
Economics 73 
Fall 2012 
Weekly Assignment 
 
Week 4: September 26 -- The Family as an Economic Unit: The Benefits of Household Formation; the 
Division of Labor in the Family 
 
A. Think again about the strengths and weaknesses of the paired audit methodology.  Come up with a list 

of at least five design issues a researcher needs to address when constructing a field experiment to test 
for discrimination in a market.   
 

B. Read “Housing Discrimination and Residential Segregation as Causes of Poverty” and “What’s the 
Internet got to do with it?  Housing discrimination in the 21st Century,” pp.51-55, and  pp.63-64 in the 
Fall 2000 issue of Focus (University of Wisconsin-Madison Institute for Research on Poverty, Vol. 21, no. 2; 
http://www.irp.wisc.edu/publications/focus/pdfs/foc212.pdf).    

 
C. Read Blau, Ferber, and Winkler, Chapters 2 and 3 including Appendix 3A.   
 
D. Review the following principles to prepare for a class discussion (and a brief quiz).  Do not simply 

memorize the definitions that I have provided; be able to apply these principles in new settings.   
1. Opportunity Cost 
2. Comparative Advantage 
3. Economies of Scale 
4. Public Goods 
5. Externalities 
6. Pareto Efficiency 
7. Equity, Dignity, Liberty 

 
E. Think about the following questions before class on September 26.  I may ask you to present complete 

answers on October 3. 
 

1. The table below shows alternative outputs from a week's worth of labor for each of two individuals 
in a household.  (You may assume constant opportunity costs.) 

 Home Goods Market Goods 
Ricky 800 200 
Nicky 200 600 

a.  Graph the two individual production possibilities frontiers and their combined, household PPF.   
b.  Which person has absolute advantage in the production of which good(s)?  Which person has 

comparative advantage in the production of which good(s)?  Explain.   
c.  If there is specialization and exchange between the two individuals, who would work in the home?  

Who would work in the market?  Why?  (Use the words 'opportunity cost' in your answer.)  
Explain the benefit of specialization and exchange according to the theory of comparative 
advantage.   

d.  Consider what would happen if Ricky and Nicky were to switch jobs from those specified in part 
c.  (Each completely specializes in the opposite productive activity.)  Why might they choose to 
do so?  Are there costs to the household, in terms of consumption of goods, of their decision?   
 

2. International trade can produce mutual benefits to the countries that engage in it, yet many countries 
inhibit international trade through protectionist measures (e.g., imposing tariffs and quotas on 
imported goods).  Three common arguments for trade protection are national security, job creation, 
and the infant industry argument. (Krugman, 2nd edition, page 215).  Compare specialization and 
exchange between members of a household to specialization and exchange between countries. To 
what extent do the arguments for and against international trade apply to specialization and exchange 
within a household?    


