
































































































































































































































































































































































































































































































































































































































































































(d) We can interpret this result of zero as the substitution effect cancelling out 
the income effect - ie neither dominates the other.







(e) Here we can either think about the single period being "a long time"- ie many 
years - or alternatively think about requiring that these equations must hold 
every period. Since the SE cancels the IE, that agent's optimal choice of leisure 
doesn't change as the real wage changes. We can think about this as a vertical 
labour supply curve on a plot of wage on the vertical axes and hours on the 
horizontal axes .  As the wages rises over time due to say a shifting labour 
demand curve, the real wage will rise, yet hours-worked will remain constant, 
consistent with the evidence given in the question.







 

 


