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I. Multiple Choice (40 points)
1) When forming theories, economists must be careful to

A.  include all known facts and details.

B.  omit crucial factors.

C.  mirror the real world as realistically but as simply as possible.

D.  consider historical behavior and policies.

E.  take into account international trade policy.

2) What is the difference between normative and positive economics?

A.  Normative economics concerns the how and why of economic activity while positive economics concerns what should be.

B.  Positive economics concerns what is while normative economics concerns what should be.

C.  Both concern the how and why of economic activity while only positive economics also concerns what should be.

D.  Neither deals with the how and why of economic activity, but normative economics concerns what should be.

E.  Positive economics is used in Microeconomics while normative economics is used in Macroeconomics.

3) Assuming that consumption and leisure are normal goods, then hours worked will fall when the wage increases if:

A.  The income effect dominates the substitution effect.

B.  The substitution effect dominates the income effect.

C.  If the income and substitution effect move in the same direction (i.e., if they are of the same sign).

D.  If the income and substitution effect move in the opposite direction (i.e., if they are of the opposite sign).

E.  The wage increase is accompanied by an increase in prices.

4) When the wage was $10 per hour, a group of workers supplied 30 hours of work per week on average.  The wage then increased to $12 per hour, and the same group of workers supplied 33 hours of work per week on average.  What is the elasticity of labor supply for this group of workers?

A.  0

B.  0.5

C.  1.0

D.  1.5

E.  2.0

5) The imposition of a minimum wage on a competitive labor market will likely

A.  create additional employment opportunities because some low-skilled workers will now see their wage increase.

B.  lower the wages of workers earning more than the minimum wage.

C.  create unemployment as some people enter the labor market while some firms reduce the quantity of labor they are willing to employ due to the increased wage.

D.  increase unemployment of high-skilled workers as firms substitute high-skilled labor for low-skilled labor.

E.  increase tax revenue for the government, even if there is a large unemployment effect.

6) If the minimum wage applies to one sector (the covered sector) but not another sector (the uncovered sector), an increase in the minimum wage in the covered sector is likely to result in which of the following?

A.  Greater employment in the covered sector.

B.  Less employment in the uncovered sector.

C.  A lower wage in the covered sector.

D.  A lower wage in the uncovered sector.

E.  Workers willingly leaving the covered sector for the uncovered sector in search of higher wages.

7) A profit-maximizing monopsonist

A.  pays the same wage to all types of labor.

B.  hires an equal number of male and female workers and pays them the same wage.

C.  hires more minority workers than non-minority workers, but pays the minority workers less than the non-minorities.

D.  hires fewer workers and pays its workers less than it would if it were operating in a competitive labor market.

E.  substitutes low-skilled labor for high-skilled labor in the long run.
8) If labor is supplied perfectly inelastically, then the imposition of a payroll tax will do all of the following except:

A.  reduce the wage rate by exactly the amount of the tax.

B.  leave employment levels unchanged.

C.  leave firm profits unchanged.

D.  reduce total output.

E.  generate tax revenue paid to the government.

9) What does not enter into the present value calculation of a college degree?

A.  The cost of college tuition.

B.  The cost of books.

C.  Wages of college graduates.

D.  Lifetime wages of non-college graduates.

E.  The value of one’s scholarships.

10) What is implied when the wage-schooling profile is drawn as a concave function?

A.  The marginal return to schooling falls as years of schooling increases.

B.  The marginal return to schooling increases as years of schooling increases.

C.  Average wages fall as years of schooling increases.

D.  The cost of schooling increases, but at a decreasing rate, as years of schooling increases.

E.  The cost of schooling decreases, but at an increasing rate, as years of schooling increases.

II. Problem (60 points)
1) In the theoretical framework of labor/leisure choice, 

(a) What is the economic interpretation of a corner solution concerning labor supply decision? (Answer in 1 or 2 sentences with graphs.)
(b) What is the economic interpretation of the slope of the indifference curve at the corner solution (endowment point)? (Answer in 2 or 3 sentences with graphs.)
(c) Would an individual work more hours annually if she gets a raise, other things being equal? Under what condition (concerning two effects) will she work less? (Discuss the two effects following the wage change with graphical expression.)
(d) Does that (i.e. working less hours in response to a wage increase) imply that leisure is an inferior good? Why or why not?
2) Analytical Questions

(a) Verbally and graphically how does a non-discriminating monopsonist determine the optimal employment level and wage offer?

(b) Imposition of a minimum wage on a non-discriminating monopsonized labor market may increase employment. True/false. Why? Explain verbally and graphically.[image: image1.png]
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