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Key Ideas #2: Labor Supply and the Allocation of Time

A. Static labor supply

e Graphical comparative statics, income and substitution effects
o Using the Slutsky equation to predict effects of wage changes on hours worked

B Analysis of welfare and transfer programs

NIT program parameters: guarantee level, tax rate, and breakeven

Graphical comparative statics

Graphical analysis of the EITC, work requirements, and budget-constraint cliffs
Using the Slutsky equation to predict program effects

Econometric evidence on program effects

C. Home Production

Time allocation in the Gronau (1977) model of home production

Graphical comparative statics

Tax and subsidy effects in a world with home production.

Effects of children on labor supply; effects of childcare costs on labor supply
Econometric evidence on the labor supply consequences of childbearing

D. Intertemporal substitution

e The permanent income hypothesis (PIH): how capital markets allow consumers lend to smooth
consumption in the face of variable earnings; liquidity constraints

Effects of wage changes in a dynamic setting; the intertemporal substitution elasticity (ISE).
Competing models of wage effects: intertemporal substitution vs target earning

ISE estimation problems: selection bias, measurement error, and division bias

Experimental and quasi-experimental estimates of the ISE

E. ‘Metrics concepts and tools

e Measurement error and attenuation bias
e Selection bias
e Grouped-data and instrumental variables solutions for attenuation and selection bias
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