Income effect: Change in Purchasing power (Income increases, Price changes, Currency fluctuate).
	+ Income  work less
Substitution effect: The change in consumption pattern due to Price of good (leisure). 
	+ Income  work more
Marginal utility of Leisure (reduce by cutting the benefits so they’re not lazy)

1. Labor Force Participation Rate =
Labor ForceWorking Age /
non-institutionalized Population

3.Extensive Margin= “how many people work”, quantity of labor supply.
   Intensive Margin= “how much a given # of ppl work on avg”, INTENSITY.

4.  Positive marginal utility: Leisure is preferred, richer is preferred.
	Ex. + consumptions increases total utility
     Diminishing marginal utility: Get less utility for a 2nd good compared to the instant utility from the 1st good.
	Ex. Getting the 2nd vacuum cleaner, willing to pay less as it’s unnecessary for the 2nd one.


13.  Consider a worker who is in equilibrium with some hours being worked.  Resorting to the equilibrium condition, explain how the worker would adjust to a wage cut.   Would there be any substitution effects or income effects in this case?  If so, explain their nature.  Can we say unambiguously that the number of hours of work supplied will fall? 

Law of diminishing marginal utility

Anytime there’s a change in wage  Substitution effect (positive) & Income effect (negative) because leisure is a normal good.
Ex. Income decreases, hours of works go up.

15.  Briefly discuss how the tool of the wage elasticity of labour supply fits into the incredibly hot and relevant policy issue of taxation.  This is another good candidate for an exam question.

Tax cut -> increase wage
Tax increase -> cut

Elasticity high -> Tax cut has high effect. Tax cut  much less hour works.
Elasticity low -> Tax cut has minimum effect. Tax cut  not much less hour of work.

If TAX INCREASED  the government ends up collecting more money  Inelastic responds.

16.   Explain the difference between the compensated wage elasticity of labor supply and its uncompensated counterpart, which is the total wage elasticity of labor supply.

The Income elasticity of supply   Income effect
The income elasticity of compensated supply  substitution effect.

17.  Explain the choice of moonlighting in terms of the labor supply model. 

Moonlighter ends up being unemployed
[bookmark: _GoBack]
At point of fulltime employment, marginal rate of substitution is less than the wage.

Moonlighter has a 2nd job offered with lower wage. Leisure goes down  Marginal utility of Leisure goes up.  The marginal rate of substitution rises, wage goes down (2nd job).
· Why would moonlighter take a lower paid job
Because of powerful income effect. Dominated the Substitution effect ( very little leisure).




According to left handed : Incentives do not matter  Marginal Utility of Leisure is none.
According to right handed: Incentives matters a lot  Marginal Utility of Leisure is high  Income / sub effects.














Questions on Labour Supply and Public Policy (chapter 3)
1.  What is the relationship between Labour supply and social insurance programs?   In other words, in two sentences, what is the essence of this chapter?

Social insurance  = Giving people payment without them having to work for.

2.  Assume the role of an anti-poverty activist.  Why are you so innately hostile to the economic approach to analyzing the impact of social insurance programs on labour market outcomes?  To borrow a phrase from extreme right-wing rabble rouser Rush Limbaugh, “how ought things to be?” according to you. 


3.  I mentioned in class that a central theme of this chapter – as well as the preceding chapter, is the difference between the impact on labour supply choices of a change in a demogrant and a change in the rate of return on working activity.  This theme has analogs for many of the fields within the domain of microeconomics.  Elaborate on this point. 


4.  Browse through the following website:  www.canadiansocialresearch.net.  It contains interesting information on the levels of social assistance benefits, as well as definitions of poverty and measures of the incidence of poverty. 



5.  Explain within the framework of labour supply theory how the so-called ‘welfare trap’ emerges for social assistance recipients. 


6.  Assume that a social assistance beneficiary does not suffer from a disability (they’re employable), and that jobs (albeit low-paying jobs) are available.  He/she is not working. 
a)   The equilibrium condition for him/her is MR Substitution > Wage.  Explain this condition intuitively.

b)  What are some of the ways in which he/she could be induced to work some hours?   Answer this question in the framework of that equilibrium condition.  
Alter the preferences away from Leisure, towards income (MR Income goes up) to make it equilibrium
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