EEA471 Class activity

I.  Illustrate what happens to wages and employment when the government taxes a firm’s
payroll. Provide the welfare implication on a payroll tax.

II.  Show the impact of mandated benefits. How do such mandated benefits affect
equilibrium wages and employment?

a. Cost of mandated benefit exceeds workers’ valuation. Is it true that as the
mandated benefit provides some value to workers, the mandated benefit is
preferable to a payroll tax? Why?

Cost of mandated benefit equals workers’ valuation
c. Cost of mandated benefit lessens than worker’s valuation.



III.  Let total market demand for labor be represented by Ep = 1,000 — 50w where E) is total
employment and w is the hourly wage.

(a) What is the market clearing wage when total labor supply is represented by Es = 100w —
800? How many workers are employed? How much producer surplus is received at the

equilibrium wage?

(b) Suppose the government imposes a minimum wage of $16. What is the new level of
employment? How much producer surplus is received under the minimum wage?



