In Class/Take Home Quiz

1. When was unemployment highest during the past thirty years?  About how high was it (within 1%)?

2. During the Great Depression (1929-1933), the unemployment rate rose to ____ of the labor force.

3. Search unemployment is sometimes called _________.

4. Inflation + unemployment = ______________.

5. Use the graph below to answer question 5.  Does the graph prove or disprove the Phillips Curve.  Explain.  
6. Use the chart below to answer question 6.  Use 2001 as your base year.  How much has the price level increased (%)?

	ITEM
	2011 PRICE
	2011 TOTAL
	2001 PRICE
	2001 TOTAL

	20 Stamps
	$0.44
	$8.80
	$0.34
	$6.80

	5 Gallons Gas
	$2.93
	$14.65
	$1.53
	$7.65

	2 Half-Gals Milk
	$1.99
	$3.98
	$1.84
	$3.68

	TOTAL COST
	 
	$27.43
	 
	$18.13


7. The Substitution Bias states that people tend to buy less things with rapidly rising prices, more things with less rapidly rising prices (it is one of the faults of the CPI).  Draw a graph that best depicts this information.

8. The GDP deflator is used to turn (a)__________ GDP into (b) ___________ GDP.  (a) is in current prices whereas (b) is in constant prices, adjusted for inflation.

9. Use the following graph to answer question 9.  Why do the GDP lines cross in 1996?
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10. T or F (If true, explain.  If false, explain) Tax cuts, such as the one JFK proposed in 1963, usually cause inflation.  

11. Under LBJ, guns = ______________ and butter = _____________.  Give specific answers, not generalities.  
12. What can cause simultaneous recession and inflation?  Give an historic example.

13. Define GDP.

14. What is not included in GDP (4)?

15. GDP = ____+____+____+ (___-___).  (Words, not letters.)

16.  You are receiving unemployment benefits of $200 per week.  You’re offered a job flipping burgers at Sonic and it pays $300 per week.  Social Security takes out 7% (bummer – you should’ve been a GCPS Teacher!) and federal income taxes take out 15%.  What is the opportunity cost of remaining unemployed (how much will it cost you to not take the job)?

17. Use the information in the graph below to answer question 17.

a. What has been the average inflation rate over the last decade?

b. Draw a Phillips Curve and label the years on the curve.  
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18. Take the following figures and calculate GDP. (Show your work)

Consumption


400 Billion

Household Production

100 Billion

Exports


100 Billion

Imports 


120 Billion

Transfer Payments

  20 Billion

Gross Investment

100 Billion

Social Security

  10 Billion

Government Purchases
120 Billion
Sale of Used Items

  60 Billion

19. The following are a year’s data for a hypothetical economy. (Show your work)

Consumption



400 Billion

Gov’t Spending


350 Billion

Gross private domestic investment
150 Billion

Exports



150 Billion

Imports



100 Billion

a. Calculate GDP

b. Suppose next year’s exports increase to $175 Billion, imports increase to $200 Billion, and consumption falls to $350 Billion.  What will GDP be in that year?

20. Suppose the following occur: (a) inflation, (b) an increase in the relative price of energy, (c) a decrease in the relative price of food.  What does the law of demand predict concerning household purchases of food and energy?  If households respond predictably, will the CPI overstate or understate the hardships associated with increases in the overall price level?  Why?
