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Chapter 9

The supply of labor and the supply of savings.

1.  Understand how an individual’s income-leisure trade-off can be expressed in the form of a budget line with the slope determined by the wage rate.

2.  Understand how an income-leisure budget line changes:

a.  wage rate changes change the slope of the line

b.  overtime pay puts a bend in the line

c.  constraints such as 8-hour work days and 40-hour work weeks limit choices on the line

d.  a welfare program with an income threshold adds a trapezoid to the line

e.  an earned income credit has a different effect 

3.  Understand how each individual’s income-leisure preferences can be expressed by a unique set of  indifference curves.

4.  Understand how an individual’s desire to maximize satisfaction leads to a choice of hours to work and how changes in that choice as the wage rate changes trace out the supply of labor curve.

5. Understand how to use the analysis to examine public policies:

a. different individuals may respond to a welfare program by working less

b. the supply of labor may bend backward at high wage rates

c. flexible work hours may lead to higher productivity

d. higher wages (exceeding the reservation wages of more people) lead to higher participation shifting the market supply curve

6. Understand how an individual’s present-future consumption trade-off can be expressed in the form of a budget line with the slope determined by the interest rate the individual can earn on savings.

7.  Understand how a present-future consumption budget line changes in response to  interest rate changes 

8.  Understand how each individual’s present-future consumption preferences can be expressed by a unique set of indifference curves.

9.  Understand how an individual’s desire to maximize satisfaction leads to a choice of present and future consumption and how changes in that choice as the interest rate changes trace out the supply of savings curve.

10. Understand how to use the analysis to examine public policies:

a. programs such as traditional and Roth IRA’s affect savings decisions differently

b. bankruptcy laws may distort choices 

