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1. [bookmark: _GoBack]Which of the following best defines (1) advances in technology and (2) the impact of advances in technology?
A. It refers to the ability to produce more output with more resources; it shifts the production function outward.
B. It refers to the ability to produce the same output with a smaller quantity of resources; it shifts the production function inward.
C. It refers to the ability to produce the same output with a larger quantity of resources; it shifts the production function outward.
D. It refers to the ability to produce more output with a fixed quantity of resources; it shifts the production function outward.

2. An effective expansionary fiscal policy will:
A. always result in a balanced budget once full-employment is achieved.
B. reduce a structural  deficit.
C. reduce a cyclical deficit.
D. increase the structural deficit and increase economic activity.

3. Government activity affects aggregate demand by:
A. their purchases of goods and services only.
B. collecting taxes and making transfer payments as well as purchasing goods and services.
C. changing the level of aggregate supply of goods and services.
D. establishing the rules within which a market economy must operate.
		
4. An equilibrium income in an economy occurs when:
A. savings equals investment plus government spending plus net export earnings.
B. unintended inventory changes are zero.
C. planned saving equals actual planned investment.
D. planned saving equals actual investment plus government spending.


5. Which of the following best completes this statement: "Once we include a proportional income tax in the model of aggregate expenditure and equilibrium real GDP, then….:”
A. individual incomes are higher than they would be without the taxes.
B. the marginal propensity to consume out of disposable income rises as a result of the tax.
C. the multiplier is lower than it would be without the taxes.
D. the government must also be spending on goods and services.
		
6. The Government may be able to increase equilibrium real GDP and reduce the unemployment rate by:
A. increasing government purchases and keeping taxes the same.
B. cutting taxes.
C. increasing both purchases and taxes by the same amount.
D. all of the above.

7. The aggregate demand - aggregate supply model is used to:
A. explain changes in the prices and quantities of a particular good or service.
B. explain the behaviour of real GDP and prices in a national economy.
C. the general price level in an economy but not the real GDP.
D. the real GDP in an economy but not the price level.
		
8. A fall in the Canadian price level will cause:
A. both exports and imports to increase.
B. both exports and imports to decrease.
C. exports to increase and imports to decrease.
D. exports to decrease and imports to increase.

9. According to Okun's law, if growth in actual GDP exceeds growth in potential GDP
A. unemployment rates will increase.
B. employment will fall.
C. the natural unemployment rate will increase.
D. the unemployment rate will fall.

10. In a closed economy with no government: (a) the marginal propensity to consume is 0.5, (b) autonomous consumption $60 billion and (c) the level of autonomous investment is $40 billion.     What is the equilibrium level of income?
A. $250 billion
B. $300 billion
C. $200 billion
D. $100 billion


Part II – Answer all questions

Explain whether this statement is true or false. Marks are based solely on explanation. No marks will be awarded by simply stating “true” or “false” without explanation.

1. Canada has been running a trade deficit in 2012 and part of 2013. In order to eliminate this trade deficit, the Canadian government should cut taxes and discourage private savings.
False 

A decrease in taxes would increase disposable income and consumption spending (as well as savings). However this means that imports may increase, too, which increases the trade deficit, does not eliminate it.

Mathematically, Leakages = Injections, i.e. S + Z + T = I + X + G. 






2. Automatic stabilizing fiscal policies are more effective if taxes are collected in lump sums rather than as a percentage of income. 
Lumpsum taxes are fixed regardless of the level of income and the changes in income over time. They are inefficient in smoothing consumption.






















Current events

1. “[…] Now, the Canadian economy needs another source of fuel. Mr. Carney hopes that will come from business investment, and he noted a recent spike in business lending could be a positive sign.”
(Recent economic indicators more bad than good, Mark Carney says, The Globe and Mail)

Refer to the excerpt above to explain what changes are expected to occur in the economy (on aggregate expenditure and equilibrium output). What component of aggregate expenditure changes? Justify your answer. Illustrate the changes graphically, using the AE curve or the AD-AS model. (5 marks) 

Business investment is spending on physical capital and materials used in production. In our model, aggregate expenditure is defined as C+I+G+NX. As investment spending increases, in the AE=Y graph, the AE function shifts up, and in the AD_AS graph the AD function shifts up and to the right. Both graphs show that this increase in private investment expenditure will increase production.




2. “While Canada has replaced all the jobs lost in the recession and then some, Canadians aren’t working as many hours as would be expected if the economy had achieved full employment, Mr. Carney said.”
( Mark Carney cites “considerable” slack in jobs market , The Globe and Mail)
Explain what impact will this have on the three main macroeconomic indicators. Start by defining the indicators to which you are referring, and support your answer by showing the changes in the AD-AS graph. (5 marks) 

The economy is not producing at Y potential, as workers are not as productive as they could, given that they are working fewer hours. Although the employment rate increased, productivity is low. For this reason the level of output (real GDP) and spending (C, I) are lower.
This article emphasizes the distinction between the number of jobs or workers who have a job and the number of hours worked.




Policies (Total=25 marks) 

The following are the parameters for an economy:
	C = 240 + 0.75YD

	G = T = 160 + 0.2Y

	I = 381

	XN = 500 - 0.1Y


Where YD = Disposable Income = Y - T, and XN = net exports = X - Z.
In addition, assume that the government is constrained to maintain a balanced budget where G = T.


i. What is the equilibrium income? Show your calculations. (5 marks)
240+0.75(Y-160-0.2Y)+381+160+0.2Y+500-0.1Y=Y
240-120+0.6Y+381+160+500+0.1Y=Y
Y=1161/0.3=3870

ii. What are the values of G and T at the equilibrium income (real GDP)?  Show your calculations. (5 marks)

G=T=160+0.2*3870=934



iii. What is the value of XN at the expenditure equilibrium? Show your calculations. (5 marks)

Xn=500-0.1*3870=113





iv. What is the value of the multiplier?  Show your calculations. (5 marks)

The multiplier=1/0.3=3.33







v. If businesses increase planned investment expenditure by 50, what is the change in equilibrium income (real GDP)? Show your calculations. (5 marks)


The increase in Y is =50*3.33=166.67 

Unemployment (total: 25 marks)


	Total population
	
	791

	Population under 15 years of age or institutionalized
	
	217

	Working age population NOT in the labour force
	
	134

	Unemployed
	
	34

	Part-time workers looking for full-time jobs
	
	22




i. Calculate the size of the labour force.  Show your calculations. (5 marks)

791-217-134=440


ii. Calculate the employment and the unemployment rates.  Show your calculations. (5 marks)

Employment rate=#employed/working age population=(440-34)/(791-217)=70.73%
Unemployment rate=#unemployed/labour force=34/440=7.73%




iii. Assume that the Structural Unemployment rate is 3% and Frictional Unemployment rate is 1%. Calculate the Natural rate of unemployment and the Cyclical unemployment rate. Show your calculations. (5 marks)


Natural unemployment rate=3%+1%=4%
Cyclical unemployment= 7.73%-4%=3.73%

iv. Now suppose 8 of the unemployed workers are so discouraged that they have given up looking for work. They decide to go back to school full-time. Find the new participation rate. Show your calculations. (5 marks)

Participation rate=labour force/working age population=(440-8)/574=75.26%





v. Assume that 20 of the previously retired workers are now looking for work. Find the new unemployment rate.  To answer this question, use the result from IV and show your calculations. (5 marks)

Unemployment= rate= (34-8+20)/(440-8+20)=46/452=10.18%

