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University of Ottawa EC0O2142 B Name
Midterm # 2 (November 18, 2013)

Student number

Short-Answer Questions (34 points)
Answer in the space provided

34. (9 points) Consider the economy of Hypothermia :

C=100+06(Y-T)
=100
G =100
T=100

A) What is the goverment’s surplus (deficit)?

Gov 1. de it / aunplos = T-6 = O

B) What is equilibrium output?
Y:c+It6
= /00 10.6 (‘1'1°°> + 200

6,4y = oo - 60
o,4y = 2¥0O

e

C) Suggesta /?scagolicy that would increase output by 100.

e oo T
AT= AG ISR

1- MeC = = {o.4) 22
AL = /00 Q—o,b) D AT =6 —

0. b
Thg = 40| [a7 =667
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35. (25 points) Suppose that the economy starts at full-employment equilibrium.
A) Illustrate this situation using /S-LM and AS-AD graphs.
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B) Next, using these grapHs, explains the short-run and long-run equilibrium effects of a >

stock market crash on interest rates, investment, the price level and output. Assume no Og J’T\
intervention by the government or the central bank. w e
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C) Next, examine compared to the starting equilibrium, the short-run and long-run impacts
on interest rates, investment, the price level and output of fiscal and monetary policies
that policymakers could follow to stabilize output.

Proposed fiscal policy: proposed monetary policy:

V6 (on ¥T) Mmoo
@yw’/&o} (> P"l’“'}")

Short term: o Short term: \I/
’(9 Impacts on r Long term: O Long term: O
b N
{ 0 Short term: D) Short term: 'r
( Impacts on I
s Long term: D Long term: D
»
’ oy\’/) Short term: O Short term: 7
Impacts on P Long term: 0 Long term: ()
Short term: O Short term: (O
Impacts on ¥ Long term: o Long term: )




