人力資源理論與應用
Theory and Application of Human Resources 
ECON4203
Homework #2 Answer
Spring 2010
Due day: 5/6 (Thu.)
I. True and False (40 points)
Respond to each statement True, False or Uncertain and then justify your response. The justification of your response is the most important part of your answer.
1) In almost all data sets we observe a positive relationship between labor earnings and schooling. Therefore, it must be true that schools produce more productive workers.
Ans: Uncertain
We can easily observe the positive relationship between labor earnings and schoolings almost all of data, but inaccurately. Since schooling can not be reflected his/her innate ability, ability difference will be considered as true source for wage differential. However, schooling can play a signaling role in the labor market, indicating to employers that the worker carrying the certificate or diploma is a highly productive worker. The signaling value of education can help firms to distinguish highly productive workers and less productive workers. On the other hand, there are three kinds of bias in the empirical study, (1) The upward bias which is overestimate the contribution from schooling, since we can not separate the contribution from innate ability; (2) The downward bias which is underestimate the contribution from schooling, since we hard to observe the part of total compensation such as fringe benefits; (3) Selection bias which is understate the actual return who able to choose to attend college but stop schooling, and overstate the actual return who are not able to enter a college but they attend college. 
(Ref to PPT-Human capital. pg29-36; Textbook Chap7)
2) Assuming that the demand curve for labor is normally shaped, (i.e., downward-sloping), an increase in the minimum wage will result in a greater number of employed workers in the covered competitive market.
Ans: False
If the minimum wage applies only to jobs in the covered sectors, the displaced worker might move to the uncovered sector, shifting the supply curve to the right and reducing the uncovered sector’s wage(SU→S’U), it implied that the number of employed workers in the covered sector will be reduced. If it is easy to get a minimum wage job, workers in the uncovered sector might quit their jobs and wait in the covered sector until a job opens up, shifting the supply curve in the uncovered sector to the left and raising the uncovered sector’s wage(S’U→S’’U).
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(Ref to PPT-Labor market equilibrium, pg.28)
3) The cobweb phenomenon tends to exist in occupations where supply decisions are based on current market conditions.
Ans: True

The cobweb phenomenon tends to exist in occupations (especially in high technical worker, ex. engineer) and current market conditions can not change immediately when demand of highly technical workers increases. There are two key assumptions in the cobweb model, (1) it takes time to produce engineers as well as supply of engineers is perfectly inelastic in the short run; (2) students are very myopic when they are considering to become engineers. These assumptions imply that can not immediately to change current market conditions cause boom-and-bust cycles in the market for highly technical workers. 
(Ref to PPT-Labor market equilibrium, pg.18-20)[image: image4.wmf]Wage
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4) We know that a substitution effect relevant to labor supply is present whenever the slope of the budget constraint changes.
Ans: True
Labor supply decision depends on the magnitude of income effect and substitution effect, which effect is dominant. Assume that worker’s indifference curve is concave to the origin, a change in the slope of the budget constraint can be considered as a change in wage rate, as well as a change in the relative price (W/P). Suppose a wage rate drop, leisure is relative cheaper, a increase in hours of leisure, therefore, generates the substitution effect. There are two situations can be explained. 
i) IE>SE : W↓→L↓,H↑
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If the income effect (Q(R) dominates the substitution effect (P(Q), the worker decreases hours of leisure as well as increases hours of work in response to a decrease of wage rate. 
ii) SE>IE: W↓→L↑, H↓
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If the substitution effect (P(Q) dominates the income effect (Q(R), the worker increases hours of leisure as well as decreases hours of work in response to a decrease of wage rate.
(Refer to PPT—Labor Supply, pg25-26)
II. Problem (60 points)
1) Suppose the government were to subsidize the wages of all women in the population by paying their employers 50 cents for every hour they worked. What would be the effect on the wage rate women received? What would be the effect on the net wage employers paid? (The net wage would be the wage women received less 50 cents.)
Ans: Consider a simple competitive labor market in which the demand and supply of women are both expressed in terms of the wage received by women (which, in the absence of any subsidy, is assumed to be equal to the wage paid by employers). Given the demand curve, D0, and the supply curve, S0, the market clearing wage and employment levels will be W0 and E0, respectively. 
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Suppose the government now subsidizes employers by paying them 50 cents for every hour women work. Viewed in terms of the wage received by women, the employers’ demand curve will shift up by exactly 50 cents (reflecting the fact that this amount will be paid by the government). At the old market clearing wage received by women, W0, the number of women employers want to hire, E0, exceeds the number who are willing to work, E0 . This puts upward pressure on the wage received by women, and this wage rises until the excess demand for labor is eliminated.  This equilibrium occurs at the wage rate W1 and the employment level E1.
It is clear from the figure that the wage received by women increases by less than 50 cents as long as the supply of labor curve is not vertical (i.e., as long as labor supply is responsive to wages). Indeed, the more responsive labor supply is to the wage rate, the less the women’s wage will rise. Since the wage paid by employers now equals the wage women receive less the 50-cent subsidy, it is also clear that the wage paid by employers declines (by 50 cents minus the increase in the wage women receive). 

In terms of the wage employers pay to analyze the subsidy. If supply and demand curves are drawn in terms of this variable, a 50-cent-an-hour subsidy for women would shift the female labor supply curve down by 50 cents. At the old wage paid by employers, the supply of female labor would now exceed the demand. Downward pressure would be placed on the wage paid by employers and it would fall by less than 50 cents (as long as labor supply was responsive to the wage). As a result, the wage received by women would rise by 50 cents less the fall in the wage paid by employers. 
2) Discussion of income-leisure preferences in the class assumes that leisure and money income are substitutes in generating satisfaction (that is, reductions in the consumption of one could be made up for by increases in the other). Is the graphic representation of preferences capable of modeling the preferences of a “workaholic” – one who despises leisure? See if you can draw a representative indifference curve of a person who values additional leisure up to L’ hours of it per day, but past that point will behave as if added leisure reduces his or her utility. What are the implications of this type of indifference curve for the person’s desired hours of work?
Ans: Suppose that a “workaholic” places a positive value on leisure when her working hours are high, but after L’ hours of daily leisure are consumed, any further increases in leisure cause her to be bored and restless. She places negative value on leisure at the point and would prefer to be at work even if she were not paid for it! A graphic representation of this woman’s indifference curve is given by the curve ACD in figure as below. Along the arc AC, the indifference curve is negatively sloped, which means that she would be willing to give up some income to obtain more leisure (that is, she places a positive value on leisure). Increases in leisure hours beyond L’, however, place her in a range where her indifference curve is positively sloped (segment CD). In this range she places a negative value on leisure and would give up income if I meant she could avoid the boredom or social isolation of not working. 
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If our workaholic faced a budget constraint like RU in this figure, she would maximize utility at point B and work H* hours per day. However, even if her budget constraint had a horizontal (zero-wage) segment in it (see, for example, the constraint RSTH in this figure), she would work. In this case, she would maximize utility at point C and would work H’ hours. H’ represents fewer hours than H* but is clearly not equal to zero. Economic theory, then, can represent and successfully analyze the behavior of workaholics.[image: image3.png]





































































1

