Assignment 2: Labor Supply

1. [bookmark: _GoBack]How do government statistics agencies like the Bureau of Labor Statistics define the unemployment rate (U3)?  Explain the weaknesses of U3 as a measure of labor market distress and compare it with the U6 measure.  What type of labor market distress does U6 fail to capture?
  
a. Government agencies, such as the Bureau of Labor Statistics, utilize the more simplistic U3 measurement for the unemployment rate which is based solely on finding the percentage of employed people by dividing into the employed and unemployed population combined. This has several inherent weaknesses, as it doesn’t account for those who’ve recently looked for but to no avail. Part time workers are not included. The U6, on the other hand, expands on the U3 by accommodating for several other important measures, such as marginally attached workers and workers who are part time but looking for full time work. The U6 doesn’t account for workers whose education and technical skills are more valuable than their current employment, however. 

2.  Given the following figures for labor force categories:
a. What is the labor force participation rate: 75%
b. What is the unemployment rate U3: 6.67%
c. What is the unemployment rate U6: 14.5%
d. What is the employment-population ratio: 5%
 

3. Use the chart on the next page to consider trends in inflation-adjusted wages for high school educated workers in the United States to answer the following: 
a. The chart captures employment wages on average, accommodating for a divide between the sexes, and grouping them based on level of education. 
b. Hours spent working, according to the Income effect, tends to increase as average wages increase. The rate of labor force participation amongst women demonstrated a marked increase, as the average wage rose for women. Moreover, as men’s wages decreased, there was a drop in non-labor income for households, and the Added Worker Effect explains a consequential rise of women seeking employment. 
c. Males with a high school education alone have seen a trend towards decreasing wages over the past few decades, with a slight rebound towards the upper $16 range. Those with some college education have seen fluctuating wages, whereas those with degrees have seen a steady increase over the years in average wage. Accordingly, those with only a high school education have been more likely to engage in more work hours and less leisure time, as their base rate of pay is just above a decent living standard. This, according to the income effect. 
d. An emphasis and further reward for advanced degrees and college education has more than likely led employers to increase pay for skilled workers, while industries with lessened requirements for skilled labor have offset the cost with a decreased emphasis on wages for high school graduates. 

4. Use the model of labor supply that includes indifference curves and budget constraints to analyze the labor force participation behavior of ‘Mega-Bucks’ winners. 
a. Someone who has won the Megabucks is still likely to engage in some form of work, despite a significant increase in non-work income. As they try to maximize utility, too much leisure time would, on average, fail to do so, and many would work to stay engaged and productive. 
b. The indifference curve would be less steep, closer to flat, as leisure is already abundant. 
c. An increase in non-labor income would cause the reservation wage to be much higher, and consequentially, much steeper. As the wage must be higher than the reservation wage, the indifference curve for those leaving would need to be much steeper as well. 

5. Use the model of labor supply that deals with hours of work (indifference curves and budget constraints) to answer the following:  Suppose an increase in marginal tax rates decreases take-home pay (i.e. the tax increase decreases the wage rate). 
a. The budget constraint will shift to the left. 
b. The average amount of hours worked for an individual would increase when the income effect dominates the substitution effect. 
c. The average amount of work hours would decrease as time spent on leisure increased, and the substitution effect dominates the income effect. 
d. Work effort would be lessened when the substitution effect is more prevalent than the income effect due to the offset and decreased cost of leisure, which is a normal good in this assumption. 
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Men's real hourly wage by education, 1973-2007 Women's real hourly wage by education, 1973-2007

(2007 dollars) (2007 dollars)

Less than Less than

High High Some Advanced high High Some Advanced

school school collegeCollegedegree school school collegeCollege degree

1973 $15.72 $18.64 $19.05 $25.71 $28.56 1973 $9.48 $11.73 $12.68 $17.56 $23.26

1974 15.33 18.08 18.45 25.04 29.48 1974 9.43 11.43 12.39 16.93 21.96

1975 14.79 17.97 18.55 24.79 29.39 1975 9.35 11.41 12.34 16.73 22.69

1976 15.08 18.05 18.64 24.90 28.96 1976 9.49 11.74 12.69 16.69 21.81

1977 15.17 17.99 18.37 24.61 29.09 1977 9.61 11.54 12.39 16.35 21.38

1978 15.36 18.41 19.07 25.14 29.62 1978 9.71 11.93 12.86 16.67 21.62

1979 15.79 18.51 19.25 25.16 28.63 1979 10.14 12.02 12.91 16.34 20.93

1980 15.28 17.91 18.83 24.84 28.22 1980 9.91 11.74 12.83 16.15 20.59

1981 14.89 17.63 18.58 24.94 28.02 1981 9.79 11.66 12.82 16.11 20.56

1982 14.62 17.49 18.59 25.20 29.07 1982 9.58 11.80 12.91 16.55 20.85

1983 14.22 17.27 18.42 25.48 29.53 1983 9.54 11.70 12.89 16.70 21.45

1984 14.10 17.08 18.40 25.80 30.17 1984 9.43 11.67 13.06 16.98 22.16

1985 13.95 17.15 18.66 26.14 31.21 1985 9.38 11.75 13.21 17.39 22.35

1986 14.03 17.25 19.12 26.91 32.42 1986 9.47 12.02 13.51 18.00 23.17

1987 13.80 17.23 19.10 27.46 32.82 1987 9.39 12.07 13.65 18.49 23.97

1988 13.75 17.24 18.89 27.49 33.34 1988 9.45 12.14 13.79 18.69 23.97

1989 13.26 16.55 18.25 25.74 32.01 1989 9.20 11.90 13.79 18.66 24.32

1990 12.88 16.20 18.34 25.88 32.46 1990 9.17 11.85 13.84 19.08 24.07

1991 12.58 16.06 18.17 25.55 32.93 1991 9.31 12.09 13.90 19.01 24.74

1992 12.41 15.92 17.77 25.83 32.31 1992 9.35 12.02 13.99 19.49 24.71

1993 12.21 15.84 17.71 25.82 32.60 1993 9.30 12.09 14.09 19.60 25.23

1994 11.89 15.98 17.70 26.08 33.75 1994 9.22 12.23 13.99 19.94 27.06

1995 11.66 15.80 17.63 26.13 33.99 1995 8.88 12.03 13.78 20.05 26.39

1996 11.64 15.72 17.59 26.02 33.85 1996 8.81 12.01 13.86 19.85 26.63

1997 11.62 16.08 18.03 26.82 34.30 1997 8.94 12.17 14.08 20.48 26.81

1998 12.08 16.33 18.35 27.96 34.74 1998 9.26 12.45 14.43 21.24 27.33

1999 12.17 16.56 18.70 28.83 36.57 1999 9.19 12.65 14.58 21.64 27.94

2000 12.08 16.72 19.06 29.35 36.67 2000 9.27 12.70 14.73 22.19 27.99

2001 12.06 16.81 19.30 30.06 36.74 2001 9.62 12.99 15.04 22.56 28.51

2002 12.39 16.99 19.22 30.06 37.95 2002 9.57 13.25 15.28 22.75 28.90

2003 12.45 16.99 19.20 30.03 37.56 2003 9.66 13.39 15.33 22.76 28.72

2004 12.35 16.93 19.20 29.70 38.30 2004 9.52 13.24 15.19 22.51 28.74

2005 12.19 16.62 18.86 29.81 37.89 2005 9.43 13.10 15.06 22.63 28.77

2006 12.15 16.75 18.79 29.81 38.22 2006 9.52 13.02 15.05 22.82 28.71

2007 12.32 16.68 18.95 30.36 38.10 2007 9.72 13.00 15.09 22.72 28.93

Source: The State of Working America 2008-10, table 3.16. Source: The State of Working America 2008-10, table 3.17. 

Based on authors' analysis of CPS wage data described in Appendix B.Based on authors' analysis of CPS wage data described in Appendix B.
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		Men's real hourly wage by education, 1973-2007														Women's real hourly wage by education, 1973-2007

		(2007 dollars)														(2007 dollars)

				Less than														Less than

				High		High		Some				Advanced						high		High		Some				Advanced

				school		school		college		College		degree						school		school		college		College		degree

		1973		$15.72		$18.64		$19.05		$25.71		$28.56				1973		$9.48		$11.73		$12.68		$17.56		$23.26

		1974		15.33		18.08		18.45		25.04		29.48				1974		9.43		11.43		12.39		16.93		21.96

		1975		14.79		17.97		18.55		24.79		29.39				1975		9.35		11.41		12.34		16.73		22.69

		1976		15.08		18.05		18.64		24.90		28.96				1976		9.49		11.74		12.69		16.69		21.81

		1977		15.17		17.99		18.37		24.61		29.09				1977		9.61		11.54		12.39		16.35		21.38

		1978		15.36		18.41		19.07		25.14		29.62				1978		9.71		11.93		12.86		16.67		21.62

		1979		15.79		18.51		19.25		25.16		28.63				1979		10.14		12.02		12.91		16.34		20.93

		1980		15.28		17.91		18.83		24.84		28.22				1980		9.91		11.74		12.83		16.15		20.59

		1981		14.89		17.63		18.58		24.94		28.02				1981		9.79		11.66		12.82		16.11		20.56

		1982		14.62		17.49		18.59		25.20		29.07				1982		9.58		11.80		12.91		16.55		20.85

		1983		14.22		17.27		18.42		25.48		29.53				1983		9.54		11.70		12.89		16.70		21.45

		1984		14.10		17.08		18.40		25.80		30.17				1984		9.43		11.67		13.06		16.98		22.16

		1985		13.95		17.15		18.66		26.14		31.21				1985		9.38		11.75		13.21		17.39		22.35

		1986		14.03		17.25		19.12		26.91		32.42				1986		9.47		12.02		13.51		18.00		23.17

		1987		13.80		17.23		19.10		27.46		32.82				1987		9.39		12.07		13.65		18.49		23.97

		1988		13.75		17.24		18.89		27.49		33.34				1988		9.45		12.14		13.79		18.69		23.97

		1989		13.26		16.55		18.25		25.74		32.01				1989		9.20		11.90		13.79		18.66		24.32

		1990		12.88		16.20		18.34		25.88		32.46				1990		9.17		11.85		13.84		19.08		24.07

		1991		12.58		16.06		18.17		25.55		32.93				1991		9.31		12.09		13.90		19.01		24.74

		1992		12.41		15.92		17.77		25.83		32.31				1992		9.35		12.02		13.99		19.49		24.71

		1993		12.21		15.84		17.71		25.82		32.60				1993		9.30		12.09		14.09		19.60		25.23

		1994		11.89		15.98		17.70		26.08		33.75				1994		9.22		12.23		13.99		19.94		27.06

		1995		11.66		15.80		17.63		26.13		33.99				1995		8.88		12.03		13.78		20.05		26.39

		1996		11.64		15.72		17.59		26.02		33.85				1996		8.81		12.01		13.86		19.85		26.63

		1997		11.62		16.08		18.03		26.82		34.30				1997		8.94		12.17		14.08		20.48		26.81

		1998		12.08		16.33		18.35		27.96		34.74				1998		9.26		12.45		14.43		21.24		27.33

		1999		12.17		16.56		18.70		28.83		36.57				1999		9.19		12.65		14.58		21.64		27.94

		2000		12.08		16.72		19.06		29.35		36.67				2000		9.27		12.70		14.73		22.19		27.99

		2001		12.06		16.81		19.30		30.06		36.74				2001		9.62		12.99		15.04		22.56		28.51

		2002		12.39		16.99		19.22		30.06		37.95				2002		9.57		13.25		15.28		22.75		28.90

		2003		12.45		16.99		19.20		30.03		37.56				2003		9.66		13.39		15.33		22.76		28.72

		2004		12.35		16.93		19.20		29.70		38.30				2004		9.52		13.24		15.19		22.51		28.74

		2005		12.19		16.62		18.86		29.81		37.89				2005		9.43		13.10		15.06		22.63		28.77

		2006		12.15		16.75		18.79		29.81		38.22				2006		9.52		13.02		15.05		22.82		28.71

		2007		12.32		16.68		18.95		30.36		38.10				2007		9.72		13.00		15.09		22.72		28.93

		Source: The State of Working America 2008-10, table 3.16.														Source: The State of Working America 2008-10, table 3.17.

		Based on authors' analysis of CPS wage data described in Appendix B.														Based on authors' analysis of CPS wage data described in Appendix B.






