
Finance 30220 
Practice Midterm #1 

 

1) Suppose that the return on a 90-day T-Bill is .6% while the total 10 year return on a 10 year 
T-Bond is 22%.  Which of these two assets has the better annual return?   
 

2) Consider the following data on movie grosses:  
 

Year Movie Lifetime Gross Rank 
1972 Godfather $135M #210 
2002 Spiderman $404M #7 

What’s wrong with this ranking?  Use the following price data to calculate the real grosses in 
2008 dollars:  
 

Year CPI 
1972 42 
2002 180 
2008 216 

 

3) Suppose you have the following data on an economy.  Assume that depreciation is equal to 
$20 and that net factor payments are equal to $50. 
  

Gross Domestic Product (Y):  $1000 

Government Purchases (G):  $200 

Tax Revenues (T): $150 

Private Savings (S): $100 

Current Account (CA): -$200 

Find Consumption (C) and Investment (Gross and Net) (I) 

 

 

 



4)  In the economy of Oz, there are only two commodities: Broomsticks and crystal balls.  Below 
is some data for the country of Oz. 

1994 Quantity 
Produced 

Price 

Broomsticks 50 $40 
Crystal Balls 20 $100 

 

1995 Quantity 
Produced 

Price 

Broomsticks 30 $50 
Crystal Balls 30 $90 

 

a)      Using 1994 as the base year, compute nominal GDP, real GDP, and the GDP deflator 
for 1994 and 1995. 

b)      Using the GDP deflator, compute the inflation rate from 1994 to 1995.  

c)      Suppose a fixed weight index is defined as 50% broomsticks and 50% crystal balls. 
Compute the CPI for 1994 and 1995.  

d)      Using the CPI, compute the inflation rate from 1994 to 1995. 

 

5)  Suppose that there are 100 people in the economy. Of these, 90 people are either working or 
actively looking for a job. Each month, 5 people lose their job, and take one month to find a 
new one. Each January, 3 people lose their job and take a year to find a new job.  

a)      What is the unemployment rate in the economy? 

b)      What is the participation rate? 

c)      What is the average duration of unemployment? 

 

6) It is usually assumed that labor and capital are complements in production.  What does this 
assumption imply about the relationship between employment and the productivity of 
capital? 
 



7)  Suppose you have the following information regarding the production of Hula-Hoops  

# of Hours  # of Hula-Hoops  

0                                       0  

1                                        16  

2                                        28  

3                                         38  

4                                         44  

5                                         48  

6                                        50  

Hula-Hoops cost $2 apiece, and the nominal wage rate is $12/hr.  

a)      Calculate the marginal product of labor.   

b)      How many hours of labor would the firm hire.  

c)      Suppose that through computerization, the firm is able to increase labor’s 
productivity by 50% (i.e., each hour of labor produces 50% more hula hoops).  What 
would be the firm’s new demand for labor?  

 

8)   Suppose the nominal wage rate is $10/hr., and the average price of consumption goods is      
$2.  You have 80 hours per week available to work.  

a)      Sketch your budget constraint and indicate a labor choice.   

b)      Now, suppose that you receive an unexpected inheritance of $100 from a long lost 
aunt.  Show the effect of this gift on your budget constraint and your labor choice.   

c)      Suppose that your firm adds a “time and a half” overtime premium. That is, any 
hours over 40 hrs/wk. Pay $15 dollars rather than $10.  What happens to your budget 
set?  What happens to your labor supply decision? (Be careful here!)  

 



9)   Empirically, average labor productivity is positively correlated with output while the real 
wage has little or no correlation with output.  Can we explain these empirical facts using our 
labor market model?  Explain. 

10)      What does it mean for an economic variable to be pro-cyclical or countercyclical?  Give an 
example of a pro-cyclical and countercyclical variable. 

11)   Suppose the government passes some new legislation that makes it easier for foreigners to 
immigrate to the US.  As a result, thousands of new immigrants flood into the United States. 
What should happen in the labor market as a result of the large influx of workers?  What 
happens to the real wage and employment?  What should happen to GDP? 

12) Explain why permanent productivity improvements have larger effects on the real wage 
while temporary productivity improvements have larger effects on employment. 

 

 

 

 

 


