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1. Discuss the funding of Social Security.  What determines benefits received from Social Security?  You do not need to know specific values, but you should have a good understanding of how these values vary with income.

2. What demographic changes are occurring that will force changes in the Social Security system?

3. Consider a typical defined benefit pay-as-you-go retirement system.
a. Who gains and who loses if we were to, at some point T, change from pay-as-you-go to a fully funded pension program?
b. Explain one respect in which the Social Security program, as structured in the United States, redistributes income within a generation.
c. Briefly describe the how social security wealth affects national savings. 

4. In 2006, monthly social security benefits rates are 90% for earnings of less than $656, 32% for earnings between $656 and $3955, 15% for earnings between $3955 and $7900. 
a. Graph the social security benefits as a function of earnings.
b. Calculate the monthly benefit for an individual earning $6,000 per year.
c. Calculate the monthly benefit for an individual earning $30,000 per year.
d. Calculate the monthly benefit for an individual earning $120,000 per year.

5. In 2006, if you start collecting your social security benefits before your full retirement age, you benefits are reduced by $1 for every $2 in earnings once you have earned more than $12,000 for the year.  Assume that 1) you have 2000 hours per year for work or leisure, 2) you earn $40 per hour and 3) your annual social security payment is $12000.  Using all of the above information, graph your annual budget constraint.  Be sure to label everything (hours, wages, earnings, kink points, etc.)!!!


6. Many economists assert that Social Security pensions redistribute income from single workers to married worker with dependent spouses and from high income workers to low-income workers.  Explain.

7. Under the tax law in effect in 1996 there is an earned income tax credit for low-wage workers.  There is no credit if no income is earned.  The credit peaks at $3556 when the worker has earned $10,000 and is phased out completely if the worker earns more than $28,450.  For simplicity, assume that the worker faces no other taxes.  Is it necessarily so that the credit increases hours of work for all those who are eligible?  Why or why not?


8. In the diagram WH is the budget line resulting from labor market work.  Describe the characteristics of the income transfer programs implicit in budget lines HBW’, HBYW, and HBW.  Explain each budget line (i.e. non-labor transfers and/or taxes involved). Compare the work incentives/disincentives for each budget line.
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9. An individual can earn $12 per hour and can work up to 160 hours per month.  Draw the budget constraints that show the monthly consumption-leisure trade-off under the following three welfare programs:

a. The government guarantees $500 per month in income and reduces that benefit by $1 for each $1 of labor income
b. The government guarantees $500 per month in income and reduces that benefit by $1 for every $3 of labor income.
c. The government guarantees $1000 per month in income and reduces that benefit by $1 for every $1 in labor income.
d. Compare the work incentives and disincentives for each of the three programs

10. Dana has a low wage:  $10.00 per hour.  
a. Assuming that Dana has no non-earned income and has 16 hours per day for either work or leisure, draw her daily budget line and an indifference curve.
b. Suppose New Jersey enacts a welfare program such that people like Dana will be assured of some income, regardless of earnings.  Suppose Dana receives $20.00 per day from the state of NJ, with no strings attached.  Redraw the budget line.  What do you think will happen to Dana's hours of work?  Why?
c. Now, suppose NJ enacts an additional restriction, such that Dana will lose 50 cents of the support payment for each dollar earned.  Re-draw the budget line, again, indicating the break-even amount.  What do you suppose will happen to hours worked compared to B?
d. Now, suppose that instead of losing 50 cents for each dollar earned, Dana will lose one dollar for each dollar earned.  Re-draw the budget line, again.  What do you suppose the hours worked will be compared to a, b , and c?  Why?

11. Why are individuals always at least as well off with a cash welfare transfer as they are with an equally sized in-kind transfer?  Explain and show in a graph. Why, then, does the government provide in-kind transfers rather than only cash transfers.  

12. True, False, Uncertain.  For all types of cash and in-kind benefits, an individual must pass a means test and a categorical test.  Explain and include definitions for a means test and a categorical test.


13. Jackie spends her money on food and all other goods.  Right now, she has an income of $1000 per month.  Compare two alternative welfare programs in which she could participate: program A would provide her a monthly check of $300 and program B would provide her with $300 a month in credits that can be spent only on food.
a. Draw Jackie’s budget constraints in each of these two cases.
b. Draw representative indifference curves that would reflect each of these three scenarios
Jackie prefers program A to program B;
Jackie is indifferent between the two programs.

14. In each of the following situations, determine the impact on the number of individuals employed, unemployed or not in the labor force, ceteris paribus.
a. Chuck retires from his job and spends his retirement in Minnesota fishing.
b. Janet retires from her job and spends her time as an uncompensated volunteer golf instructor for the local park district.
c. Rich, unable to find work, quits looking and goes to school full time.
d. Patty drops out of graduate school and takes a full-time job.
e. Ken closes his self-employed business and goes to school full time.
f. Dave finishes college and takes a six-week vacation at a casino.
g. Leslie finishes college and begins to look for a new job.
h. Bruce, who was looking for work for over a year, accepts a job.

15. Use the following information about Employment Country.  Numbers are in millions.
	
	2001
	2002

	Population
	223.6
	226.5

	Adult Population
	168.2
	169.5

	Number of Unemployed
	7.4
	8.1

	Number of Employed
	105.2
	104.2



a. What is the labor force in 2001 and 2002?
b. What is the labor force participation rate in 2001 and 2002?
c. What is the unemployment rate in 2001 and 2002?

16. "Since people can always be induced to work hard with sufficient provision of incentives, moral hazard due to unemployment insurance is not a problem." Discuss. 

17. In New Jersey, the benefit replacement rate is 60% up to a maximum of $611 per week.  In order to be eligible for this benefit, a worker must have earned a minimum of $173 per week for at least 20 weeks.  With the weekly benefit rate on the vertical axis and the weekly wage on the horizontal axis, graph the unemployment benefits for New Jersey.

18. In January, you are hired to help the presidential administration set its agenda.  You are asked to review the Unemployment Insurance (UI) program, which currently replaces approximately 45% of a worker’s wages for 26 weeks after she loses her job.

President X’s labor secretary shows you a table comparing the unemployment durations of individuals who receive UI and do not receive UI.  This table reveals that those who receive UI stay unemployed longer than those that do not receive UI.  He claims that this proves that UI causes longer unemployment durations.

a. Is he correct?  Why or why not?  What other evidence could you bring to bear on this question that might be more useful in gleaning the correct relationship between UI generosity and unemployment durations?

b. If UI causes longer unemployment durations, does this prove that the generosity of the program should be reduced? Why or why not?

c. Consider two alternative reforms of the current UI system. The first is to perfectly experience rate firms, so that the taxes that firms pay are set exactly equal to the benefits their workers receive (benefits remain at 45% of wages). The second is a system of individual perfect experience rating - the government would loan individuals 45% of their wages while unemployed, but they would have to pay them back when they get a new job. 
i. Contrast the effects of these alternative policies on unemployment durations and the likelihood of worker layoffs. 
ii. Contrast the extent of insurance for workers provided by each of these alternatives with the current system. 

19. Having done such a great job analyzing UI, you are now asked to help reform the Disability Insurance (DI) system, which provides benefits for the rest of your life for off-the-job injuries which leave you unable to work. In particular, it is considering two alternative reforms: 

· Paying different DI benefits for different types of disabilities (e.g. you get 30% of your previous wage if you have disability type X and 50% if you have disability type Y). 
· Increasing the length of time people must have gone without working before they are allowed to apply from 5 months to 12 months. 
a. Explain the rationale behind each proposal. 
b. Explain the downside of each proposal. 
c. If you recommend reform #1, how would you decide which type of injuries should get higher compensation and which type should get lower compensation? 

