Assignment 2: Labor Supply 

[bookmark: _GoBack]Directions: Answers must thoroughly address the question, and are to be type written, except for the graphs, which can be hand written.  The prose should be well-written with proper grammar and sentence structure. The graphs are to be clearly constructed with all parts of the graphs labeled and arrows that show appropriate shifts in supply and demand curves. 

1. 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?  

2.  Given the following figures for labor force categories:
a. What is the labor force participation rate:
b. What is the unemployment rate U3:
c. What is the unemployment rate U6:
d. What is the employment-population ratio:
 
	Labor Force Category
	Number

	Eligible Population
	100,000,000

	Employed
	70,000,000

	Unemployed
	5,000,000

	Marginally Attached
	1,000,000

	Involuntary Part-Time 
	5,000,000



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. Outline and explain the model of labor force participation for groups.
b. Use the model to explain why the rate of labor force participation among females has increased (hint: look for income effects as well as substitution effects at least among households in which the male and female are high-school educated). 
c. Use the model to predict labor force participation behavior among male high school graduates. How do the predictions square with the empirical evidence?  
d. How would the model account for changes institutions or culture? Give examples.

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. Use the model to discuss whether the winners exit the labor force.
b. Discuss how the indifference curve may be shaped such that the winner keeps working (hint: is the curve steep or flat and what does that mean?)
c. Discuss how the indifference curve may be shaped such that the winner exits the labor force (hint: is the curve steep or flat and what does that mean?)

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. What happens to the budget constraint with an increase in marginal tax rates?
b. Supposing the income effect dominates the substitution effect, what happens to the predicted hours of work?
c. Supposing the substitution effect dominates the income effect, what happens to the predicted hours of work?
d. Supply-side economists argue that increasing marginal tax rates will decrease work effort. Under which case (b or c above) are they correct?
e. How would raising marginal tax rates (lowering the wage) affect low-income workers differently than high- income workers?   
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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.






