in the context of household production theory.

7.
Labor supply decisions over the life cycle are affected by household productivity changes and predictable changes in wages over the life cycle that create intertemporal substitution effects without corresponding income effects.

8.
Graphic analysis of the choice of optimum retirement age is presented, emphasizing how delaying retirement by a year can affect the present value of one's total income over the remaining years of expected life.

9. Child support assurance programs ensure transfer payments to custodial parents based on the age and number of children, not on income. In contrast with welfare programs, which tend to create budget constraints with zero net wage rates, child support assurance programs preserve incentives to engage in market work. However, for those who worked for pay in the absence of such programs, the pure income effect created by support assurance programs should tend to induce fewer hours of paid work.

Chapter 9: Human Capital, Education and Training

1.
Investments in human beings are part of the general category of investments.

2.
Investments entail costs in the current term with returns flowing in over later periods.

3.
Costs of human capital investments include out-of-pocket expenses, forgone earnings, and psychic losses.

4.
Because investment returns flow in over several years, an analytical tool to convert future sums to present value is required (the concept of present value and discounting future sums is explained in some detail).

5.
Human capital investments are more likely to be made by people who are not present oriented, by people who are young, in situations in which the costs of human capital investments are lower, and in situations in which the returns to these investments are larger.

6.
Variations in the returns to human capital investments call forth supply responses by individuals, affecting college enrollments in predictable ways.

7.
Because education is costly, jobs that require more education or training must pay a higher wage to attract workers (that is, to compensate them for the cost of investment).

8.
Age/earnings profiles are flatter for less educated workers, reflecting smaller human capital investment costs in their early years and lower growth of productivity.

9.
Post-schooling investments in on-the-job training can help account for both the convexity and the fanning out of age/earnings profiles.

10.
Post-schooling investments reduce actual earnings below potential earnings, and as such investments decline over age, one's actual earnings approach potential.

11.
Some differences between men and women in the acquisition of education and training (including university majors) can be explained by lower rates of return to some human capital investments among "traditional" women, who expect interrupted labor market careers.

12.
Evaluations of whether education is a good individual investment typically present rate of return estimates that involve three sets of biases: upward biases associated with the correlation between education and ability, downward biases associated with the failure of monetary earnings to reflect all the benefits of a college education, and selectivity biases arising from the fact that people who choose one career may be more productive in that career than a comparably trained person who does not choose that career.

13.
Evaluations of whether education is a good social investment must consider the hypothesis that education acts as a screening device, rather than an activity that enhances productivity.

14.
If the full cost of education is inversely related to ability, and if ability is positively related to on-the-job productivity, then firms can use educational attainment as a screening device (workers will sort themselves out according to ability in choosing their level of educational attainment).

15. Public sector job training programs have created demonstrable earnings gains only for adult women, and the present value of these gains typically exceed program costs.

Chapter 10: Worker Mobility, Migration-Immigration

1.
Worker mobility can be viewed as a human capital investment, in which the benefit is added utility in the future and the costs are the direct and psychic costs of quitting one employer and seeking work elsewhere.

2.
People will move from jobs or areas where pay is relatively low to jobs or areas where pay is relatively high unless such mobility is inhibited by a short time horizon (or high discount rate), costs of finding out about alternatives elsewhere, or high costs of the move itself.

3.
There is an element of self-selection in immigration because those who are most likely to migrate are those for whom the net benefits of migration are largest (although the benefits are often initially depressed by unfamiliarity with the language or customs of the area to which they have moved).

4.
Countries in which the earnings distributions is more compressed than in the United States will tend to send relatively skilled workers to the United States, while those with distributions that exhibit greater variance will tend to send less-skilled workers to the United States. U.S. immigration has tended to become less-skilled in recent years.

5.
Like other investments, migration investments can fail to work out as expected, resulting in "return migration."

6.
A large influx of immigrants will tend to lower wages in the relevant labor markets and create more employment, but only in special circumstances would an influx of X immigrants take X jobs away from "natives."

7.
The argument that immigrants fill jobs no "native" would take overlooks the fact that inducements to work in a particular occupation are not independent of the wage being offered.

8.
Immigration may increase product demand and the demand for other skill grades of labor.

9.
If immigrants receive wages equal to their marginal product, the native population as a whole will not experience a loss of income unless the immigrants receive government services whose value exceeds the taxes they pay.

