
ECO 150, Winter 2022, Practice Exam #3

Name:

Instructions:

1. This exam consists of thirteen questions and a bonus. Answer them all (5 points on the bonus is

the same as 5 points on another question). You are encouraged to use the models from class when

formulating your answers.

2. Some questions are open ended. You will be graded more on the quality of your explanation than

your specific answers. On “true/false” questions, for example, answering only “true” or “false” will

receive no credit, even if correct.

3. Do not just copy from the course materials. Doing so will receive no credit.

4. This is an open note exam. You may use your notes, the textbook, and all course materials

from the website. These must be printed. No electronic devices may be used. Feel free to leave

answers as fractions when computing GDP, unemployment, or inflation.

Please sign the following statement:

In completing this exam, I did not communicate with any other student or person about this exam.

I understand that doing so would be a violation of the Student Conduct Policy.

Sign:

Printed Name:
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1. Is eliminating all market failures a realistic goal of macroeconomic policy?

2. True or False? Higher inflation and higher GDP both always increase social welfare.
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For questions #3-4, consider the following data:

Table 1: Labor Market for Rugtopia

Group # of People

Full Time Employed 250

Unemployed, Actively Seeking Work 50

Children 100

Underemployed for Economic Reasons 50

Retirees 100

3. Calculate the employment to population ratio and U-3 unemployment rate.
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4. What would happen to unemployment if all 25 unemployed workers (actively seeking work)

become employed?

5. If wages are flexible, how will a decrease in labor demand affect involuntary unemployment?
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6. Do decreases in imports reduce GDP?
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For Questions #7-8 use the following data:

Table 2: Good and Services Purchased in 2021-22
Good or Service Quantity (21) Price (22) ($) Quantity (21) Price (22) ($)

Black Market Weed 1 2 1 5

Imported Metal 3 4 3 30

Tax Services 1 4 2 3

Aspirin 3 1 4 2

New Housing 7 2 6 4

7. Calculate real GDP growth in 2022. Use 2022 as the base year.
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8. Using 2022 as the base year, calculate inflation using the GDP Deflator as your price index.

9. Why do economists pay more attention to the growth rate of the price level instead of the price

level itself?
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10. Why might a Central Bank cut interest rates as a way to boost short-term economic perfor-

mance?

11. Using the AD/AD model, show how a more productive workforce might improve aggregate

output.
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12. How did Malthus explain the lack of economic growth through most of human history?

13. What is the difference between education and human capital and how do they affect long-run

economic performance?
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Bonus: Suppose that the Fed lowers interest rates and Congress raises taxes. What will the effect

on aggregate output and inflation be?
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