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Q1
Suppose that the US population is 206 million and the labor force participation rate is 67%.

a) What is the size of the US labor force ?

b) If 74 million adults are not working, what is unemployment rate ?
c) Assume that 2 million formerly unemployed workers decide to return to school full time and stop looking for work. Determine the impact on each of the following :
i) The size of the labor force

ii) The labor force participation rate
iii) The unemployment rate
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Q2
Suppose that you lend your roommate $100 for one year at 9% nominal interest.

a) How many dollars of interest will your roommate pay you at the end of the year? 
b) Suppose at the time you both agreed to the terms of the loan, you both expected the inflation rate to be 5% during the year of the loan. What do you both expect the real interest rate to be on the loan? 
c) Suppose at the end of the year, you are surprised to discover that the actual inflation rate over the year was 8%. What was the actual real interest rate generated by this loan? 
d) In the case described above, actual inflation turned out to be higher than expected. Which of the two of you had the unexpected gain or loss? Your roommate (the borrower) or you (the lender)? Why?

e) What would the real interest rate on the loan have been if the actual inflation rate had turned out to be a whopping 11%? 
f) Explain what it means to have a negative real interest rate.
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