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ProblemSetl. DueFriday Februaryl5,in class.
Questiongeferto the materialof chaptersdl, 2, and3 of thetextbook.

Pleasan your answersalwaysshowv your work.

1. From the Textbook (remembeto justfy youranswersCreditis givenmainly for reasoning
abouttheanswers):

e Chapterl (pagesl5andl16)
Review Questions2, and6.
Problem:2.

e Chapter2: (pagess9-61)
Review Questions2, 4, and10.
Problem:2.

e Chapter3: (pages93-95)
Review Questions2, and6
Problems2, and4.

2. Essay Questions (answersshouldnot be muchlongerthana paragraphthink beforeyou
answer):

e TheMediahasrecentlyequatedow wagesandpoorworking conditonsof mary im-
migrantworkersin the U.S. with “slave labor” Usingthe conceptf normatve eco-
nomics,commenbntheideathatthe“market” outcome®f low wagesandpoorwork-
ing conditionsconstiute slave labor.

e Commenton the following quotation: “One way the minimum wage could resultin
expandedemploymentis if the governmentsetsthe minimum belowv the market equi-
librium wage'



e Supposehatin your firm, Americanworkers, who are paid an hourly wage of $15,
canproduce20 unitsof outputperhour(eachunit sellsfor 13$). Workersin Honduras,
who arepaid 6% per hour, canproduce9 units per hour (again,eachsellsfor 13$). If
productionis suchthatcapitalandtransportatiorcostscanbeignored,andif thefirm
is trying to maximze profits, in which countryshouldyour firm producetheseitems?
Why?

3. Group Question: In classwe discussedomeof theconsequencesr employeesof having
partof theirretiremensavingsinvesedin stockof theirown compary. Thisquestionsto be
donein groupsbut theanswershave to bewritten by eachof youin yourindividual problem
set.

e Summarizehow this systemworks, the problemthat this createsdor employees,and
why is it problematic And why seemdo affectmanagerséessthanaverageemployees.

e ThePresidentn the Stateof the Union addressnentionechow shareholdershouldbe
protected. He hasrecentlysuggestd waysto try to do that. Find and explain these
proposalsWhy is it thatnot everybodysupportdheseproposals?

e If you wereworking for a large corporationwould you like to have your retirement
savings, at leastin part, in stockof thatcompary? Canyou relateyour answerto the
known financial-basednodelthat promotesdiversfication? (Hint: Seefor example
Chapterl2 (Varian)or Chapter6 (KatzandRosen)of thebookyou usedin ECO-303.)

4. Choosdheonealternatvethatbestcompleteshestatemenor answerghequestim, explain:

e Thelabormarketis uniquebecause:

(a) contractsxist betweerbuyersansellers

(b) priceandquantityinformation mustbe exchanged
(c) resourcesireallocated

(d) laborservicesamustberentednot boughtor sold

e EconomicRationality:

(a) impliesthatpeoplehave anobjectve andpursuet in aconsistentashion.
(b) impliesthatpeoples behaior doesnotadaptwhenincentveschange.
(c) impliesthatthereis no suchthing asafreelunch.

(d) canbedirectly proven.

e Nonpecuniarfactorsdo NOT include:

(a) aworker’s hourly wagerate.

(b) eyestraincausedy staringata computerterminal.

(c) thechanceof beinginjuredby falling from a scafold at work.
(d) annyancecausedyy arudeco-worker.



¢ If theslopeof aregressiorine is negative, thenanincreasen theindependenvariable
will cause:

(a)in increasen thedependenvariable.
(b) anincreasen theerrorterm.

(c) adecreasén thedependentariable.
(d) adecreasén theerrorterm.

e Thelaborforceis madeup of:

(a) all membersf society

(b) all memberof societywho areatleast16 yearsof age

(c) all membersof societywho are at least16 yearsold and are eitheremployed or
unemplyed

(d) employedworkers,unemplyedworkersandretiredworkers.

e Giventhedatabelow, whatis thelaborforce participaton rate:

Population: 260 million; Employed: 130 million; Unemplgred: 10 million; Retired:
35 million; UnderAge of 16: 60 million.

(a) 54%
(b) 65%
(c) 70%
(d) 80%

¢ If thepriceof capitalincreasesn anindustryandthe scaleeffect dominates,

(a) wagesandemplgymentlevels with bothincrease
(b) wagesandemploymentlevelswill bothdecrease
(c) wageswill increaseandemploymentlevelswill decrease
(d) wageswill decreasandemploymentlevelswill increase

e Themaminal productof labortellsus

(a) whichemployeeis the mostproductve

(b) theaverageoutputproducedoy eachemployee

(c) theadditicnal outputproducedby eachemplo/ee

(d) how muchmoney thefirm canmake from hiring eachemployee



e If afirm hiresto a pointwheremaiginal expenseof laboris greaterthanthe maiginal
revenueproductof labor, then:

(a) profitscouldbeincreasedy increasingemployment
(b) profitscouldbeincreasedy reducingemployment
(c) profitsaremaximized

(d) total costmustbe greaterthantotal revenue

e An employerwhois amonopolstin the productmarketwill probably

(a) hire moreemployeesthana perfectcompetior would.

(b) hire fewer emplo/eesthana perfectcompetior would.

(c) hire thesamenumberof employeesasa perfectcompetits, dueto competitveness
in thelabormarket.

(d) hire fewer workersat a higherwagethana perfectcompetite would

e For two subsitutesin production if the subsitution effectdomirates

(a) thentheinputsaregrosscomplements

(b) thetheinputsaregrosssubstitites

(c) thentheinputscouldbe eithergrosscomplemerg or grosssubstitites
(d) thentheinputs cannot be usedat the sametime

Remembeproblemsetsshouldhelpyou understandhe materialbetter They arethe bestindica-
torsof whatyouwill find in exams.



