Econ 2020
Instructor: Jing Cai

Assignment 3
Due: Wednesday, Mar 28, 2007, in class

(Problems 1-20 worth 0.5 pt each)

1. Which of the following would be counted as unemployed according to official statistics?

a.
George, a full-time student who is not looking for work


b.
Jenna, who is on temporary layoff


c.          Larry, who has retired and is not looking for work


d.
All of the above would be counted as unemployed.
2. The BLS defines the unemployment rate as the percentage of

a.
those unemployed relative to those employed.


b.
the labor force that is unemployed.


c.
the adult population that is unemployed.


d.
the labor force without fulltime employment.

Labor Stats
The Labor Market

This table shows the 2003 data for males and females ages 16 and over in the imaginary country of Meditor.

	1. Not in labor force

	
	a. male: 45 million

	
	b. female: 35 million

	2. Unemployed

	
	a. male: 5 million

	
	b. female: 5 million

	3. Employed

	
	a. male: 85 million

	
	b. female: 65 million


3. Refer to Labor Stats. What is the adult labor force in Meditor?

a.
90 million


b.
150 million


c.
160 million


d.
240 million

4. When employers pay efficiency wages, they pay wages

a.
below equilibrium to increase profitability.


b.
above equilibrium to increase productivity.


c.
set by the government to counter charges of unfair labor practices.


d.
at a level that would prevail in the absence of unions.

5. Arnnie is the owner of a firm that produces bottled water in Washington state. There are many other such firms in the area. Arnnie decides that if he pays his workers a wage higher than the going market wage, his profits will increase. Which of the following is a likely explanation for his decision?

a.
The higher the wage, the less often his workers will choose to leave his firm.


b.
The higher the wage, the lower will be the cost of obtaining needed supplies.


c.
The higher the wage, the more he can charge for his water.


d.
All of the above are likely explanations for Arnnie's decision.

6. Which of the following best illustrates the medium of exchange function of money?

a.
You keep some money hidden in your shoe.


b.
You keep track of the value of your assets in terms of currency.


c.
You pay for your double latte using currency.


d.
None of the above is correct.

7. Liquidity refers to

a.
the ease with which an asset is converted to the medium of exchange.


b.
a measurement of the intrinsic value of commodity money.


c.
the suitability of an asset to serve as a store of value.


d.
how many time a dollar circulates in a given year.

8. Current U.S. currency is

a.
fiat money with intrinsic value.


b.
fiat money with no intrinsic value.


c.
commodity money with intrinsic value.


d.
commodity money with no intrinsic value.

9. The Federal Reserve does all except which of the following?

a.
control the supply of money


b.
control the value of money


c.
make loans to individuals


d.
regulate the banking system

10. When the Federal Reserve conducts open-market operations to increase the money supply, it

a.
redeems Federal Reserve notes.


b.
buys government bonds from the public.


c.
raises the discount rate.


d.
decreases its lending to member banks.

11. Suppose a bank has a 10 percent reserve requirement, $4,000 in deposits, and has loaned out all it can given the reserve requirement.

a.
It has $40 in reserves and $3,960 in loans.


b.
It has $400 in reserves and $3,600 in loans.


c.
It has $444 in reserves and $3,556 in loans.


d.
None of the above is correct.

12. The interest rate the Fed charges on loans it makes to banks is called

a.
the prime rate.


b.
the federal funds rate.


c.
the discount rate.


d.
the LIBOR.

13. Which of the following is correct?

a.
The Fed can control the money supply precisely.


b.
The amount of money in the economy does not depend on the behavior of depositors.


c.
The amount of money in the economy depends in part on the behavior of banks.


d.
None of the above is correct.

14. The Federal Funds rate is the 

a.
percentage of face value that the Federal Reserve is willing to pay for Treasury Securities.


b.
percentage of deposits that banks must hold as reserves.


c.
interest rate at which the Federal Reserve makes short-term loans to banks.


d.
interest rate at which banks lend reserves to each other overnight.

15. When the price level falls, the number of dollars needed to buy a representative basket of goods

a.
increases, so the value of money rises.


b.
increases, so the value of money falls.


c.
decreases, so the value of money rises.


d.
decreases, so the value of money falls.

16. The supply curve of money is vertical because the quantity of money supplied increases

a.
when the value of money increases.


b.
when the value of money decreases.


c.
only if people desire to hold more money.


d.
only if the central bank increases the money supply.

17. Money demand refers to

a.
the total quantity of financial assets that people want to hold.


b.
how much income people want to make per year.


c.
how much wealth people want to hold in liquid form.


d.
how much currency the Federal Reserve decides to print.

18. An associate professor of economics gets a $100 a month raise. She figures that with her current monthly salary she can't buy as many goods as she could last year.

a.
Her real and nominal salary have risen.


b.
Her real and nominal salary have fallen.


c.
Her real salary has risen and her nominal salary has fallen.


d.
Her real salary has fallen and her nominal salary has risen.

19. Printing money to finance government expenditures

a.
causes the value of money to rise.


b.
imposes a tax on everyone who holds money.


c.
is the principle method by which the U.S. government finances its expenditures.


d.
None of the above is correct.

20. The cost of changing price tags and price listings is known as

a.
inflation-induced tax distortions.


b.
relative-price variability costs.


c.
shoeleather costs.


d.
menu costs.

(Problems 21 and problem 22 worth 5 pts each)
Graphs, calculations or short answers may be required.

21. Go to the website of Bureau of Labor Statistics. Here is the link for their CPS survey, http://www.bls.gov/cps/home.htm, where you can find a lot of economic news releases. What is the national unemployment rate right now? (You can get the rate for recent month or last year). Find the unemployment rate for the demographic group that best fits a description of you (for example, based on age, sex, and race). Is it higher or lower than the national average? Why do you think so?
22. Read this article about the Federal Reserve’s concern for holding the federal funds rate. Explain the change on money supply and possible impact on consumers and investors if the FED cut the federal funds rate. What does this do with inflation? Feel free to add any comments! http://money.cnn.com/2007/03/21/news/economy/fed_rates/index.htm
