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6.
a)

roommate is buying stocks in companies that everyone believes will experience big profits in the
future,the price-earnings ratio is likely to be high. The price is high because it reflects everyone’s
expectations about the firm’s future earnings. The largest disadvantage in buying these stocks is that
they are currently overvalued and may not pay off in the future.

b)

Firms with low price-earnings ratios will likely have lower future earnings. The reason why these
stocks are cheap is that everyone has lower expectations about the future profitability of these firms.

The largest disadvantage to buying this stock is that the market may be correct and the firm’s stock

may provide a low return.

7.

a)

Individuals with higher incomes have better access to clean water, medical care, and good nutrition.
b)

Healthier individuals are likely to be more productive.

c)

Understanding the direction of causation will help policymakers place proper emphasis on the

programs that will achieve both greater health and higher incomes.

8.
a)

A construction worker who is laid off because of bad weather is likely to experience short-term
unemployment, because the worker will be back to work as soon as the weather clears up.

b)

A manufacturing worker who loses her job at a plant in an isolated area is likely to experience
long-term unemployment, because there are probably few other employment opportunities in the area.
She may need to move somewhere else to find a suitable job, which means she will be out of work for
some time.

c)

A worker in the stagecoach industry who was laid off because of the growth of railroads is likely to be
unemployed for a long time. The worker will have a lot of trouble finding another job because his
entire industry is shrinking. He will probably need to gain additional training or skills to geta job in a

different industry.



d)

A short-order cook who loses his job when a new restaurant opens is likely to find another job fairly
quickly, perhaps even at the new restaurant, and thus will probably have only a short spell of
unemployment.

€)

An expert welder with little education who loses her job when the company installs automatic welding
machinery is likely to be without a job for a long time, because she lacks the technological skills to
keep up with the latest equipment. To remain in the welding industry, she may need to go back to

school and learn the newest techniques.



