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I. Suppose there are two inputs in the production, labour and capital, and these two inputs
are perfect substitute. The existing technology permits to one machine to do the work for
three workers. The firm wants to produce 100 units of output. Suppose the price of the
eapital is $750 per machine per week. What combination of inputs will the firm use if the
weekly salary of each worker is $300? What combination of inputs will the firm use if
the weekly salary of each worker is $225? What is the elasticity of labour demand as the
wage falls from $ 300 to $225? (5)

2. In particular industry, labour supply in E,» IO+w and labour demands is Ed =40-4w,
where E is the level of employment and w is hourly wage.
a) What are the equilibrium wage and employment if the labour market is competitive?
What is employment rate?
b) Suppose the government sets a minimum hourly wage of $8. How many workers
would lose their job? How many additional workers would want a job at the minimum
wage? What is the unemployment rate? (4)

3. Suppose the supply curve of physicists is given by w=-IO+5E, while the demand eurve is
given by w=50-3E. Caleulate the equilibrium wage and employment level. Suppose now
that the demand for physicists increases to w=-70-3E. calculate the equilibrium wage and
employment level. Assume the market is subject to cobb-webs. Calculate the wage and
employment level in each round as the wage and employment levels adjust to the
demand socks. (recall that each round occurs on the demand curve-when the firms posts
a wage and hires workers.) What are the new equilibrium wage and employment? (5)

4. An economy consists of two regions, the north and the south. The short run elasticity of
labour demand in each region is-O.5. labour supply is perfectly inelasticity with both
regions. Labour market initially in an economy wide equilibrium with 600,000 people
employed in the north and 40,000 in the south at wage of $15 per hour. Suddenly, 20,000
people immigrate from abroad and initially settled in the south. They possess the same
skill as the native residents and also supply their labour inelastically.

a) what will be the effect of this immigration on wage in each of the regions in the short
run (before and after migration between the north and south occurs)?
b) suppose 1,000 native-born persons per year migrates from south to the north in
response to every dollar differential in the hourly wage between the two regions. What
will be the ratio of the wages in the two regions after the first year native labour respond
to the entry of the immigrants?
c) What will be the effect of these immigrations on wages and employments in each of
the regions in the long run (after native workers respond by moving across regions to
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take advantage of whatever wage differentials may exist)? Assume labour demand does
not change in either region. (6)

5. Consider a competitive economy that has four different jobs and vary by their wage and
risk level. The table below d 'b h f h f . bescn e eac o t e our JO s.

Job Risk (r) Wage (w)
A 115 $3

..- - -
B 114 $12--- ----- f-----
C 113 $23

f- - . ----- --- --
D 1/2 $25'-- ---

•

All workers are equally productive, but workers vary in their preferences. Consider a
worker who values his wage and the risk level according to the following utility
functions:

1
u(w,r) -= w+-

2r
Where does the worker choose to work? Suppose the government regulated the work
place and required all jobs to have a risk factor of 115 (that is, all jobs must become A
jobs). What wage would the worker now need to earn in the A job to be equally happy
following the regulations? (4)

6. a)Graphically show Oaxaca measure of discrimination (without graph paper).
b) What is optimum city size with reference to migration?
c) Does migration through social contacts leads to suboptimal labour market outcome?
Explain. (2*3)

7. Discuss how informal employment and unorganised sector employment are measured in
India. (4)

8. Critically examine Harris-Todaro model of migration with its limitations. Discuss how
subsidy as a policy instrument can be used to reach optimum level of employment. (8)

9. What are the major constraints to industry-led growth in India? Will innovation result in
employment loss? (8)
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