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ProblemSet1. DueFridayFebruary15, in class.

Questionsreferto thematerialof chapters1, 2, and3 of thetextbook.

Pleasein youranswersalwaysshow yourwork.

1. From the Textbook (rememberto justify youranswers.Creditis givenmainly for reasoning
abouttheanswers):

� Chapter1 (pages15and16)
Review Questions: 2, and6.
Problem:2.

� Chapter2: (pages59–61)
Review Questions: 2, 4, and10.
Problem:2.

� Chapter3: (pages93–95)
Review Questions: 2, and6
Problems:2, and4.

2. Essay Questions (answersshouldnot be muchlongerthana paragraph,think beforeyou
answer):

� TheMediahasrecentlyequatedlow wagesandpoorworking conditionsof many im-
migrantworkersin theU.S.with “slave labor.” Usingtheconceptsof normative eco-
nomics,commentontheideathatthe“market” outcomesof low wagesandpoorwork-
ing conditionsconstituteslave labor.

� Commenton the following quotation: “One way the minimum wagecould result in
expandedemployment is if thegovernmentsetstheminimum below themarket equi-
librium wage.”



� Supposethat in your firm, Americanworkers,who arepaid an hourly wageof $15,
canproduce20 unitsof outputperhour(eachunit sellsfor 1$). Workersin Honduras,
who arepaid 6$ per hour, canproduce9 unitsper hour (again,eachsellsfor 1$). If
productionis suchthatcapitalandtransportationcostscanbeignored,andif thefirm
is trying to maximize profits,in which countryshouldyour firm producetheseitems?
Why?

3. Group Question: In classwediscussedsomeof theconsequencesfor employeesof having
partof theirretirementsavingsinvestedin stockof theirown company. Thisquestionis to be
donein groupsbut theanswershaveto bewrittenby eachof you in your individualproblem
set.

� Summarizehow this systemworks, the problemthat this createsfor employees,and
why is it problematic.And why seemsto affectmanagerslessthanaverageemployees.

� ThePresidentin theStateof theUnionaddressmentionedhow shareholdersshouldbe
protected.He hasrecentlysuggested waysto try to do that. Find andexplain these
proposals.Why is it thatnoteverybodysupportstheseproposals?

� If you wereworking for a large corporationwould you like to have your retirement
savings,at leastin part, in stockof thatcompany? Canyou relateyour answerto the
known financial-basedmodel that promotesdiversification? (Hint: Seefor example
Chapter12(Varian)or Chapter6 (KatzandRosen)of thebookyouusedin ECO-303.)

4. Choosetheonealternativethatbestcompletesthestatementoranswersthequestion,explain:

� Thelabormarket is uniquebecause:

(a) contractsexist betweenbuyersansellers
(b) priceandquantityinformation mustbeexchanged
(c) resourcesareallocated
(d) laborservicesmustberented,notboughtor sold

� EconomicRationality:

(a) impliesthatpeoplehaveanobjectiveandpursueit in aconsistentfashion.
(b) impliesthatpeople’sbehavior doesnotadaptwhenincentiveschange.
(c) impliesthatthereis nosuchthingasa freelunch.
(d) canbedirectlyproven.

� NonpecuniaryfactorsdoNOT include:

(a) aworker’s hourlywagerate.
(b) eyestraincausedby staringat acomputerterminal.
(c) thechanceof beinginjuredby falling from ascaffold at work.
(d) annoyancecausedby a rudeco-worker.
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� If theslopeof aregressionline is negative,thenanincreasein theindependentvariable
will cause:

(a) in increasein thedependentvariable.
(b) anincreasein theerrorterm.
(c) adecreasein thedependentvariable.
(d) adecreasein theerrorterm.

� Thelaborforceis madeupof:

(a) all membersof society
(b) all membersof societywhoareat least16yearsof age
(c) all membersof societywho areat least16 yearsold andareeitheremployed or
unemployed
(d) employedworkers,unemployedworkersandretiredworkers.

� Giventhedatabelow, whatis thelaborforceparticipation rate:

Population:260 million; Employed: 130 million; Unemployed: 10 mill ion; Retired:
35milli on;UnderAgeof 16: 60milli on.

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

� If thepriceof capitalincreasesin anindustryandthescaleeffectdominates,

(a) wagesandemploymentlevels with bothincrease
(b) wagesandemploymentlevelswill bothdecrease
(c) wageswill increaseandemploymentlevelswill decrease
(d) wageswill decreaseandemploymentlevelswill increase

� Themarginalproductof labortellsus

(a) whichemployeeis themostproductive
(b) theaverageoutputproducedby eachemployee
(c) theadditionaloutputproducedby eachemployee
(d) how muchmoney thefirm canmake from hiring eachemployee
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� If a firm hiresto a point wheremarginal expenseof labor is greaterthanthemarginal
revenueproductof labor, then:

(a) profitscouldbeincreasedby increasingemployment
(b) profitscouldbeincreasedby reducingemployment
(c) profitsaremaximized
(d) total costmustbegreaterthantotal revenue

� An employerwho is amonopolist in theproductmarketwill probably

(a) hiremoreemployeesthanaperfectcompetitor would.
(b) hire fewer employeesthanaperfectcompetitor would.
(c) hire thesamenumberof employeesasaperfectcompetitor, dueto competitiveness
in thelabormarket.
(d) hire fewer workersat ahigherwagethanaperfectcompetitor would

� For two substitutesin production, if thesubstitution effectdominates

(a) thentheinputsaregrosscomplements
(b) thetheinputsaregrosssubstitutes
(c) thentheinputscouldbeeithergrosscomplements or grosssubstitutes
(d) thentheinputs cannotbeusedat thesametime

Rememberproblemsetsshouldhelpyou understandthematerialbetter. They arethebestindica-
torsof whatyouwill find in exams.
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