HOMEWORK 4
This problem is due on Thursday, October 28.

Please write your answers on your own paper.

Using the model of the aggregate labor market, analyze the impact of each of the following “situations” on the natural rate of unemployment (Un) and the real wage rate (W/P).

1.
The U.S. government has extended the period over which unemployed workers can 
receive unemployment benefits from 26 to 99 weeks.


(10 points)

2.
Unemployed workers are jobless for long periods, which erodes their skills and makes 
them less productive.  Consequently, firms that eventually hire them experience an 
increase in costs forcing them to increase the mark-up of prices over costs.











(10 points)

For each part:
· Draw and modify a clearly-labeled diagram of the aggregate labor market, like that below:
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· Clearly discuss your rationale for the curve(s) you shift.
