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Chapter

Introduction

ObservatiollS always illvolve theory.
-Edwill Huhhle

Mast of us will allocate a substantial fraction of our lime lO the labar market. Ho\\' \Ve do in
thc lahor markct hclps dctcrmine our wcallh, whal \\le can affon.lto consurnc. \'o'ith whom
we associate. v.'here wc vacation. which schools our children attendo and even who finds
llSattractivc. Not surprisingly. we are ali cager to lcarn how the lahor markct works. Labor
economics sludies ho\\' labor markcls work.

Our interest in labor markets. however. is sparked by more than our personal involvement.
Many of the centra] iSSllCSin the dcbalc over social policy revolvc around the lahor markct
cxperiem:cs or particlilar groups al' workers or variolls aspeC1Sor the cmployment rclation-
ship between workers and firrns. The policy issues examined by ll10dern labor economics
include the follO\ving:

I. Do \\'cll"arc prugrams create work disinccntivcs'!
2. \Vhat is (he impact of immigration on the wage 01'native-born workers?
3. Do minimum wages increase the uncmployment rale 01'less-skilled workers'!
4. \Vhat is tlle impact of occupational safety and health regulatioos 00 employmeot ami

carnings?
5. Do government subsidies DI' human capitai investments improve tlle economie

wcll-heing 01'disadvantaged workers'!
6, Why did wage inequality in the United States cise so rapidly aftec 1980'?
7. \Vhat is thc impact or affirmative action programs on the carnings or wumen and

minorities and 011the l1umber 01'\vomen and minorities that firms hire?
8. \Vhal is the economie impact of unions. both 00 their members and 00 the rest of (he

ccooomy?
9. \Vould merit pay for teachers improve the academie achievement 01'students?

IO. Do gt:ncrous uncmploymcot iosurancc hcncfits Icngthco the dmation or spells or
uncmployment?
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