
ECO 103, Winter 2015, Practice Exam #1

Name:

Instructions: Answer all parts of all questions. You have 80 minutes to complete the exam. This

exam is open note. You are welcome to use any written materials that you might find helpful.

Calculators, but no other electronic devices, are allowed. Here are some things to keep in mind.

i. Explain all of your answers. Unsupported answers will receive little or no credit.

ii. On true/false questions, I only care about the quality of your explanation. Simply writing “true”

or “false” will yield no credit.

iii. Avoid extensive irrelevance, this will also cost you points. Your goal should be to provide clear

and concise explanations.

iv. It is more important to demonstrate that you understand the correct method. Minor math errors

will result in only minor deductions.

v. All parts of all questions are worth the same amount.

vi. Many questions ask you about a deviation from something that we did in class. If you simply

copy down what we did in class, I will award no credit.
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1. Assorted Questions

a. Suppose that a professor must decide how many students to allow into her class. Briefly identify

how this problem includes the notion of scarcity and what tradeoffs the professor likely faces.

b. True or False? If an allocation is Pareto efficient, then it is also the best allocation.
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c. Suppose I bet $50 on a coin flip and lose. Is this evidence that I am not rational?

d. True or False? Economic growth use only empirical methods while the study of business cycles

is entirely theoretical.

e. Which component of GDP includes robotics used to make new cars?
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f. Suppose I offer you a one time increase of X% to your income or a Y% increase in your income

growth. List three factors that will determine if you choose the former or the latter.

g. In our model of supply and demand, why is the equilibrium quantity an endogenous variable?
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2. Microeconomics

Consider the market for college education. Assume supply is upward sloping and demand is down-

ward sloping.

a. For this market, do the assumptions made in class fit the supply side better or the demand side.

b. Suppose that wages for unskilled labor (which requires less education) fall. What are the effects

on the equilibrium price and quantity for college education?
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c. Now suppose that faculty salaries increase dramatically (please, please, please). What are the

effects on the equilibrium price and quantity?

d. Suppose that the last two effects occur simultaneously. What are the effects on the equilibrium

price and quantity?
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e. Suppose that Devry Institute of Technology buys every college and university in the world. How

will this affect the market for higher education?

f. Now suppose that it is found that attending college leads to more socially beneficial behavior,

such as lower crime. How will this affect the market for college education?
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3. Macroeconomic Variables

Table 1: Economic Activity on Pig Island

Good or Service Q14 P14 Q15 P15

Imported Beef 3 4 7 8

Used Hats 8 3 6 1

Rice 7 2 8 3

Haircuts 6 6 5 4

a. Calculate nominal GDP in 2014.
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b. Using 2014 as the base year, calculate real GDP growth.

c. Using 2015 as the base year, calculate inflation using the GDP Deflator.
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