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Date of Examination: 19/04/2018 Session (FN/AN): FN Duration: 3 Hours Full Marks 50
Subject No.: HS60002
Subject Name: Manpower Economics
Department/Center/School:
Humanities and Social Sciences
Specific charts, graph paper, log book etc., required: None
Special Instructions (if any): (i) Answer all the questions. (ii) Use of non-programmable
calculator is permitted. (iii) While answering all the necessary steps/calculations should be
clearly shown.

1. Cindy gains utility from consumption C and leisure L. Her utility function is U(C, L) = C
x L. The most leisure she can consume in any given week is 168 hours. Cindy receives
$630 each week from her great grandmother regardless of how much Cindy works. What
is Cindy's reservation wage?
(2)
2. Tom gains utility from consumption C and leisure L. Tom's utility function of a worker is
represented by U(C, L) = C x L. Suppose Tom currently has a weekly income of $600
and chooses to enjoy 70 hours of leisure per week. How many additional dollars of
income would it take to entice Tom to work 10 more hours?
(3)
3. Suppose years of schooling, s, is the only variable that affects earnings. The equations for
the weekly salaries of male and female workers are given by: Wm = 500 + 100s and W f =
300 + 75s. On average, men have 14 years of schooling and women have 12 years of
schooling. (i) Calculate the male-female wage differential in the labor market? (ii) Using
the Oaxaca decomposition, calculate how much of this wage differential is due to
discrimination?
(3)
4. Suppose Nick and Jane are married. They currently reside in Minnesota. Nick's present
value of lifetime earnings in his current employment is $300,000, and Jane's present
value is $200,000. They are contemplating moving to Texas, where each of them would
earn a lifetime income of $260,000. The cost of moving is $5,000 per person. (i) Based
on their joint well-being, should they move to Texas? (ii) Is Jane a tied mover or a tied
stayer or neither? (iii) Is Nick a tied mover or a tied stayer or neither?
(3)
5. Consider the following Table, which
occupations as well as the percentage
female workers'
% Male %
Occupation
20%
A
40%
B
60%
C
80%
D

shows the total employment in each of four
of each occupation that is staffed by male and
Female
80%
60%
20%
40%

Total Employment
50
50
50
50
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Compute the index of occupational dissimilarity. Also, draw your inferences.

(3)

6. Assume that labor demand for low-skilled workers in the United States is: W = 24 - O.1E
where E is the number of workers (in millions) and W is the hourly wage. Assume there
are currently 120 million domestic U.S. low-skilled workers who supply labor
inelastically. If the U.S. opened its borders to immigration, 20 million low-skilled
workers would enter the U.S. and supply labor inelastically. (i) What is the marketclearing wage if immigration is not allowed? (ii) What is the market-clearing wage with
open borders? (iii) How much is the immigration surplus when the U.S. opens its
borders? (iv) How much surplus is transferred from domestic workers to domestic firms?
(4)
7. (A) Can the Compensating Wage Differential Go the "Wrong" Way? Explain
(4)
(OR)
(B) Explain the hedonic wage function? What does the slope of the hedonic wage
function measure? What is its implication in labor market?
(4)
8. Suppose a worker's skill is captured by his efficiency units of labor. The distribution of
efficiency units in the population is such that worker 1 has one efficiency unit, worker 2
has two efficiency units, and so on. There are 100 workers in the population. In deciding
whether to migrate to the United States, these workers compare their weekly earnings at
home (Wo) with their potential earnings in the United States (WI)' The wage-skills
relationship in each of the two countries is given by: Wo = 700 + 0.5s, and WI = 670 + s,
where s is the number of efficiency units the worker possesses. (i) Give a definition of
"positive selection" and "negative selection" in migration flows. (ii) Assume there are no
migration costs. What is the average number of efficiency units among immigrants? (iii)
Is the immigrant flow positively or negatively selected? Why? Support your argument
with a graph.
(4)
9. Consider a perfectly competitive firm with a production function q = f (XI, X2, X3) where
XI denotes units of capital, X2 denotes unskilled workers, and X3 denotes skilled workers.
The firm maximizes profits using an input mix ofX1=200, X2=70, and X3=50. The initial
price of capital is $80 per unit. Suppose the firm faces a change in the price of capital to
$96 per unit. As a consequence, it increases its employment of unskilled workers to 77,
while at the same time laying off 5 skilled workers. (i) What is the cross-elasticity of
demand for unskilled workers with respect to capital? (ii) What is the cross-elasticity of
demand for skilled workers with respect to capital? (iii) Are the two inputs "unskilled
labor" and "capital" substitutes or complements? Why? (iv) Are the two inputs "skilled
labor" and "capital" substitutes or complements? Why?
(4)
10. (A) Does the minimum wage create unemployment in a competitive market? Explain
your answer.
(4)
(OR)
(4)
(B) Derive the stopping rule for investments in education.
11. (A) What is discrimination coefficient? Graphically, discuss the implications of employer
discrimination for the employment decisions of the firm, for the profitability of the firm,
and for the black-white wage ratio in the labor market.
(5)
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(OR)
(B) Discuss how the wage-schooling
upward sloping and concave.
12. (A) Graphically,
competitive

elucidate

locus is determined

in the labor market and why it is

What is the stopping rule?

(5)

the substitution

and scale

effects

In the long

run for a
(5)

firm.
(OR)

(B) Suppose there are two types of jobs in the labor market: "safe" jobs and "risky" jobs.
Describe

how the worker

decides

whether

to accept

a safe job (where

injured) or a risky job (where she will certainly be injured).
decides whether to offer a safe working environment
13. The following
the United

be

Also, describe

how the firm

or a risky environment.

(5)

table gives data on the percent share of household

States in 2015. Draw the Lorenz

she cannot

Curve and calculate

income

by quintile

in

the Gini Coefficient.
(6)

Also, make your observations.

Quintile

Percent Share of Income

Lowest
Second
Third
Fourth
Highest

3.40
8.60
14.60
23.00
50.40

====================X==============X=======================

3

