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Spring 2020 Professor David Romer 
 

PROBLEM SET 4, PART 2 
 

DUE BY 2 P.M. ON TUESDAY, MARCH 31ST  
 
You may work together on the problems, but your answers must be in your own words and 
handwritten. You also must list the other students with whom you worked. As usual, 
your answers should be submitted through Gradescope. 

For all questions be sure to explain your answers and to use graphs whenever appropriate. 

1.  The version of the aggregate production function discussed in class is: 
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where Y is real GDP, POP is population, N is employment, K is capital, and T is technology, and 
where a “*” denotes the normal value of the variable.  

a. Explain what each of the various terms (Y*/POP, Y*/N*, N*/POP, K*/N*, and T) 
mean.  

b. Use the aggregate production function to explain how an increase in basic scientific 
research will likely affect long-run economic growth. 

c. What aspects of “technology” are likely to differ across countries? How important do 
differences in technology appear to be in explaining differences in income per capita 
across countries? 

2.  A proposal that is attracting increasing attention is a requirement that employers provide their 
workers with paid sick leave. This problem asks you to analyze the effects of such a policy on wages 
and employment in normal times (rather than under the current circumstances). 

a. How, if at all, would such a policy affect the labor demand curve? 
b. How, if at all, would it affect the labor supply curve? 
c. How, if at all, would the policy affect normal employment and the normal real wage 

(or is it not possible to tell)? 
d. Suppose that there is a negotiated economy-wide real wage that is above the level 

where the supply and demand for labor are equal. In this case, how would the policy 
affect normal employment?  


