
1. Explain the concepts of implicit contracts. Why do employers prefer to have implicit contracts? What is the impact of implicit contacts on the unemployment?
Implicit contracts resolve the distribution of uncertainty and utilization of specific human capital between risk lurking on workers and less risk above the firms. Incomplete contracts are required to yield involuntary layoffs in contract markets. The promise of implicit contract theory lies in taking a step toward repairing that deficiency.
Contracts are inherently bilateral negotiations between partners that are disciplined by external opportunities, making analysis of the labor market more akin to the marriage market than to the bourse. Contract markets are supported by frictions and specificity of employment relationships that tends to insulate contracting parties from short—run external shocks and which take current wage rates "out of competition" in allocating labor resources.
A contract is a voluntary ex—ante agreement that resolves the distribution of uncertainty about the value and utilization of shared investments between contracting parties. The contract precisely specifies the amount of labor to be utilized and the wages to be paid in each state of nature, that is, conditional on information (random variables) observed by both parties.
Wage payments in a contract reflect both allocated production decisions and risk—sharing and income transfer decisions jointly determined by both parties.
Contracts allocate resources through a subtle and "flexible" nonlinear pricing mechanism, which sometimes gives the outward appearance of rigidities in observed real wages and prices. But these observed rigidities signal little about market failure.
Contract wages embody implicit payments of insurance premiums by workers in favorable states of nature and receipt of indemnities in unfavorable states. Contractual income transfers smooth consumption, which interacts with labor utilization by eliminating income effects. The prominence of substitution effects promotes an elastic labor utilization response to socially diversifiable external shocks. Contracts tend to increase the volatility of employment, but these effects are difficult to detect in structural econometric models because observed wages reflect more than production/labor supply efficiency margins in contract markets.




2. Summarize the Canadian economic situation in the early 1980s. In particular, explain why unemployment soared at that time.
Unemployment has risen on average since the mid-1960s, both in absolute numbers and as a percentage of the labour force (unemployment rate). Annual average unemployment rates of 3 to 5 per cent were common before 1958 and from 1964 to 1969. From 1958 to 1963 and in the early 1970s, 5 to 7 per cent rates prevailed.
Over most of the post-1975 period, employment also grew, but the labour force grew even more rapidly so that the number and fraction that were unemployed rose. During the recession of the early 1980s (June 1981 to October 1982), the unemployment rate jumped. In August 1981, employment declined, as did labour-force participation and the fraction of the working-age population that was employed (those 15 years of age and over). The unemployment rate rose steadily over the period to December 1982, reaching 13.1 per cent. This is thought to be the highest rate of unemployment since the Great Depression, when the unemployment rate peaked at 19.3 per cent. The unemployment rate was gradually reduced to about 7 per cent in the late 1980s, but rose sharply again during the recession of the early 1990s, peaking at 12.1 per cent in November 1992.
Major reason for the great unemployment was the occurrence or racialized women who had the highest unemployment rate, at 9.6 per cent. While non-racialized women had a lower unemployment rate than non-racialized men, unemployment among racialized women was higher than among racialized men (8.8 per cent).
Seasonal unemployment was another component of frictional unemployment, a result of the normal operation of an economy. Other elements were contributed by the need to search for suitable jobs from time to time even when work was readily available. Thus, even when the economy operated at full capacity, there was always a positive level of frictional unemployment.

3. What are causes of unemployment? Explain why there is no zero unemployment rates in the economy.
Unemployment is a term referring to individuals who are employable and seeking a job but are unable to find a job. Usually measured by the unemployment rate, which is dividing the number of unemployed people by the total number of people in the workforce, unemployment serves as one of the indicators of an economy’s status.
The unemployment rate will never get to zero percent, but it could still go a lot lower. But it has to start from a certain argument: First, the person has to be immediately available to work. If a company asks you to start today, you must be able to say “yes” to be considered unemployed. Searching for a job that starts weeks or months from now does not count. Second, to be unemployed someone cannot be working, even a tiny bit. Driving for a car company like Uber while looking for a job means a person is not classified as unemployed but instead is counted as working. Lastly, a person has to be actively searching for a job. Active searching means doing something that could result in an employer contacting a job seeker. Spending hours cruising internet job boards doesn’t count, unless a person sends in at least one resume or contacts a company directly.
4. Assume a monopsony model with the following information.
		L 
	W 
	MP 

	1 
	10 
	25.0 

	2 
	15 
	22.5 

	3 
	20 
	20.0 

	4 
	25 
	17.5 

	5 
	30 
	15.0 

	6 
	35 
	12.5 

	7 
	40 
	10.0 

	8 
	45 
	7.5 

	9 
	50 
	5.0 






Assuming the market price of the output is $3.00 per unit, answer the following.
a. Draw the firm’s labour supply and marginal resource cost curves. Are the curves the same or different? If they are different, which one is higher?
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b. On the same graph, plot the labour demand data. What are the equilibrium wage rate and level of employment?
c. If the government imposes a minimum wage of $30, determine the employment level. 
d. If this is a market of perfect competition. By how much does the monopsonist reduce employment below the competitive level?

5. Evaluate the following if it is true, false or uncertain.
a. Labour union increases efficiency and wage rate - true
b. Minimum wage policy increases efficiency and employment - true

6. Evaluate the following statements if it is true, false, or uncertain.
a. An increase in the labor productivity will increase labor demand - true
b. When the price of capital falls, demand for labor will decline. - true
c. When the price of capital falls, demand for labor will increase. – false

7. Suppose the productivity of capital and labor are as shown in the accompanying table. The output of these factors sells in a perfectly competitive market for $1 per unit. Both capital and labor are hired under perfectly competitive conditions at $15 and $10, respectively.
		K 
	MPK
	
	L 
	MPL 

	0 
	
	
	0 
	

	1 
	30 
	
	1 
	21 

	2 
	27 
	
	2 
	18 

	3 
	24 
	
	3 
	15 

	4 
	21 
	
	4 
	12 

	5 
	18 
	
	5 
	9 

	6 
	15 
	
	6 
	6 

	7 
	12 
	
	7 
	3 

	8 
	9 
	
	8 
	1 






a. What is the least-cost combination and capital the firm should employ  in producing 96 units of output? Explain.
b. What is the resulting level of output? What is the economic profit?


8. Assume a market of perfect competition that is faced with the demand schedule and cost data shown below.
		Q 
	P 
	TC 

	1 
	120 
	50 

	2 
	110 
	75 

	3 
	100 
	100 

	4 
	90 
	128 

	5 
	80 
	165 

	6 
	70 
	205 

	7 
	60 
	255 

	8 
	50 
	315 






a. Draw a graph of market demand and supply

b. Determine the profit-maximising price and profit-maximising output for this market
c. Verify you answer graphically 





9. Continue from the previous question with the same demand and cost information.
		Q 
	P 
	TC 

	1 
	120 
	50 

	2 
	110 
	75 

	3 
	100 
	100 

	4 
	90 
	128 

	5 
	80 
	165 

	6 
	70 
	205 

	7 
	60 
	255 

	8 
	50 
	315 





Assume now a monopoly firm and answer the following.
a. Calculate the total-revenue, the marginal-revenue, and the marginal cost
b. Determine the profit-maximizing price and profit-maximizing output for third monopolist
c. What is the monopolist’s profit? Verify your answer graphically
d. Graphically show the area of deadweight loss.

10. Evaluate the following statements if it is true, false, or uncertain.
a. A monopoly firm charges the highest price since she has exclusive power to control market price - true
b. A monopsony firm pays more and hire price more than a firm under perfect competition - false
c. Monopoly firm is efficient - false
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