SUNY-Stony Brook. Economics Department

Economics 337: Spring 2002

Professor Hugo Benítez-Silva

Problem Set 2: Due Friday March 1, 2002

Questions refer to the material of chapter 4 in the textbook. Please in your answers always show your work.

1. From the textbook (remember to justify your answers, do not just copy from the book, credit is given mainly for reasoning about the answers):

Chapter 4 (pages 134 to 136): 

Review Questions: 1, 3, 4, 5, 6, and 7



Problems: 1, 2, and 3

2. Essay questions (Answers should not be much longer than a paragraph, think before you answer)

2.1 The Spanish government is concerned about Spain’s slow growth of employment. It is also heavily influenced by the Green Party, a political group committed to improving the environment. The government is therefore considering an ecology tax, which would tax Spanish employers proportionally to the amount of electrical and other energy their plants use in running their production machinery. Please answer the following questions:

a) Explain how the proposed ecology tax is likely to affect Spain’s employment levels.

b) Explain under what conditions the ecology tax would have the most favorable effects on Spanish employment (that is, would either increase it the most or decrease it the least).

2.2 If the unskilled wage were to rise, would the demand for skilled workers be more favorably affected in the long run than the short run? Explain your answer, including a discussion of under what conditions the demand for skilled workers would be most favorably affected.

3. Group Questions:  (These questions are to be done in groups but the answers have to be written individually in your problem sets).

· Recently in the United States we have seen the combination of two events: On the one hand, the Federal Reserve have been decreasing interest rates in a very aggressive way. On the other hand, energy prices have reached high levels not seen in decades. First, document these two events, providing accurate information on these trends. Then, consider the effects on employment of a given category of labor of these two events, separately, and together. Can you reach an unambiguous conclusion? Motivate your answer based on what you have learned in chapters 3 and 4.

· Recently, the mechanics’ union at one of the most important US airlines reached a tentative agreement with the management of that firm. The terms of the agreement have not been disclosed but rumors have it that wage increases are quite moderate. What can you infer about the own wage elasticity of demand for this category of labor? Apply the four laws of derived demand to this example.

4. Choose the one alternative that best completes the statement or answers the question. There are 10 statements or questions. It is not enough to circle one answer. You have to give a brief but appropriate explanation.

A) If an increase in the minimum wage leads to higher aggregate earnings by the workers affected, then the own-wage elasticity of demand is

a) elastic

b) inelastic

c) of unit elasticity

d) zero

e) none of the above

B) Moving from the upper to the lower portion of a straight labor demand curve, the elasticity

a) changes from elastic to inelastic

b) changes from inelastic to elastic

c) stays the same

d) could change from inelastic to elastic, or from elastic to inelastic

e) I am confused

C) If the quantity of steel workers demanded falls from 30,000 to 20,000 when the equilibrium wage increases from $9 per hour to $11 per hour, then the own-wage elasticity of demand for these workers is

a) –2.0

b) –0.5

c) –0.4

d) –0.2

e) none of the above

D) If industry A can substitute capital for labor easily and Industry B can not, then (other things equal)

a) Industry A’s own-wage elasticity of demand will be higher than industry B’s

b) Industry B’s own wage elasticity of demand will be higher than industry A’s

c) The industries’ own-wage elasticity of demand will be equal

d) We cannot predict which firm’s own-wage elasticity of demand will be higher

E) If two inputs are gross complements, the cross wage elasticity of demand for the two inputs will be 

a) zero

b) one

c) positive

d) negative

e) not enough information is provided

F) If teenagers and adults are substitutes in production, and the wage of teenagers falls, then

a) they must be gross substitutes and the employment of adults will fall

b) they must be gross complements and the employment of adults will fall

c) they cold be either gross substitutes or gross complements and the employment of adults could rise or fall

d) they must be gross substitutes and the employment of adults will rise

G) Cross wage elasticities of demand are

a) always positive in magnitude

b) always negative in magnitude

c) either positive or negative in magnitude

d) positive for gross complements and negative for gross substitutes

e) very annoying

H) Empirical estimates of the short-run employment effects of minimum wage increases

a) have produced a concensus that teen employment will fall by almost 10% for every 10% increase in the minimum wage

b) are very low, partly because it takes a long time for employers to fully adjust to changes in the minimum wage

c) are very high, partly because it takes along time for employers to fully adjust to changes in the minimum wage

d) have produced a consensus that teen employment will not fall at all when the minimum wage is increased by 10%

I) Other things equal, an elastic demand for an industry’s output will tend to make the industry’s own wage elasticity of demand

a) high

b) low

c) positive

d) zero

e) negative

J) The introduction of new forms of capital generally

a) decreases own-wage elasticity of labor demand

b) increases the bargaining power of unions

c) increases the own wage elasticity of labor demand

d) shifts the labor demand curve to the right

e) how am I suppose to know 
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