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Chapter 28

Unemployment
Multiple Choice


1.
The natural rate of unemployment is the

a.
unemployment rate that would prevail with zero inflation.

b.
rate associated with the highest possible level of GDP.

c.
difference between the long-run and short-run unemployment rates.

d.
amount of unemployment that the economy normally experiences.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


2.
Cyclical unemployment refers to

a.
the relation between the probability of unemployment and a worker's changing level of experience.

b.
how often a worker is likely to be employed during her lifetime.

c.
year-to-year fluctuations of unemployment around its natural rate.

d.
long-term trends in unemployment.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Cyclical unemployment
MSC: Definitional


3.
Cyclical unemployment is closely associated with

a.
long-term economic growth.

b.
short-run ups and downs of the economy.

c.
fluctuations in the natural rate of unemployment.

d.
changes in the minimum wage.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Cyclical unemployment
MSC: Interpretive


4.
The natural rate of unemployment is the economist's notion of

a.
full employment.

b.
cyclical employment.

c.
structural unemployment.

d.
frictional unemployment.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


5.
The natural rate of unemployment

a.
is a constant.

b.
is the desirable rate of unemployment.

c.
cannot be altered by economic policy.

d.
None of the above is correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Natural rate of unemployment
MSC: Interpretive


6.
The natural rate of unemployment

a.
refers mostly to unemployment created by the cyclical fluctuations in real GDP.

b.
cannot be changed by government policy.

c.
varies over time.

d.
is the optimal rate of unemployment in an economy.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


7.
Which of the following is correct?

a.
Some degree of unemployment is inevitable.

b.
Other things the same an increase in the number of people who are unemployed is associated with a decrease in real GDP.

c.
Cyclical unemployment is inversely related to short-run economic fluctuations in GDP.

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Interpretive


8.
Data on unemployment is reported

a.
weekly.

b.
monthly.

c.
quarterly.

d.
yearly.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


9.
The BLS produces data on

a.
unemployment.

b.
types of employment.

c.
length of the average workweek.

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Bureau of Labor Statistics
MSC: Definitional


10.
Which of the following is not correct?

a.
The unemployment rate is computed using the number of unemployment insurance claims filed.

b.
Each adult included in the unemployment statistics is classified as employed, unemployed, or not in the labor force.

c.
Unemployment numbers are based only on people aged sixteen and older.

d.
The Bureau of Labor Statistics gathers data on unemployment and employment.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


11.
Unemployment data is collected

a.
from unemployment insurance claims.

b.
through a regular survey of about 60,000 households.

c.
through a regular survey of about 200,000 firms.

d.
Unemployment data is collected using all of the above.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


12.
The sum of which of the following would necessarily be equal to the adult population in the US statistics on labor?

a.
employed, unemployed

b.
discouraged workers, employed, unemployed

c.
employed, unemployed, not in the labor force

d.
discouraged workers, employed, not in the labor force

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Employment
MSC: Definitional


13.
The labor force equals the

a.
number of people who are employed.

b.
number of people who are unemployed.

c.
number of people employed plus the number of people unemployed.

d.
adult population.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Definitional


14.
The labor force

a.
equals the number of people employed.

b.
equals the number of people employed plus the number of people unemployed.

c.
equals the non-institutionalized adult population.

d.
equals the number of people employed plus the number of people cyclically unemployed.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Definitional


15.
Ted is working part time. Alice is on temporary layoff. Who is counted as employed by the BLS?

a.
only Ted

b.
only Alice

c.
both Ted and Alice

d.
neither Ted nor Alice

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Definitional


16.
Jack is a full-time unpaid homemaker not currently searching for other work. Jill is a full-time student who is not looking for a job. Who does the BLS count in the labor force?

a.
only Jack

b.
only Jill

c.
both Jack and Jill

d.
neither Jack nor Jill

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Definitional


17.
Assuming everyone in the question below is in the adult population, which of the following is not correct?

a.
Elmo works part time as a baby sitter. The BLS counts him as employed and in the labor force.

b.
Anna is a full-time student not looking for a job. The BLS counts her as unemployed and in the labor force.

c.
Jim is on temporary layoff. The BLS counts him as unemployed and part of the labor force.

d.
Liz is seeking work, but has not found it. The BLS counts her as unemployed and in the labor force.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Definitional


18.
Who of the following would be counted as unemployed according to official statistics?

a.
Mary, who is waiting for her new job to start

b.
Karen, who worked only 35 hours last week

c.
Shasta, who neither has a job nor is looking for one

d.
None of the above would be counted as unemployed.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Interpretive


19.
Which of the following would be counted as unemployed according to official statistics?

a.
George, a full-time student who is not looking for work

b.
Jenna, who is on temporary layoff

c.
Larry, who has retired and is not looking for work

d.
All of the above would be counted as unemployed.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Interpretive


20.
Sam just lost his job, but isn't yet looking for a new one. Sam is

a.
counted as unemployed and part of the labor force.

b.
counted as unemployed, but not part of the labor force.

c.
not counted as unemployed, but counted as part of the labor force.

d.
not counted as unemployed or counted as part of the labor force.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Definitional


21.
Who would not be included in the labor force?

a.
Sally, who is on temporary layoff

b.
Sue, who has retired and is not looking for work

c.
Kylie, who does not have a job, but has applied for several in the last week

d.
None of the above is included in the labor force.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Interpretive


22.
Who would be included in the labor force?

a.
Dakota, an unpaid homemaker not looking for other work

b.
Brad, a full-time student not looking for work

c.
Maggie, who does not have a job, but is looking for work

d.
None of the above is included in the labor force.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Interpretive


23.
Who would be included in the labor force?

a.
Karen, who works most of the week in a steel factory

b.
Beth, who is waiting for her new job at the bank to start

c.
Dave, who does not have a job, but is looking for work

d.
All of the above are included in the labor force.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Interpretive


24.
Who would be included in the labor force?

a.
Homer, who is waiting for his new job to start

b.
Michelle, who has become discouraged looking for a job and has quit looking for awhile

c.
Derrick, an unpaid homemaker

d.
None of the above would be included in the labor force.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Interpretive


25.
Sally is on a temporary layoff from her factory job. If Sally participates in the BLS survey, she will be classified as

a.
unemployed and in the labor force.

b.
unemployed and out of the labor force.

c.
employed and in the labor force.

d.
employed and out of the labor force.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Interpretive


26.
Which of the following correctly ranks categories from smallest to largest according to recent U.S. statistics?

a.
unemployed, employed, not in labor force

b.
unemployed, not in labor force, employed

c.
not in labor force, employed, unemployed

d.
not in labor force, unemployed, employed

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Definitional


27.
A person who is counted as unemployed by the BLS is

a.
also in the labor force.

b.
must have recently looked for work or be on temporary layoff.

c.
be age 16 or over.

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


28.
Raphael is not working and is currently not looking for work. The BLS would count Raphael 

a.
as unemployed and in the labor force.

b.
as unemployed, but not in the labor force.

c.
in the labor force, but not as unemployed.

d.
neither as unemployed nor in the labor force.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


29.
A college student who is not working or looking for a job is counted as

a.
neither employed nor part of the labor force.

b.
unemployed and in the labor force.

c.
unemployed, but not in the labor force.

d.
employed and in the labor force.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Interpretive


30.
Latoya, an unpaid homemaker who works as a volunteer at the local Red Cross and is currently not looking for a paid job, is counted as

a.
employed and in the labor force.

b.
unemployed and in the labor force.

c.
unemployed but not in the labor force.

d.
not in the labor force.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Employment
MSC: Definitional


31.
The BLS defines the unemployment rate as the percentage of

a.
those unemployed relative to those employed.

b.
the labor force that is unemployed.

c.
the adult population that is unemployed.

d.
the labor force without fulltime employment.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment rate
MSC: Definitional


32.
The unemployment rate is computed as the number of unemployed

a.
divided by the labor force times 100.

b.
divided by the number of people employed times 100.

c.
divided by the adult population times 100.

d.
times the participation rate times 100.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment rate
MSC: Definitional


33.
Which of the following definitions is correct?

a.
Labor force = number of employed.

b.
Labor force = population - number of unemployed.

c.
Unemployment Rate = (number of unemployed ÷ [number of employed + number of unemployed]) ( 100.

d.
Unemployment Rate = (number of unemployed ÷ adult population) ( 100.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment rate
MSC: Definitional


34.
The labor-force participation rate measures the percentage of the

a.
total adult population that is in the labor force.

b.
total adult population that is employed.

c.
labor force that is employed.

d.
labor force that is either employed or unemployed.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate

MSC: Definitional


35.
The labor-force participation rate is defined as

a.
(Employed ÷ Adult Population) ( 100.

b.
(Employed ÷ Labor Force) ( 100.

c.
(Labor Force ÷ Adult Population) ( 100.

d.
(Adult Population ÷ Labor Force) ( 100.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force participation rate

MSC: Definitional

Labor Stats

The Labor Market

This table shows the 2003 data for males and females ages 16 and over in the imaginary country of Meditor.

	1. Not in labor force

	
	a. male: 45 million

	
	b. female: 35 million

	2. Unemployed

	
	a. male: 5 million

	
	b. female: 5 million

	3. Employed

	
	a. male: 85 million

	
	b. female: 65 million



36.
Refer to Labor Stats. What is the adult population in Meditor?

a.
90 million

b.
150 million

c.
160 million

d.
240 million

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Applicative


37.
Refer to Labor Stats. What is the adult labor force in Meditor?

a.
90 million

b.
150 million

c.
160 million

d.
240 million

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Applicative


38.
Refer to Labor Stats. What is the adult unemployment rate in Meditor?

a.
4.12%

b.
6.25%

c.
11.11%

d.
12.50%

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment rate
MSC: Applicative


39.
Refer to Labor Stats. What is the adult labor-force participation rate in Meditor?

a.
4.12%

b.
12.50%

c.
37.50%

d.
66.67%

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Applicative


40.
Refer to Labor Stats. What is the adult female population in Meditor?

a.
35 million

b.
40 million

c.
70 million

d.
105 million

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Applicative


41.
Refer to Labor Stats. What is the adult male population in Meditor?

a.
85 million

b.
120 million

c.
135 million

d.
240 million

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor force

MSC: Applicative


42.
Refer to Labor Stats. What is the adult female labor force in Meditor?

a.
35 million

b.
40 million

c.
70 million

d.
105 million

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Applicative


43.
Refer to Labor Stats. What is the adult male labor force in Meditor?

a.
85 million

b.
90 million

c.
120 million

d.
135 million

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor force

MSC: Applicative


44.
Refer to Labor Stats. What is the adult female unemployment rate in Meditor?

a.
4.76%

b.
7.14%

c.
7.69%

d.
14.29%

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Unemployment rate
MSC: Applicative


45.
Refer to Labor Stats. What is the adult male unemployment rate in Meditor?

a.
3.70%

b.
4.00%

c.
5.56%

d.
5.88%

ANS: C
PTS: 1
DIF: 3
REF: 20-1

TOP: Unemployment rate
MSC: Applicative


46.
Refer to Labor Stats. What is the adult female labor-force participation rate in Meditor?

a.
4.76%

b.
38.10%

c.
66.67%

d.
80.95%

ANS: C
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate

MSC: Applicative


47.
Refer to Labor Stats. What is the adult male labor-force participation rate in Meditor?

a.
7.40%

b.
33.33%

c.
37.03%

d.
66.67%

ANS: D
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate

MSC: Applicative


48.
In 2004, based on concepts similar to those used to estimate U.S. employment figures, the Canadian adult non-institutionalized population was 25.022 million, the labor force was 16.956 million, and the number of people employed was 15.864 million. According to these numbers, the Canadian labor-force participation rate and unemployment rate were about

a.
67.8% and 6.4%

b.
67.8% and 4.4%

c.
63.4% and 6.4%

d.
63.4% and 4.4%

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


49.
In 2004, based on concepts similar to those used to estimate U.S. employment figures, the Japanese adult non-institutionalized population was 109.684 million, the labor force was 65.760 million, and the number of people employed was 62.630 million. According to these numbers, the Japanese labor-force participation rate and unemployment rate were about

a.
60%, 2.9%

b.
60%, 4.8%

c.
57.1%, 2.9%

d.
57.1%, 4.8%

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


50.
In 2004, based on concepts similar to those used to estimate U.S. employment figures, the Italian adult non-institutionalized population was 45.020 million, the labor force was 24.065 million, and the number of people employed was 22.105 million. According to these numbers, the Italian labor-force participation rate and unemployment rate were about

a.
45.1%, 8.1%

b.
45.1%, 4.4%

c.
53.5%, 8.1%

d.
53.5%, 4.4%

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


51.
In 2004, based on concepts similar to those used to estimate U.S. employment figures, the Swedish adult non-institutionalized population was 6.712 million, the labor force was 4.576 million, and the number of people employed was 4.276 million. According to these numbers, the Swedish labor-force participation rate and unemployment rate were about

a.
59.5%, 4.5%

b.
59.5%, 6.6%

c.
68.2%, 4.5%

d.
68.2%, 6.6%

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


52.
Suppose that in the small country of Sociopolis there are 6 million people in the adult population, that the labor-force participation rate is 70 percent, and that there are 3.8 million people employed. To the nearest tenth, what is the unemployment rate?

a.
10.5%

b.
9.5%

c.
6.7%

d.
None of the above is correct.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


53.
The BLS reported in 2005 that there were 53.23 million people over age 25 who had at least a bachelor’s degree 40.59 million of them were employed and .98 million of them were unemployed. What were the labor-force participation rate and the unemployment rate for this group?

a.
76.3% and 1.8%

b.
76.3% and 2.4%

c.
78.1% and 1.8%

d.
78.1% and 2.4%

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


54.
The BLS reported in 2005 that there were 50.40 million people over age 25 whose highest level of education was some college or an associate degree. 33.86 million of them were employed and 1.27 million of them were unemployed. About what were the labor-force participation rate and the unemployment rate for this group?

a.
69.7%, 3.6%

b.
69.7%, 2.5%

c.
67.2%, 3.6%

d.
67.2%, 2.5%

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


55.
The BLS reported in 2005 that there were 59.98 million people over age 25 whose highest level of education was a high school degree or equivalent. From this group 36.40 million were employed and 1.93 million were unemployed. About what were the labor-force participation rate and the unemployment rate for this group?

a.
60.7%, 5.0%

b.
63.9%, 5.0%

c.
60.7%, 3.2%

d.
63.9%, 3.2%

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


56.
The BLS reported in 2005 that there were 28.19 million people over age 25 who had no high school degree or its equivalent. In this group 11.73 million were employed and 1.04 million were unemployed. About what were the labor-force participation rate and the unemployment rate for this group?

a.
41.6% and 3.7%

b.
41.6% and 3.7%

c.
45.3% and 8.1%

d.
45.3% and 8.1%

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


57.
Suppose that in some state the adult population is 4 million, the labor-force participation rate is 75%, and that .25 million people are unemployed. What is the unemployment rate to the nearest tenth?

a.
6.3%

b.
7.7%

c.
8.3%

d.
9.1%

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


58.
Suppose some country had an adult population of about 50 million, the labor-force participation rate was 60 percent, and the unemployment rate was 5 percent. What were the number of people employed and the number of people in the labor force?

a.
27.5 million, 30 million

b.
28.5 million, 30 million

c.
30 million, 31.5 million

d.
30 million, 32.5 million

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


59.
Suppose some country had an adult population of about 25 million, the labor-force participation rate was 60 percent, and the unemployment rate was 6 percent. What were the number of people employed and the number of people in the labor force?

a.
11.75 million, and 12.5 million

b.
13.5 million and 15 million

c.
14 million, and 12.5 million

d.
14.1 million, and 15 million

ANS: D
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


60.
Suppose some country had an adult population of about 46.5 million, the labor-force participation rate was 63.5 percent, and the unemployment rate was 5.8 percent. What were the number of people employed and the number of people unemployed?

a.
about 29.5 million and 2.7 million.

b.
about 29.5 million and 1.7 million.

c.
about 27.8 million and 2.7 million.

d.
about 27.8 million and 1.7 million.

ANS: D
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


61.
Tom loses his job and immediately begins looking for another. Other things the same, the unemployment rate

a.
increases, and the labor-force participation rate decreases.

b.
increases, and the labor-force participation rate is unaffected.

c.
is unaffected, and the labor-force participation rate increases.

d.
decreases, and the labor-force participation rate is unaffected.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP:  Labor-force participation rate | Unemployment rate
MSC: Applicative


62.
Matt loses his job and decides to sit on the beach rather than looking for work the next few months. Other things the same, the unemployment rate

a.
increases, and the labor-force participation rate is unaffected.

b.
increases, and the labor-force participation rate decreases.

c.
decreases, and the labor-force participation rate increases.

d.
decreases, and the labor-force participation rate decreases.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


63.
Anna has just finished high school and started looking for her first job, but has not yet found one. As a result, the unemployment rate

a.
increases, and the labor-force participation rate is unaffected.

b.
increases, and the labor-force participation rate increases.

c.
is unaffected, and the labor-force participation rate increases.

d.
increases, and the labor-force participation rate decreases.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


64.
Tara just graduated from college. In order to devote all her efforts to college, she didn’t hold a job. She is going to cruise around the country on her motorcycle for awhile before she starts looking for work. As a result, the unemployment rate

a.
increases, and the labor-force participation rate increases.

b.
is unaffected, and the labor-force participation rate is unaffected.

c.
increases, and the labor-force participation rate decreases.

d.
increases, and the labor-force participation rate is unaffected.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Applicative


65.
If an unemployed person quits looking for work, ceteris paribus, the unemployment rate

a.
decreases, and the participation rate increases.

b.
decreases, and the participation rate decreases.

c.
stays the same, and the participation rate decreases.

d.
and the labor-force participation rate stay the same.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Interpretive


66.
Between 2004 and 2005, the country of Aquilonia reported an increase in the number of people who were employed. It also reported an increase in the unemployment rate. Which of the following would best explain the two reports?

a.
There was an increase in the size of the labor force between 2004 and 2005.

b.
There was a decrease in the size of the labor force between 2004 and 2005.

c.
There was an increase in the size of the adult population between 2004 and 2005.

d.
The two reports are contradictory and can't be reconciled.

ANS: A
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


67.
President Bigego is running for re-election against Senator Pander. Bigego proclaims that more people are working now than when he took office. Pander says that the unemployment rate is higher now than when Bigego took office. You conclude that

a.
one of them must be lying.

b.
both of them could be telling the truth if the labor-force participation rate and the labor force both fell.

c.
both of them could be telling the truth if the labor force grew slower than employment.

d.
both of them could be telling the truth if the labor force grew faster than employment.

ANS: D
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


68.
Which group has the highest labor-force participation rate?

a.
black females

b.
white females

c.
white males

d.
There are no significant differences in participation rates across these groups.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


69.
Among teenagers, which group has the highest unemployment rate?

a.
white males

b.
black females

c.
black males

d.
There are no significant differences in unemployment rates across these groups.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


70.
Which of the following is correct for people ages 20 and over?

a.
Men have lower rates of labor-force participation and similar unemployment rates compared to women.

b.
Men have lower rates of labor-force participation and higher rates of unemployment than do women.

c.
Women have lower rates of labor-force participation and higher rates of unemployment compared to those of men.

d.
Women have lower rates of labor-force participation and similar unemployment rates compared to those of men.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


71.
Which of the following is correct for people ages 20 and over?

a.
Blacks have higher rates of labor-force participation and lower unemployment rates than those of whites.

b.
Blacks have higher rates of labor-force participation and higher unemployment rates than those of whites.

c.
Blacks have similar rates of labor-force participation and lower unemployment rates than those of whites.

d.
Blacks have similar rates of labor-force participation and higher unemployment rates than those of whites.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


72.
Which of the following is correct?

a.
Adults have higher labor-force participation rates and higher unemployment rates than do teenagers.

b.
Adults have higher labor-force participation rates and lower unemployment rates than do teenagers.

c.
Adults have lower labor-force participation rates and lower unemployment rates than do teenagers.

d.
Adults have lower labor-force participation rates and higher unemployment rates than do teenagers.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


73.
The labor-force participation rate of the U.S. adult population (ages 16 and over) is about

a.
47 percent.

b.
55 percent.

c.
66 percent.

d.
74 percent.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


74.
Which of the following includes only demographic groups that have a participation rate of over 68%?

a.
white males, white females, black males, and black females

b.
white males and white females

c.
white males and black males

d.
white males

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


75.
The participation rate of white teenagers is about

a.
83%

b.
63%

c.
47%

d.
28%

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


76.
In the United States in recent years, for people age 20 and over, the unemployment rate of blacks has been

a.
less than that of whites.

b.
about the same as that of whites.

c.
about 50 percent higher than that of whites.

d.
about double that of whites.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


77.
In the United States in recent years, the unemployment rate among teenagers has been

a.
less than that of people ages 20 and over.

b.
about the same as that of people ages 20 and over.

c.
about twice that of people ages 20 and over.

d.
more than three times that of people ages 20 and over.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


78.
The Congressional Budget Office estimated that the natural rate of unemployment is about

a.
3.9 percent

b.
4.5 percent 

c.
5.2 percent

d.
5.9 percent

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


79.
Which list contains two periods when the unemployment rate was below the natural rate of unemployment?

a.
1965-1968, 1981-1984

b.
1965-1968, 1997-2000

c.
1981-1984, 1991-1994

d.
1991-1994, 1997-2000

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment rate
MSC: Definitional


80.
Since World War II, the labor-force participation rate

a.
has increased for both men and women.

b.
increased for women and decreased for men.

c.
has decreased for both men and women.

d.
decreased for women and increased for men.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


81.
Just after World War II, the labor-force participation rate of women was

a.
about 1/3 and currently is about 1/2.

b.
about 1/3 and currently is about 3/5.

c.
about 1/2 and currently is about 3/5.

d.
about 3/5 and currently is about 1/2.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


82.
Just after World War II, the labor-force participation rate of men was

a.
about 87 and currently is about 73.

b.
about 73 and currently is about 63.

c.
about 63 and currently is about 73.

d.
about 73 and currently is about 73.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


83.
The labor-force participation rates among U.S. men since World War II 

a.
decreased because of longer schooling, an increase in stay-at-home dads, earlier retirement, and longer lives.

b.
decreased because of longer lives, laws that prevent mandatory retirement, and an increase in stay-at-home dads.

c.
increased because of better unemployment insurance, laws that prevent mandatory retirement, and laws that prevent age discrimination in hiring.

d.
increased because of easier job searches, better training, and laws that prevent mandatory retirement and age discrimination in hiring.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


84.
Suppose the labor-force participation rate of men is greater in Troy than in Sparta. This could be because the men of Troy

a.
spend more time in school and have earlier and longer retirements than men in Sparta.

b.
spend more time in school and have later and shorter retirements than men in Sparta.

c.
spend less time in school and have earlier and longer retirements than men in Sparta.

d.
spend less time in school and have later and shorter retirements than men in Sparta.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Interpretive


85.
Since 1950, the labor-force participation rate of women has

a.
increased. This can be attributed to longer lives.

b.
increased. This can be attributed partly to advances in birth control.

c.
decreased. This can be attributed partly to longer schooling.

d.
decreased. This can be attributed partly to increases in the minimum wage.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


86.
Suppose that a large number of men who used to work or seek work now no longer do either. Other things the same, this makes the

a.
the number of people unemployed rise but the labor force does not change.

b.
the number of people unemployed rise but the labor force falls.

c.
the number of people unemployed and the labor force both falls.

d.
the number of people unemployed fall while the labor force does not change.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Applicative


87.
The percentage of men not working is higher among those

a.
with a college education and those living in a central city.

b.
with less than a high school degree and those living in a central city.

c.
with a college education and those living outside a central city.

d.
with less than a high school degree and those living outside a central city.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional

88. Suppose that Krameria is considering policy changes that would affect the number of males age 25-54 who are employed and unemployed according to the following table. Statisticians at the Kramerian Labor Department have computed current labor statistics and estimated what the labor statistics would have been with the policy in place. What are the current unemployment and labor-force participation rates, to the nearest tenth? According to the estimates, what would their values have been if the policy had been in place? 

	Labor Force Statistics for Krameria Males Age 25-54

	
	population 
	employed
	unemployed

	Current
	120,000
	80,000
	4,000

	If Policy in Place
	120,000
	76,500
	3,500


a.
current 4.8 % and 70% with policy change 4.4% and 66.7%

b.
current 5% and 70% with policy change 4.6% and 66.7%

c.
current 4.8% and 66.7% with policy change 4.4% and 64%

d.
current 5% and 66.7% with policy change 4.6% and 64%

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


89.
Recent entrants into the labor force account for about

a.
1/5 of those who are unemployed.

b.
1/4 of those who are unemployed.

c.
1/3 of those who are unemployed.

d.
1/2 of those who are unemployed.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


90.
Spells of unemployment end about

a.
1/5 of the time with the person leaving the labor force.

b.
1/4 of the time with the person leaving the labor force.

c.
1/3 of the time with the person leaving the labor force.

d.
1/2 of the time with the person leaving the labor force.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


91.
Recent entrants into the labor force account for about

a.
1/2 of those who are unemployed. Spells of unemployment end about 1/5 of the time with people leaving the labor force.

b.
1/3 of those who are unemployed. Spells of unemployment end about 1/2 of the time with people leaving the labor force.

c.
1/4 of those who are unemployed. Spells of unemployment end about 1/2 of the time with people leaving the labor force.

d.
1/4 of those who are unemployed. Spells of unemployment end about 1/5 of the time with people leaving the labor force.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Definitional


92.
In one year you meet 45 people who are each unemployed for one week, and five people who are each unemployed for the whole year. What percent of the people you meet are short-term unemployed, and about what percent of the unemployment you encounter is long-term?

a.
90 percent and 85.2 percent

b.
10 percent and 85.2 percent

c.
90 percent and 10 percent

d.
10 percent and 14.7 percent

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Analytical


93.
Some people who are employed or who are not making serious effort to find employment will report themselves as unemployed. Some people who want to find work will be counted as out of the labor force.

a.
Both the first and the second fact tend to make the reported unemployment rate lower than the actual unemployment rate.

b.
Both the first and the second fact tend to make the reported unemployment rate higher than the actual unemployment rate.

c.
The first fact tends to make the reported unemployment rate higher than the actual unemployment rate. The second fact tends to make the reported unemployment rate lower than the actual rate.

d.
The first fact tends to make the reported unemployment rate lower than the actual unemployment rate. The second fact tends to make the reported unemployment rate higher than the actual rate.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Analytical


94.
Suppose that some people report themselves as unemployed when, in fact, they are working in the underground economy. If these persons were counted as employed,

a.
both the unemployment rate and labor-force participation rate would be higher.

b.
both the unemployment rate and labor-force participation rate would be lower.

c.
the unemployment rate would be higher and the labor-force participation rate would be higher.

d.
the unemployment rate would be lower and the labor-force participation rate would be unaffected.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment
MSC: Analytical


95.
Suppose that some people are counted as unemployed when, to maintain unemployment compensation, they search for work only at places where they are unlikely to be hired. If these individuals were counted as out of the labor force instead of as unemployed,

a.
both the unemployment rate and labor-force participation rate would be higher.

b.
both the unemployment rate and labor-force participation rate would be lower.

c.
the unemployment rate would be lower and the labor-force participation rate would be higher.

d.
the unemployment rate would be higher and the participation rate would be lower.

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Unemployment
MSC: Analytical


96.
Some persons are counted as out of the labor force because they have made no serious or recent effort to look for work. However, some of these individuals may want to work even though they are too discouraged to make a serious effort to look for work. If these individuals were counted as unemployed instead of out of the labor force,

a.
both the unemployment rate and labor-force participation rate would be higher.

b.
the unemployment rate would be higher and the labor-force participation rate would be lower.

c.
the unemployment rate would be lower and the labor-force participation rate would be higher.

d.
None of the above is correct.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment
MSC: Definitional


97.
Discouraged workers

a.
are not counted either as part of the adult population or as part of the labor force.

b.
are counted as part of the adult population, but not as part of the labor force.

c.
are counted as part of the adult population, and as unemployed.

d.
None the above are correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


98.
Consider two people who are currently out of work. Tim is not looking for work because there have been many job cuts where he lives and he doesn't think it likely that he will find work. Bev is not currently looking for work, but she would like a job. While she hasn't looked for work for sometime, she has looked for work in the past. The BLS considers

a.
both Tim and Bev to be marginally attached workers.

b.
neither Tim nor Bev to be marginally attached workers.

c.
only Tim to be a marginally attached worker.

d.
only Bev to be a marginally attached worker.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment
MSC: Interpretive


99.
Marginally attached workers are people who

a.
are looking for a better job than they currently have.

b.
are not working and are not looking for work, but would work if asked.

c.
are working part-time while they go to school or get training for a better job.

d.
are only a few years from retirement.

ANS: B
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment
MSC: Definitional


100.
In the BLS statistics, discouraged workers

a.
are included in the numerator of U-3 (the official unemployment rate).

b.
are not also counted as marginally attached workers.

c.
includes people working part time for economic reasons.

d.
have a job market reason for not looking for work.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Discouraged workers
MSC: Definitional

Use the following table to answer the following questions.

Table 20-1

	Category
	Number of People

 (in millions)

	Civilian Labor Force
	100

	Persons unemployed 15 weeks or longer
	1.6

	Job losers and persons who have completed temporary jobs (excludes job leavers)
	3.1

	Total unemployed
	6.2

	Total unemployed plus discouraged workers
	7.0

	Total unemployed plus all marginally attached workers
	8.1

	Total unemployed plus all marginally attached workers plus total employed part-time for economic reasons
	9.2



101.
Refer to Table 20-1. What is the U-1 measure of labor underutilization?

a.
1.6 percent

b.
3.1 percent

c.
4.7 percent

d.
6.2 percent

ANS: A
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor underutilization
MSC: Applicative


102.
Refer to Table 20-1. What is the U-3 measure of labor underutilization?

a.
4.7 percent

b.
6.2 percent

c.
7.0 percent

d.
8.1 percent

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor underutilization
MSC: Applicative


103.
Refer to Table 20-1. What is the U-4 measure of labor underutilization?

a.
6.2 percent

b.
6.9 percent

c.
7.0 percent

d.
8.1 percent

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor underutilization
MSC: Applicative


104.
Refer to Table 20-1. What is the U-5 measure of labor underutilization?

a.
7.0 percent

b.
7.95 percent

c.
8.1 percent

d.
9.2 percent

ANS: B
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor underutilization
MSC: Applicative


105.
Refer to Table 20-1. What is the U-6 measure of labor underutilization?

a.
7.95 percent

b.
8.1 percent

c.
9.0 percent

d.
9.2 percent

ANS: C
PTS: 1
DIF: 3
REF: 20-1

TOP: Labor underutilization
MSC: Applicative


106.
The unemployment rate reported by the BLS is likely to be

a.
somewhat higher than the actual unemployment rate.

b.
somewhat lower than the actual unemployment rate.

c.
pretty close to the actual unemployment rate.

d.
higher or lower than the actual unemployment rate; we are not certain. 

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


107.
The reported unemployment rate should be viewed as

a.
a useful but imperfect measure of joblessness.

b.
clearly smaller than the true unemployment rate.

c.
clearly larger than the true unemployment rate.

d.
being very close to the true unemployment rate.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


108.
Which of the following statements is correct?

a.
There is no easy way to fix the unemployment rate as reported by the BLS to make it a more reliable indicator of conditions in the labor market.

b.
There are several easy ways economists have identified to fix the reported unemployment rate to make it a more reliable indicator of conditions in the labor market.

c.
There is one easy way of fixing the unemployment rate as reported by the BLS to make it a more reliable indicator of conditions in the labor market.

d.
Economists have determined that the unemployment rate as reported by the BLS is a perfectly reliable indicator of conditions in the labor market.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Interpretive


109.
Which of the following is correct?

a.
Short-term unemployment is a more serious problem than long-term unemployment.

b.
Most spells of unemployment are long term.

c.
Most of the currently unemployed have been unemployed a long time.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Definitional


110.
Most spells of unemployment are

a.
long, and most unemployment observed at any given time is long term.

b.
long, but most unemployment observed at any given time is short term.

c.
short, but most unemployment observed at any given time is long term.

d.
short, and most unemployment observed at any given time is short term.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Definitional


111.
Suppose that we added up all the weeks that each person who was unemployed during a year was unemployed. We'd find that

a.
people who were unemployed a short time account for both most of the people who were unemployed and most of the time spent unemployed.

b.
people who were unemployed a long time account for both most of the people who were unemployed and most of the time spent unemployed.

c.
people who were unemployed a short time account for most of the people unemployed, but people who were unemployed for a long time account for most of the weeks spent unemployed.

d.
people who were unemployed for a long time account for most of the people unemployed, but people who were unemployed for a short time account for most of the weeks spent unemployed.

ANS: C
PTS: 1
DIF: 3
REF: 20-1

TOP: Unemployment spells
MSC: Interpretive


112.
If you were told that someone you knew nothing else about had just become unemployed, your best guess would be 

a.
that they would be unemployed a long time and that most of the unemployed they’ve joined have been unemployed a long time.

b.
that they would be unemployed for a long time, even though most of the unemployed they’ve joined have been unemployed for a short time.

c.
that they would be unemployed for a short time, even though most of the unemployed they’ve joined have been unemployed for a long time.

d.
that they will be unemployed for a short time, and that most of the unemployed they’ve joined have been unemployed for a short time.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Interpretive


113.
Unemployment that exists because it takes time for workers to search for the job that suits them best is

a.
frictional unemployment, which partly accounts for the natural rate of unemployment.

b.
frictional unemployment, which does not help account for the natural rate of unemployment.

c.
structural unemployment, which partly accounts for the natural rate of unemployment.

d.
structural unemployment, which does not help account for the natural rate of unemployment.

ANS: A
PTS: 1
DIF: 2
REF: 20-2

TOP: Frictional unemployment | Natural rate of unemployment
MSC: Interpretive


114.
Unemployment that results because it takes time for workers to search for the jobs that best suit their tastes and skills is called

a.
the natural rate of unemployment.

b.
cyclical unemployment.

c.
structural unemployment.

d.
frictional unemployment.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment
MSC: Definitional


115.
John is a stockbroker. He has had several job offers, but he has turned them down because he thinks he can find a firm that better matches his tastes and skills. Curtis has looked for work as an accountant for some time. While the demand for accounts doesn’t appear to be falling, there seems to be more people applying than jobs available.

a.
John and Curtis are both frictionally unemployed.

b.
John and Curtis are both structurally unemployed.

c.
John is frictionally unemployed, and Curtis is structurally unemployed.

d.
John is structurally unemployed, and Curtis is frictionally unemployed.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment | Structural unemployment
MSC: Interpretive


116.
Meredith is looking for work as a computer programmer. Although her prospects are good she hasn't yet taken a job. Julie is looking for work in a steel mill. Every time she shows up for an interview there are more people looking for work than their are openings. Someone waiting in line with her tells her its been that way a long time.

a.
Meredith and Julie are both frictionally unemployed.

b.
Meredith and Julie are both structurally unemployed.

c.
Meredith is frictionally unemployed, and Julie is structurally unemployed.

d.
Meredith is structurally unemployed, and Julie is frictionally unemployed.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Frictional unemployment | Structural unemployment
MSC: Interpretive


117.
Jenna is searching for a job that suits her tastes about where to live and the people she works with. Mary is looking for a job that makes best use of her skills.

a.
Jenna and Mary are both frictionally unemployed.

b.
Jenna and Mary are both structurally unemployed.

c.
Jenna is frictionally unemployed, and Mary is structurally unemployed.

d.
Jenna is structurally unemployed, and Mary is frictionally unemployed.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Frictional unemployment | Structural unemployment
MSC: Interpretive


118.
Bob is looking for work after school, but everywhere he fills out an application the managers say they always have a lot more applications than open positions. Tom has a law degree. Several firms have made him offers, but he thinks he might be able to find a firm where his talents could be put to better use.

a.
Bob and Tom are both frictionally unemployed.

b.
Bob and Tom are both structurally unemployed.

c.
Bob is frictionally unemployed, and Tom is structurally unemployed.

d.
Bob is structurally unemployed, and Tom is frictionally unemployed.

ANS: D
PTS: 1
DIF: 2
REF: 20-1

TOP: Frictional unemployment | Structural unemployment
MSC: Interpretive


119.
The natural unemployment rate includes

a.
both frictional and structural unemployment.

b.
neither frictional nor structural unemployment.

c.
structural, but not frictional unemployment.

d.
frictional, but not structural unemployment.

ANS: A
PTS: 1
DIF: 2
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


120.
Job search

a.
explains why firms pay less than the competitive equilibrium wage.

b.
is due simply to the failure of wages to balance labor supply and labor demand.

c.
is the process of matching workers with appropriate jobs.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Job search
MSC: Definitional


121.
People who are unemployed because of job search are best classified as

a.
cyclically unemployed.

b.
structurally unemployed.

c.
frictionally unemployed.

d.
discouraged workers.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Job search | Frictional unemployment
MSC: Interpretive


122.
Providing training for unemployed individuals is primarily intended to reduce

a.
frictional unemployment.

b.
seasonal unemployment.

c.
structural unemployment.

d.
cyclical unemployment.

ANS: C
PTS: 1
DIF: 2
REF: 20-1

TOP: Structural unemployment
MSC: Interpretive


123.
Sectoral shifts in demand for output

a.
create structural unemployment.

b.
immediately reduce unemployment.

c.
increase unemployment due to job search.

d.
on net leave unemployment unchanged.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment | Sectoral shifts
MSC: Interpretive


124.
Consumers decide to buy more computers and fewer typewriters. As a result, computer companies expand production while typewriter companies lay-off workers. This is an example of

a.
structural unemployment created by efficiency wages.

b.
cyclical unemployment created by a recession.

c.
frictional unemployment created by a sectoral shift in demand.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 2
REF: 20-2

TOP: Sectoral shifts
MSC: Interpretive


125.
Suppose that because of a change in diets, bakeries need fewer workers and ranches and steak houses need more workers. This change would create

a.
frictional unemployment.

b.
structural unemployment.

c.
both frictional and structural unemployment.

d.
neither frictional unemployment nor structural unemployment.

ANS: A
PTS: 1
DIF: 1
REF: 20-2

TOP: Frictional unemployment | Structural unemployment
MSC: Interpretive


126.
From time to time the demand for workers has risen in one region of the United States and fallen in another. This illustrates

a.
frictional unemployment created by efficiency wages.

b.
structural unemployment created by efficiency wages.

c.
frictional unemployment created by sectoral shifts.

d.
structural unemployment created by sectoral shifts.

ANS: C
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment | Sectoral shifts
MSC: Interpretive


127.
In 2002, the demand for construction workers increased and the demands for textile and steel workers diminished. This illustrates

a.
frictional unemployment created by a sectoral shift.

b.
structural unemployment created by a sectoral shift.

c.
frictional unemployment created by efficiency wages.

d.
structural unemployment created by efficiency wages.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment | Sectoral shifts
MSC: Interpretive


128.
The Bureau of Labor Statistics predicts that the number of jobs for registered nurses will grow faster than most occupations while the number of jobs for telephone operators will decline. This change in the labor market could lead to 

a.
frictional unemployment created by a sectoral shift.

b.
structural unemployment created by a sectoral shift.

c.
frictional unemployment created by efficiency wages.

d.
structural unemployment created by efficiency wages.

ANS: A
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment | Sectoral shifts
MSC: Interpretive


129.
Frictional unemployment can be the consequence of

a.
workers leaving existing jobs to find ones they like better.

b.
an industry declining while another is growing.

c.
changes in the working conditions offered by competing firms.

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment
MSC: Definitional


130.
Which of the following is a cause of frictional unemployment?

a.
the minimum wage

b.
a worker leaving a job to find one with better benefits

c.
labor unions

d.
All of the above are correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment
MSC: Interpretive


131.
Which of the following is not correct?

a.
Frictional unemployment is inevitable in a dynamic economy.

b.
Although the unemployment created by sectoral shifts is unfortunate, in the long run such changes lead to higher productivity and higher living standards.

c.
At least 10 percent of U.S. manufacturing jobs are destroyed every year.

d.
In a typical month more than 9 percent of workers leave their jobs.

ANS: D
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment
MSC: Definitional


132.
The government operates programs for job training and job information intended to reduce unemployment.

a.
Almost all economists agree that such programs are of no use.

b.
Almost all economists agree that such programs work very well.

c.
Some economists claim that the government can do these things no better than firms and individuals could do them for themselves.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 1
REF: 20-2

TOP: Government job programs
MSC: Definitional


133.
Economists would predict that, other things the same, the more generous unemployment compensation a country has,

a.
the shorter the duration of each spell of unemployment, and the higher the unemployment rate.

b.
the shorter the duration of each spell of unemployment, and the lower the unemployment rate.

c.
the longer the duration of each spell of unemployment, and the higher the unemployment rate.

d.
the longer the duration of each spell of unemployment, and the lower the unemployment rate.

ANS: C
PTS: 1
DIF: 2
REF: 20-2

TOP: Unemployment insurance
MSC: Analytical


134.
Compared to the United States, Germany historically has had higher unemployment rates. One explanation for this difference could be

a.
a very low minimum wage in German.

b.
the relatively low expenditures of the German government..

c.
the relatively high unemployment insurance in Germany.

d.
the refusal of German firms to set wages according to efficiency wage theory.

ANS: C
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


135.
A typical American worker covered by unemployment insurance receives

a.
75 percent of his former wages for 26 weeks.

b.
50 percent of his former wages for 26 weeks.

c.
35 percent of his former wages for 39 weeks.

d.
None of the above is correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


136.
Evidence from research studies by economists 

a.
show that increased unemployment benefits decrease the job-search efforts of the unemployed.

b.
show that increased unemployment benefits have virtually no effect on the job-search efforts of the unemployed.

c.
show that increased unemployment benefits increases the job-search effort of the unemployed.

d.
find no clear-cut evidence on what increased unemployment benefits do to job-search efforts.

ANS: A
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


137.
Unemployment insurance

a.
reduces search effort and raises unemployment.

b.
reduces search effort and lowers unemployment.

c.
increases search effort and raises unemployment.

d.
increases search effort and decreases unemployment.

ANS: A
PTS: 1
DIF: 2
REF: 20-2

TOP: Unemployment insurance
MSC: Analytical


138.
Most economists would agree that eliminating unemployment insurance would

a.
increase unemployment because people would quit jobs they thought were not secure.

b.
increase unemployment because if the government didn't provide unemployment insurance, private firms would offer superior insurance.

c.
reduce unemployment and so improve economic well-being.

d.
reduce unemployment, but they disagree about whether economic well-being would be enhanced by such a change.

ANS: D
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


139.
In the US an increase in the world price of oil would likely

a.
decrease unemployment, and the decrease would be greater the more generous unemployment insurance benefits were.

b.
decrease unemployment, but the decrease would be smaller the more generous unemployment insurance benefits were.

c.
increase unemployment, and the increase would be greater the more generous unemployment insurance benefits were.

d.
increase unemployment, but the increase would be smaller the more generous unemployment insurance benefits were.

ANS: C
PTS: 1
DIF: 2
REF: 20-2

TOP: Sectoral shifts | Unemployment insurance
MSC: Analytical


140.
More generous unemployment insurance would

a.
raise structural unemployment.

b.
raise frictional unemployment.

c.
lower structural unemployment.

d.
lower frictional unemployment.

ANS: B
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Interpretive


141.
Which of the following is correct?

a.
Unemployment insurance raises structural unemployment because it reduces the job search efforts of the unemployed.

b.
Most economists are skeptical of the value of unemployment insurance primarily because they believe that it results in a poorer match between workers and jobs.

c.
Studies show that when the unemployed become ineligible for benefits, the probability of their finding a job rises markedly.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 2
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


142.
Wages in excess of their equilibrium level help explain

a.
frictional but not structural unemployment.

b.
structural but not frictional unemployment.

c.
frictional and structural unemployment.

d.
neither frictional or structural unemployment.

ANS: B
PTS: 1
DIF: 1
REF: 20-3

TOP: Structural unemployment | Frictional unemployment
MSC: Interpretive


143.
Other things the same, an increase in wages above their equilibrium level

a.
increases frictional unemployment but leaves the natural rate of unemployment unchanged.

b.
increases frictional unemployment and increases the natural rate of unemployment.

c.
increases structural unemployment but leaves the natural rate of unemployment unchanged.

d.
increases structural unemployment and increases the natural rate of unemployment.

ANS: D
PTS: 1
DIF: 2
REF: 20-3

TOP: Frictional unemployment | Structural unemployment | Natural rate of unemployment
MSC: Definitional


144.
Which of the following creates unemployment by keeping wages above the equilibrium level?

a.
unions but not efficiency wages.

b.
efficiency wages, but not unions.

c.
neither efficiency wages nor unions.

d.
both efficiency wages and unions.

ANS: D
PTS: 1
DIF: 2
REF: 20-3

TOP: Efficiency wages | Unions
MSC: Definitional


145.
An increase in the minimum wage would

a.
increase both the quantity demanded and the quantity supplied of labor.

b.
decrease both the quantity demanded and the quantity supplied of labor.

c.
increase the quantity of labor demanded while decreasing the quantity supplied.

d.
decrease the quantity of labor demanded while increasing the quantity supplied.

ANS: D
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


146.
If the minimum wage were currently above the equilibrium wage, than a decrease in the minimum wage would

a.
increase both the quantity demanded and the quantity supplied of labor.

b.
decrease both the quantity demanded and the quantity supplied of labor.

c.
increase the quantity of labor demanded and decrease the quantity supplied.

d.
decrease the quantity of labor demanded and increase the quantity supplied.

ANS: C
PTS: 1
DIF: 3
REF: 20-3

TOP: Minimum wage
MSC: Analytical


147.
There will be structural unemployment if

a.
some wages are kept above their equilibrium level.

b.
some people choose not to work at the equilibrium wage.

c.
some wages are below their equilibrium level.

d.
There can be structural unemployment under all the possibilities above.

ANS: A
PTS: 1
DIF: 1
REF: 20-3

TOP: Structural unemployment
MSC: Definitional


148.
Which of the following is correct concerning minimum wage laws?

a.
They are a major cause of unemployment in the U.S.

b.
They probably have the most impact on those with the least skills and least experience.

c.
About 20 percent of full-time workers age 25 who receive hourly wages report they earn the minimum wage or less.

d.
All of the above are correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Definitional


149.
Of women earning an hourly wage, about what percent earn a wage at or below the minimum wage?

a.
4%

b.
10%

c.
25%

d.
33%

ANS: A
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Definitional


150.
Which industry has the highest proportion of workers with reported hourly wages at or below the minimum wage rate?

a.
transportation

b.
leisure and hospitality

c.
agriculture forestry and fishing

d.
mining

ANS: B
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Definitional


151.
Which of the following would be associated with the type of unemployment created by minimum wages?

a.
Greg quits his job as a grocery cashier because he prefers to work at the library.

b.
Mia searches for a low-wage job, but finds that there seem to be more people looking than positions open. 

c.
In hopes of earning higher income Bruce goes back to trade school to get further training.

d.
Liz pays the workers for her plumbing and heating company more than the equilibrium wage because she believes it will make them work harder.

ANS: B
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Interpretive


152.
Rupert is a low-skilled worker who washes dishes in a local restaurant. A proposal to increase the minimum wage may worry him if he knows that price

a.
floors tend to create shortages.

b.
ceilings tend to create shortages.

c.
floors tend to create surpluses.

d.
ceilings tend to create surpluses.

ANS: C
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


153.
If the market for day care workers is in equilibrium at $5.00 per hour as shown in this diagram, a minimum wage of $8.00 per hour will 
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a.
increase unemployment by 300 workers.

b.
increase unemployment by 500 workers.

c.
increase unemployment by 600 workers.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical

Figure 20-1
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154.
Refer to Figure 20-1. The equilibrium wage and employment in this market is

a.
$6 and 20 workers.

b.
$5 and 30 workers.

c.
$4 and 40 workers.

d.
Any of the above could be correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Applicative


155.
Refer to Figure 20-1. If there were no minimum wage and then the government instituted a minimum wage of $6, in this market, unemployment would

a.
fall by 10.

b.
fall by 20.

c.
increase by 10.

d.
increase by 20.

ANS: D
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


156.
Refer to Figure 20-1. If there were a minimum wage of $4 and then the government instituted a minimum wage of $5, in this market, unemployment would 

a.
be unchanged.

b.
drop by 10.

c.
rise by 10.

d.
rise by 20.

ANS: A
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical

Use the graph below to answer the following questions.

Figure 20-2
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157.
Refer to Figure 20-2. If the minimum wage is $5, the number of people unemployed in this market is

a.
40 and if the minimum wage is $6 it is 0.

b.
20 and if the minimum wage is $6 it is 20.

c.
40 and if the minimum wage is $6 it is 20.

d.
0 and if the minimum wage is $6 it is 0.

ANS: D
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


158.
Refer to Figure 20-2. If the minimum wage fell from $7 to $5, in this market unemployment would

a.
fall by 20.

b.
fall by 40.

c.
be unchanged.

d.
would rise by 20.

ANS: B
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


159.
Refer to Figure 20-2. If the minimum wage rose from $5 to $7, unemployment would

a.
rise by 40.

b.
rise by 20.

c.
fall by 20.

d.
fall by 40.

ANS: A
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


160.
Refer to Figure 20-2. If the minimum wage rose from $6 to $7, unemployment would

a.
rise by 40.

b.
rise by 20.

c.
fall by 20.

d.
fall by 40.

ANS: A
PTS: 1
DIF: 2
REF: 20-3

TOP: Minimum wage
MSC: Analytical


161.
Collective bargaining refers to

a.
the process by which the government sets exemptions from the minimum wage law.

b.
setting the same wage for all employees to prevent jealousy among workers.

c.
firms colluding to set the wages of employees in order to keep them below equilibrium.

d.
the process by which unions and firms agree on the terms of employment.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Collective bargaining
MSC: Definitional


162.
Between the 1940s and today, union membership

a.
rose from about one-eighth to one-third of the labor force.

b.
rose from about one-third to one-half of the labor force.

c.
fell from about one-half to one-third of the labor force.

d.
fell from about one-third to one-eighth of the labor force.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Union membership
MSC: Definitional


163.
In Sweden and Denmark, the percentage of the workers who belong to unions is

a.
almost zero.

b.
about the same as in the United States.

c.
a bit greater than in the United States.

d.
much greater than in the United States.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Union membership
MSC: Definitional


164.
Which of the following is not correct?

a.
A union is a form of cartel.

b.
Union workers typically earn 25 to 33 percent more than similar nonunionized workers.

c.
The power of a union comes from its ability to strike if its demands are not met.

d.
Workers in unions reap the benefits of collective bargaining, while workers not in unions bear some of the cost.

ANS: B
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Definitional


165.
Union workers earn what percent more than similar nonunion workers?

a.
0 to 5

b.
5 to 10

c.
10 to 20

d.
20 to 30

ANS: C
PTS: 1
DIF: 1
REF: 20-4

TOP: Union wages
MSC: Definitional


166.
When a union bargains successfully with employers, in that industry

a.
both the quantity of labor supplied and the quantity of labor demanded increase.

b.
both the quantity of labor supplied and the quantity of labor demanded decrease.

c.
the quantity of labor supplied increases and the quantity of labor demanded decreases.

d.
the quantity of labor demanded increases and the quantity of labor supplied decreases.

ANS: C
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Applicative


167.
When a union bargains successfully with an employer, in that industry

a.
unemployment and wages increase.

b.
unemployment and wages decrease.

c.
unemployment decreases and wages increase.

d.
unemployment increases and wages decrease.

ANS: A
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Applicative


168.
Unemployment insurance

a.
and unions both create structural unemployment.

b.
and unions both create frictional unemployment.

c.
creates frictional unemployment and unions create structural unemployment.

d.
creates structural unemployment and unions create frictional unemployment.

ANS: C
PTS: 1
DIF: 2
REF: 20-4

TOP: Unemployment insurance | Unions
MSC: Definitional


169.
When unions raise wages in some sectors of the economy, the supply of labor in other sectors of the economy

a.
decreases, raising wages in industries that are not unionized.

b.
decreases, reducing wages in industries that are not unionized.

c.
increases, raising wages in industries that are not unionized.

d.
increases, reducing wages in industries that are not unionized.

ANS: D
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Analytical


170.
Suppose that telemarketers are not unionized. If they unionize, then the supply of labor in other sectors of the economy

a.
decreases, raising wages in industries that are not unionized.

b.
decreases, reducing wages in industries that are not unionized.

c.
increases, raising wages in industries that are not unionized.

d.
increases, reducing wages in industries that are not unionized.

ANS: D
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Analytical


171.
Suppose that neither textile workers nor shoemakers are unionized. If textile workers unionize and so are able to raise their wages, then the supply of shoemakers

a.
rises and their wages rise.

b.
rises and their wages fall.

c.
falls and their wages fall.

d.
falls and their wages rise.

ANS: B
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Applicative


172.
Consider two labor markets in which jobs are equally attractive in all respects other than the wage rate. All workers are equally able to do either job. Initially, both labor markets are perfectly competitive. If a union organizes workers in one of the markets, then the wage rates will tend to

a.
rise in both markets.

b.
fall in both markets

c.
rise for the union jobs, but remain unchanged for the nonunion jobs.

d.
rise for the union jobs and fall for the nonunion jobs.

ANS: D
PTS: 1
DIF: 2
REF: 20-4

TOP: Unions
MSC: Analytical


173.
Suppose that grocery clerks and nurses are not unionized. If the nurses unionize then

a.
the wages of both grocery clerks and nurses rise.

b.
the wages of both grocery clerks and nurses fall.

c.
the wages of grocery clerks rise and the wages of nurses fall.

d.
the wages of nurses rise and the wages of grocery clerks fall.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Applicative


174.
Suppose that butchers and bakers had no unions. Now suppose the butchers form a union. What does this do the labor supply of and wages of bakers?

a.
it increases the labor supply and wages of bakers.

b.
it increases the labor supply and decreases the wages of bakers.

c.
it decreases the labor supply and increases the wages of bakers.

d.
it decreases the labor supply and wages of bakers.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Applicative


175.
The Wagner Act of 1935

a.
prevents unions from acting as cartels.

b.
allows workers joining a unionized firm to choose not to join the union.

c.
prevents employers from interfering when workers try to organize a union.

d.
None of the above is correct.

ANS: C
PTS: 1
DIF: 1
REF: 20-4

TOP: Wagner Act
MSC: Definitional


176.
The legislation that granted unions the legal right to organize workers and bargain collectively with employers was the

a.
Norris-LaGuardia Act.

b.
Wagner Act.

c.
Taft-Hartley Act.

d.
Sherman Act.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: Wagner Act
MSC: Definitional


177.
Which of the following prevent employers from interfering when workers try to organize a union?

a.
the Clayson Act.

b.
the Humphrey Act.

c.
the Sullivan Act.

d.
the Wagner Act.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Wagner Act
MSC: Definitional


178.
The National Labor Relations Board

a.
enforces antitrust laws against unions.

b.
enforces workers' rights to unionize.

c.
for a fee will act as a union's representative in collective bargaining.

d.
is required to approve all collective bargaining agreements before they can be enforced.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: National Labor Relations Board
MSC: Definitional


179.
Right-to-work laws

a.
guarantee workers the right to form unions.

b.
give workers in a unionized firm the right to choose whether or not to join the union.

c.
prevent employers from hiring permanent replacements for workers who are on strike.

d.
say that workers can not be fired because of increases in wages brought about by collective bargaining.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: Right-to-work laws
MSC: Definitional


180.
In the absence of right-to-work laws, workers

a.
that went on strike could not be permanently replaced.

b.
might have to join the union if they worked for a unionized firm.

c.
would not be able to unionize.

d.
would not be able to strike.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: Right-to-work laws
MSC: Definitional


181.
Which of the following is correct?

a.
All economists believe that unions are bad for the economy as a whole.

b.
Unions raise wages above the competitive equilibrium level.

c.
Unions increase the level of employment in unionized firms.

d.
Unions decrease the level of employment in nonunionized firms.

ANS: B
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Definitional


182.
Unions

a.
do not increase the natural rate of unemployment.

b.
do not raise the wages of workers in the union.

c.
raise the profits of firms they work for.

d.
cause wages of nonunionized workers to fall.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Definitional


183.
Which of the following is correct?

a.
There is consensus among economists that unions are good for the economy.

b.
There is consensus among economists that unions are bad for the economy.

c.
There is consensus among economists that, on net, unions have almost no impact on macroeconomic variables.

d.
There is no consensus among economists about whether unions are good or bad for the economy.

ANS: D
PTS: 1
DIF: 1
REF: 20-4

TOP: Unions
MSC: Definitional


184.
Which of the following is correct?

a.
Minimum-wage laws are the predominant cause of unemployment in the U.S.

b.
Right-to-work laws provide programs to train people who have lost their jobs due to sectoral shifts.

c.
There's not much evidence that unemployment insurance reduces search efforts by the unemployed.

d.
If an industry unionizes, it increases wages in that industry while decreasing wages in other industries.

ANS: D
PTS: 1
DIF: 2
REF: 20-4

TOP: Minimum wage | Right-to-work laws | Unemployment insurance | Unions
MSC: Definitional


185.
The theory of efficiency wages explains why

a.
setting wages at the equilibrium level may increase unemployment.

b.
it may be in the best interest of firms to offer wages that are above the equilibrium level.

c.
the most efficient way to pay workers is to pay them according to their skills.

d.
it is efficient for firms to set wages at the equilibrium level.

ANS: B
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


186.
Sarah is the CEO of a corporation that hires nonunion labor. According to the theory of efficiency wages, if she decides to pay her workers more than the competitive equilibrium wage,

a.
the profits of her firm might increase.

b.
the higher wages will induce her workers to shirk.

c.
the turnover of her workers may increase.

d.
she will face a shortage of labor.

ANS: A
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Definitional


187.
Samantha, the CEO of a corporation operating in a comparatively poor country where wages are low, decides to raise the wages of her workers even though she faces an excess supply of labor. Her decision

a.
might increase profits if it means that the wage is high enough for her workers to eat a nutritious diet that makes them more productive.

b.
will help eliminate the excess supply of labor if she raises it sufficiently.

c.
may cause her workers to increase shirking.

d.
All of the above are correct.

ANS: A
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Applicative


188.
Arnnie is the owner of a firm that produces bottled water in Washington state. There are many other such firms in the area. Arnnie decides that if he pays his workers a wage higher than the going market wage, his profits will increase. Which of the following is a likely explanation for his decision?

a.
The higher the wage, the less often his workers will choose to leave his firm.

b.
The higher the wage, the lower will be the cost of obtaining needed supplies.

c.
The higher the wage, the more he can charge for his water.

d.
All of the above are likely explanations for Arnnie's decision.

ANS: A
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Applicative


189.
Mary Sue is the newly appointed CEO of a company that manufactures CD drives on an assembly line. Her staff has told her that the output the firm produces, given the number of workers employed, indicates that some workers may be shirking. According to efficiency wage theory, what should she do?

a.
pay all workers more than the equilibrium wage rate

b.
pay all workers below the equilibrium wage rate to make up for the loss from shirking

c.
make sure that workers are getting paid exactly the equilibrium wage rate

d.
None of the above is correct according to efficiency wage theory.

ANS: A
PTS: 1
DIF: 2
REF: 20-5

TOP: Efficiency-wage theories
MSC: Applicative


190.
When employers pay efficiency wages, they pay wages

a.
below equilibrium to increase profitability.

b.
above equilibrium to increase productivity.

c.
set by the government to counter charges of unfair labor practices.

d.
at a level that would prevail in the absence of unions.

ANS: B
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


191.
Efficiency wages refer to wages set at a level

a.
that would make the natural rate of unemployment zero.

b.
to encourage greater worker productivity.

c.
to maximize union members' total earnings.

d.
that would result in equilibrium in the labor market of each industry.

ANS: B
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


192.
Efficiency wages

a.
increase frictional unemployment by keeping wages above equilibrium.

b.
decrease frictional unemployment by keeping wages at equilibrium.

c.
increase structural unemployment by keeping wages above equilibrium.

d.
decrease structural unemployment by keeping wages at equilibrium.

ANS: C
PTS: 1
DIF: 2
REF: 20-5

TOP: Efficiency wages
MSC: Interpretive


193.
Efficiency wages

a.
offset the effects of unions on the unemployment rate.

b.
reduce the natural rate of unemployment.

c.
reduce the incentive to shirk.

d.
increase worker turnover.

ANS: C
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


194.
A firm may pay efficiency wages in an attempt to 

a.
reduce incentives to shirk.

b.
reduce turnover.

c.
attract a well-qualified pool of applicants.

d.
All of the above are correct.

ANS: C
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Definitional


195.
An efficient wage

a.
requires increased turnover.

b.
may decrease the costs of production.

c.
helps to reduce the level of unemployment.

d.
All of the above are correct.

ANS: B
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Definitional


196.
Sectoral changes

a.
create frictional unemployment. Firms paying wages above equilibrium to attract a better pool of candidates create structural unemployment.

b.
create structural unemployment. Firms paying wages above equilibrium to attract a better pool of candidates create frictional unemployment.

c.
and firms paying wages above equilibrium to attract a better pool of candidates both create structural unemployment.

d.
and firms paying wages above equilibrium to attract a better pool of candidates both create frictional unemployment.

ANS: A
PTS: 1
DIF: 2
REF: 20-5

TOP: Efficiency wages | Sectoral shifts
MSC: Definitional


197.
The minimum wage

a.
creates frictional unemployment. Efficiency wages create structural unemployment.

b.
creates structural unemployment. Efficiency wages create frictional unemployment. 

c.
and efficiency wages both create structural unemployment.

d.
and efficiency wages both create frictional unemployment.

ANS: C
PTS: 1
DIF: 2
REF: 20-5

TOP: Efficiency wages | Minimum wage
MSC: Definitional


198.
Ellen decides to hire some additional workers for her vinyl siding factory. The equilibrium wage is $14 per hour. Efficiency wage theory suggests that it is reasonable for Ellen to offer

a.
$14 per hour.

b.
less than $14 per hour, since some people would be willing to work for less.

c.
less than $14 an hour to prevent shirking.

d.
more than $14 per hour, so as to attract a better pool of applicants.

ANS: D
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency wages
MSC: Applicative


199.
Four employers have justified their actions as follows. Whose logic is not consistent with the logic of efficiency wage theory?

a.
Jay develops a new assembly line technology that limits the amount of shirking workers may do, so he reduces what he pays his employees so as to make it closer to the equilibrium wage.

b.
Kay pays her workers less than the equilibrium wage so they won't have the time or money to look for work somewhere else.

c.
Ray pays his workers in a developing country more than the going wage hoping that they will get a better diet and so be more productive.

d.
All of the above are not consistent with the logic of efficiency wage theory.

ANS: B
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Applicative


200.
Anything that makes the efficiency wage rise relative to the market-clearing wage will

a.
increase both the quantity demanded and the quantity supplied of labor.

b.
decrease both the quantity demanded and the quantity supplied of labor.

c.
increase the quantity demanded and decrease the quantity supplied of labor.

d.
decrease the quantity demanded and increase the quantity supplied of labor.

ANS: D
PTS: 1
DIF: 3
REF: 20-5

TOP: Efficiency wages
MSC: Analytical


201.
Suppose that in the economy in general efficiency wages become more common. Economists would predict that this would

a.
increase the quantity demanded and decrease the quantity supplied of labor thereby decreasing the natural rate of unemployment.

b.
decrease the quantity demanded and increase the quantity supplied of labor thereby increasing the natural rate of unemployment.

c.
increase the quantity demanded and decrease the quantity supplied of labor thereby increasing the natural rate of unemployment.

d.
decrease the quantity demanded and increase the quantity supplied of labor thereby decreasing the natural rate of unemployment.

ANS: B
PTS: 1
DIF: 3
REF: 20-5

TOP: Efficiency wages
MSC: Analytical


202.
Henry Ford

a.
was forced by a union to pay $5.00 per day.

b.
paid $5.00 per day to replace striking workers as an example to the union.

c.
believed that paying $5.00 a day would increase worker productivity.

d.
paid $5.00 per day to illustrate he was a humanitarian.

ANS: C
PTS: 1
DIF: 1
REF: 20-5

TOP: Efficiency-wage theories
MSC: Definitional


203.
Which of the following causes of unemployment is not associated with a continuing excess supply of labor?

a.
minimum-wage laws

b.
unions

c.
job search

d.
efficiency wages

ANS: C
PTS: 1
DIF: 2
REF: 20-6

TOP: Structural unemployment
MSC: Definitional


204.
Which of the following causes of unemployment is associated with a wage rate above the market equilibrium level?

a.
minimum-wage laws

b.
unions

c.
efficiency wages

d.
All of the above are correct.

ANS: D
PTS: 1
DIF: 1
REF: 20-6

TOP: Frictional unemployment
MSC: Definitional


205.
Which of the following causes of unemployment is not associated with a wage rate above the equilibrium level?

a.
unions

b.
efficiency wages

c.
job search

d.
minimum-wage laws

ANS: C
PTS: 1
DIF: 1
REF: 20-6

TOP: Structural unemployment
MSC: Definitional


206.
Which of the following would reduce the natural rate of unemployment?

a.
The Internet provides more readily available information about available jobs.

b.
Congress increases the minimum wage.

c.
Laws are passed that make it more difficult to monitor the efforts of workers.

d.
All of the above are correct.

ANS: A
PTS: 1
DIF: 2
REF: 20-6

TOP: Natural rate of unemployment
MSC: Applicative


207.
Which of the following explanations of the natural rate of unemployment is most important for the U.S. economy?

a.
job search

b.
minimum-wage laws

c.
unions

d.
Economists have not determined the answer to this question.

ANS: D
PTS: 1
DIF: 1
REF: 20-6

TOP: Unemployment
MSC: Definitional

True/False


1.
Government policy can do nothing about the natural rate of unemployment.

ANS: F
PTS: 1
DIF: 1
REF: 20-1

TOP: Natural rate of unemployment
MSC: Definitional


2.
Someone who is without work but is not looking for work would be counted as unemployed by the BLS.

ANS: F
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


3.
The unemployment rate is defined as the percentage of the labor force that is unemployed. The labor force participation rate is the percentage of the adult population that is either employed or unemployed.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force participation rate | Unemployment rate
MSC: Definitional


4.
In the United States, blacks and whites have similar labor force participation rates, but blacks have a higher unemployment rate.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


5.
Even though the difference in labor force participation rates of males and females has narrowed, the participation rate of males remains higher.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


6.
Full-time students, retirees, and unpaid stay-at-home fathers are counted as unemployed.

ANS: F
PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment
MSC: Definitional


7.
Over one-half of the unemployed are recent entrants into the labor force.

ANS: F
PTS: 1
DIF: 1
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


8.
About one-half of all spells of unemployment end when the unemployed person leaves the labor force.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment spells
MSC: Definitional


9.
Rupert is collecting unemployment insurance benefits. To continue to receive his benefits he must be looking for work. Because he’d like to continue collecting benefits rather than take a job, he applies at places that are unlikely to hire him. People like Rupert make the reported unemployment rate less than it would otherwise be.

ANS: F
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Analytical


10.
The unemployment rate reported by the BLS clearly understates the true unemployment rate.

ANS: F
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment
MSC: Definitional


11.
Even though most spells of unemployment are short, most unemployment results from long-term unemployment.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Unemployment spells
MSC: Definitional


12.
Frictional unemployment exists because of the time it takes for workers to search for the jobs that best suit their tastes and skills.

ANS: T
PTS: 1
DIF: 1
REF: 20-1

TOP: Frictional unemployment
MSC: Definitional


13.
Frictional unemployment is different from unemployment arising from minimum-wage laws, unions, and efficiency wages because in the former, workers are searching for the jobs that best suit them, while in the latter, workers are waiting for jobs to open up.

ANS: T
PTS: 1
DIF: 1
REF: 20-2

TOP: Frictional unemployment | Structural unemployment
MSC: Definitional


14.
Unemployment due to job search is best classified as structural unemployment.

ANS: F
PTS: 1
DIF: 1
REF: 20-2

TOP: Frictional unemployment
MSC: Definitional


15.
Unemployment insurance reduces hardships of unemployment but also increases the amount of structural unemployment.

ANS: F
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


16.
Other things the same, countries that offer more generous and longer-lasting unemployment insurance benefits are likely to have higher unemployment rates.

ANS: T
PTS: 1
DIF: 1
REF: 20-2

TOP: Unemployment insurance
MSC: Definitional


17.
A minimum wage above equilibrium creates a surplus in the labor market.

ANS: T
PTS: 1
DIF: 1
REF: 20-3

TOP: Minimum wage
MSC: Applicative


18.
If the wage is kept above the equilibrium wage for any reason, the result is structural unemployment.

ANS: T
PTS: 1
DIF: 1
REF: 20-3

TOP: Structural unemployment
MSC: Definitional


19.
Since the 1940s and 1950s, the percentage of U.S. workers who belong to unions has risen by about one-third.

ANS: F
PTS: 1
DIF: 1
REF: 20-4

TOP: Union membership
MSC: Definitional


20.
Union workers earn about 10 percent to 20 percent more than similar workers who do not belong to unions.

ANS: T
PTS: 1
DIF: 1
REF: 20-4

TOP: Union wages

MSC: Definitional


21.
Right-to-work laws allow striking union members to be permanently replaced.

ANS: F
PTS: 1
DIF: 1
REF: 20-4

TOP: Right-to-work laws
MSC: Definitional


22.
According to the theory of efficiency wages, firms operate more efficiently if they can pay wages that are below the equilibrium level.

ANS: F
PTS: 1
DIF: 1
REF: 20-4

TOP: Efficiency wages
MSC: Definitional


23.
Efficiency wages create structural unemployment.

ANS: T
PTS: 1
DIF: 1
REF: 20-4

TOP: Efficiency wages | Structural unemployment
MSC: Definitional


24.
Firms might offer efficiency wages in order to attract a better pool of applicants.

ANS: T
PTS: 1
DIF: 1
REF: 20-4

TOP: Efficiency wages
MSC: Definitional


25.
In 1914, Henry Ford began paying his workers $5 per day, about twice the going wage. As a result, turnover and absenteeism fell, and productivity and profits rose.

ANS: T
PTS: 1
DIF: 1
REF: 20-4

TOP: Efficiency wages
MSC: Definitional

Short Answer


1.
The table below uses data for the year 2003 provided by the BLS and adjusted to be comparable to U.S. data. All values are in thousands. Fill in the blank entries in the table. Show your work!

	Country
	Adult

Population
	Labor

Force
	Employed
	Unemployed
	Unemployment

Rate
	Labor-Force

Participation

Rate

	Japan
	109,474
	
	62,510
	3,500
	
	

	France
	
	26,870
	
	2,577
	
	57.41

	Germany
	 70,159
	39,591
	
	
	 9.69
	


ANS: 

	Country
	Adult

Population
	Labor

Force
	Employed
	Unemployed
	Unemployment

Rate
	Labor-Force

Participation

Rate

	Japan
	109,474
	66,010
	62,510
	3,500
	5.30
	60.30

	France
	46,804
	26,870
	24,293
	2,577
	9.59
	57.41

	Germany
	70,159
	39,591
	35,755
	3,836
	 9.69
	56.43


PTS: 1
DIF: 3
REF: 20-1


TOP: Labor-force participation rate | Unemployment rate
MSC: Analytical


2.
Following the recession of 2001 there was a month where employment and the unemployment rate rose. Assuming the computations were correct, how is it possible for both to have increased?

ANS: 

The rate of unemployment is measured as the number of people unemployed divided by the labor force. If the number of people in the labor force rises, but a significant portion of the rise in the labor force is people who are unemployed, then both employment and unemployment could rise. 

(This likely happened because as the economy was improving, more people began seeking employment, but not all immediately found employment.)

PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment rate
MSC: Analytical


3.
Why have labor-force participation rates for women in the United States increased since World War II while labor-force participation rates for men have decreased?

ANS: 

Labor-force participation rates for women have increased largely as a result of a change in the attitude of society toward women working outside the home and the concomitant increase in educational and vocational opportunities for women. Advances in birth control have made it possible for women to stay in the labor force longer. Labor-force participation rates for men have decreased because young men now stay in school longer than they used to, older men now retire earlier and live longer, and more fathers now stay at home to raise their children.

PTS: 1
DIF: 2
REF: 20-1

TOP: Labor-force demographics
MSC: Definitional


4.
Most spells of unemployment are short, and most unemployment observed at any given time is long term. How can this be?

ANS: 

Most unemployed people in the economy are unemployed for relatively short periods of time, while fewer people are unemployed for relatively long periods of time. If you were to total the weeks spent unemployed, most of those weeks would be accounted for by people who had been unemployed a long time.

PTS: 1
DIF: 2
REF: 20-1

TOP: Unemployment spells
MSC: Analytical


5.
Why might a favorable change to the economy such as technological change or a decrease in the price of imported oil be associated with an increase in frictional unemployment?

ANS: 

Even generally favorable changes will usually involve some sort of sectoral shock that changes the demand for labor among different firms. For example a decrease in the price of imported oil would likely reduce the demand for U.S. oil workers and increase the demand for automobile workers. Similarly, technological progress makes some industries decline and others advance, creating frictional unemployment.

PTS: 1
DIF: 3
REF: 20-2


TOP: Frictional unemployment | Sectoral shocks
MSC: Analytical


6.
What factors account for the rise in the percentage of noninstitutionalized males ages 25-54 who spent the year without working for pay or attending school?

ANS: 

A rise in disability rolls and a fall in real wages caused by a decline the real value of the minimum wage, falling demand for less-skilled workers, and the decline of unions.

PTS: 1
DIF: 3
REF: 20-2

TOP: Adult male joblessness
MSC: Definitional


7.
Teenage unemployment is higher than unemployment of people ages 20 and over. Explain why economists would attribute at least part of this difference to minimum-wage laws. (Hint: who is likely to get paid more?)

ANS: 

People who are experienced and educated are likely to find jobs where the equilibrium wage is above the minimum wage. In labor markets where the equilibrium wage is above the minimum wage, the minimum wage does not create unemployment. Since people ages 20 and over tend to have more experience and education than younger persons, the minimum wage matters less and so creates less unemployment.

PTS: 1
DIF: 3
REF: 20-3

TOP: Minimum wage
MSC: Analytical


8.
What is the theory of efficiency wages? Provide two reasons that employers might pay efficiency wages.

ANS: 

According to the theory of efficiency wages, firms operate more efficiently if wages are above the equilibrium level. Therefore, it may be profitable for firms to keep wages high even in the presence of an excess supply of labor. If so, firms will keep wages above the equilibrium level, creating unemployment.

(1)  Worker Health:

Better-paid workers eat a more nutritious diet, and workers who eat a better diet are healthier and more productive. A firm may find it profitable to pay higher wages in order to have healthier, more productive workers.

(2)  Worker Turnover:

The more a firm pays its workers, the less often its workers choose to leave the firm. Since it is costly to hire and train new workers, it may be profitable for an employer to pay higher than equilibrium wages in order to reduce worker turnover rates.

(3)  Worker Effort

In jobs where workers have some discretion over how hard they work, workers may shirk. As a result, firms monitor the effort of their workers, and those caught shirking are fired. However, it is costly to monitor workers, and monitoring is often imperfect. By paying higher wages, firms make it more expensive for workers to shirk, since if they are caught they will not readily find other employment at their current wage. It may be profitable for a firm to pay higher than market wages in order to reduce shirking.

(4)  Worker Quality

When a firm hires new workers, it cannot perfectly gauge the quality of the applicants. By paying a higher wage, the firm attracts a better pool of workers to apply for its jobs. It may be profitable for a firm to pay higher than market wages in order to increase the probability that it will hire good-quality workers.

PTS: 1
DIF: 2
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


9.
Suppose that there is an excess supply of economics professors. Should universities necessarily reduce salaries? What does standard economic theory suggest? What does efficiency-wage theory suggest?

ANS: 

Standard economic theory suggests that if universities are interested in maximizing profits or minimizing costs, they should reduce salaries until the quantity supplied of workers is equal to the quantity demanded. The reduction in wages would reduce the costs of production and raise profits while still allowing universities to fill faculty positions.



Efficiency-wage theory suggests that it might be profitable for universities to keep wages above the equilibrium level in order to reduce worker turnover, increase worker quality, increase worker effort (reduce shirking), and therefore worker productivity. (Fortunately, salaries of economics professors are usually a bit above what is necessary to eat nutritious diets, so the worker-health variant of the efficiency wage is not likely to be important here.)

PTS: 1
DIF: 3
REF: 20-5

TOP: Efficiency wages
MSC: Definitional


10.
Since unemployment rates are consistently higher in Canada and some Western European countries than in the United States, it appears that the natural rate of unemployment is lower in the United States. What might explain this difference?

ANS: 

The text offers two explanations for the natural rate of unemployment. The first is frictional unemployment, which results from people and employers taking time to search for the best match. Frictional unemployment would be higher in countries that have frequent and large sectoral shifts and generous unemployment compensation. It seems unlikely that Canada and Western European countries would have greater sectoral shifts than the United States. So, some of the difference might be due to more generous unemployment compensation in Canada and Western Europe.



The second explanation for the natural rate of unemployment is that wages in some labor markets are above equilibrium. One rationale for setting wages above equilibrium is to attract and retain productive workers. There is no obvious reason why these efficiency wages should contribute to unemployment more in Canada and Western Europe than in the United States. Wages can also be above equilibrium in some markets because of minimum-wage laws. So, some unemployment in Canada and Western Europe might result from higher minimum wages. Finally, unions may negotiate higher wages for their members causing a rise in unemployment. Possibly, Canada and Western Europe have greater union membership rates or more powerful unions.

PTS: 1
DIF: 3
REF: 20-2 | 20-3 | 20-4 | 20-5

TOP: Unemployment rate differences across countries
MSC: Analytical
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