SUNY-Stony Brook. Economics Department

Economics 337: Spring 2002

Professor Hugo Benítez-Silva

Problem Set 3: Due Wednesday March 13, 2002

Questions refer to the material of chapter 5 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 5 (pages 176 to 177): 

Review Questions: 1, 2, 4, 6, and 9



Problems: 1, 2

2. Essay question (Answer should not be much longer than a paragraph or two, think before you answer)

2.1 Workers in a certain job are trained by the company, and the company calculates that to recoup its investment costs the workers’ wages must be $5 per hour below their marginal productivity. Suppose that after training, wages are set at $5 below marginal productivity, but that developments in the product market quickly (and permanently) reduce marginal productivity by $2 per hour. If the company does not feel it can lower wages or employee benefits, how will its employment level be affected in the short run? How will its employment level be affected in the long run? Explain, being sure to define what you mean by short-run and long-run!

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

In a country I will not disclose, some economists (we are not sure how good are they) have been trying to push their congress to pass a law eliminating the overtime premium. Meaning that even if individuals work beyond the mandatory maximum they will only get rewarded at their regular pay rate. Members of unions, and some left wing parties, argue that this would be a disaster, since we all know that number of hours and number of workers are substitutes, therefore, the end result would be a large decline in the number of workers used, and a huge increase in the use of overtime work. Leading to an increase in unemployment. Do you agree with the economists or the unions? Justify your answers in light of the theory we have learned.

4. Choose the one alternative that best completes the statement or answers the question. There are 8 statements or questions. It is not enough to circle one answer. You have to give a brief but appropriate explanation.

A) A quasi-fixed cost of labor is a cost that:

a) is expected to change over time

b) is proportional to the number of hours worked

c) is proportional to the number of workers hired

d) is proportional to the amount of capital used

e) none of the above

B) A mandated increase in overtime pay is likely to

a) cause employers to reduce overtime hours and convert them into added employment.

b) directly reduce the quasi-fixed costs per worker

c) lead to a reduction in employment if higher costs cause a large scale effect

d) lead to a reduction in employment if those who work overtime and those who are unemployed are perfect substitutes

C) If a firm offers specific training to its workers, when the training is over

a) workers will most likely be paid a wage that is equal to their marginal product.

b) workers will most likely be paid a wage that is greater than their marginal, to compensate for the training.

c) workers will most likely be paid a wage that is less than their marginal product.

d) workers will most likely be paid a wage that is less than their wage before training.

e) none of the above

Table 5.1: Two Period Training Model

W0 = wage in first period

W1 = wage in second period

MP0 = marginal product of labor in first period

MP1 = marginal product of labor in the second period

MP* = marginal product to labor in other jobs

Z  = cost of training

W* = market wage for firms offering single period jobs

D) A profit-maximizing firm which wants to provide firm-specific training to its workers will pay __________ in the training period and __________ after training is completed. (See Table 5.1 above for definitions of abbreviations)

a) W*; W*

b) More than W*; more than W*

c) Less than W*; less than MP1
d) More than MP*; more than MP*

E) A profit-maximizing firm which wants to train its workers during the first period CANNOT (see Table 5.1 above for definitions of abbreviations)

a) equate the present value of the marginal product of labor to the present value of expenditures

b) allow W0 +Z –MP1 to be greater than zero

c) allow W1 to be greater than MP1
d) allow Z to be greater than W0
F) General Training is usually paid for by

a) the employer

b) the employee

c) both the employer and the employee

d) neither the employer nor the employee

G) After general training, the employee’s wage will be

a) equal to his or her marginal product of labor

b) greater than his or her marginal product of labor, due to the training received

c) less than his or her marginal product of labor, to pay for the cost of training received

d) either greater or less than his or her marginal product of labor

H) A firm could profitably pay for the worker’s general training if

a) the worker could change jobs easily

b) the worker was nearing retirement

c) the training program would also serve as a screening device

d) the training increased the quasi-fixed costs of hiring the worker
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