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FINAL EXAM


The exam has two parts and the duration of 120 minutes. The first part consists of short answer questions, which should not exceed half a page of text. The second part is composed of two essay questions. The first part of the exam has 60 points and the second part 50 points.


First Part
1. "The rate of voluntary separations increases at the beginning of the employment relationship and falls after some time" Comment on this statement and justify yours arguments.
2.  "Leisure must be an inferior good for the labor supply to have a negative slope." This statement is true, false or uncertain?

3. Consider a regression that relates the individual wage with the risk of work accidents. The attenuation bias caused by measurement errors in the variable that measures the risk of accident is aggravated if the equation is estimated with individual fixed effects.
4. The estimation of the returns to education often uses instrumental variables, for example in samples of twins. However, the estimates are in general high. Discuss the extent to which this type of result may be linked to the problem of omitted variables.
5. The unemployment persistence in Europe is exclusively generated by the inability to achieve productivity gains. True or false? Explain why.
6. Discuss the liquidity and substitution effects of unemployment insurance on unemployment duration. Extra points: discuss how this may differ between liquidity constrained and unconstrained workers.
Second Part
7. Kruger and Kruse, in a recent paper-working, use a sample of individuals who become unexpectedly disabled (in particular, paraplegics). The question we intend to answer is: will workers with specific human capital in jobs that use computers have a lower wage cut relative to the salary they received when they became disabled? The idea is that disabled workers have to take a pay differential associated with a reduction in productivity caused by disability or have to accept one of the few jobs where their disability does not lower the productivity.

Kruger and Kruse have detailed information about the current and past employment and employers.

a) What would be the ideal way to identify this equalizing differential if you had access to all the information you wanted.

b) Which is the most likely identification problem that an economist might face?


c) Kruger and Kruse use the following strategy: ask every disabled "which worker, in the job prior to become disabled, was closest in terms of job attributes and qualifications?" Kruger Kruse gathered information for this individual in the current employer and in the employer before the disability. How does this information help Kruger and Kruse solve the problem of identification?
8. Consider the working conditions in perfume factories. In the factories in the Algarve workers like the smell of perfume (provided it does not exceed S *), while the workers in Vale do Ave do not like the smell of perfume. Suppose there is no cost for companies to eliminate the smell of perfume factories and assume that workers have an alternative equal pay in both regions of W*.


Draw a diagram using isoprofit and indifference curves that represents this situation (the isoprofit curves are equal in both regions, but the indifference curves differ). Is there is a pay differential in wages in the two regions?
