Midterm 1 Extra Questions
1.
[image: ] Answer:   1) 6000 robots	2) 3000robots 
2. Which is micro statement and which is macro statement?
a. The unemployment rate in Canada was 7.4 percent in November 2011.   Macro
b. A Canadian software firm discharged 15 workers last month and transferred the work to India. Micro
c. An unexpected freeze in central Florida reduced the citrus crop and caused the price of oranges to rise. Micro
d. Canadian output, adjusted for inflation, decreased by 3.3 percent in 2010.  Macro
e. Last week Scotiabank lowered its interest rate on business loans by one-half of 1 percentage point.  Macro WRONG: it was micro apparently 
f. The consumer price index rose by 1.8 percent in 2010.   Macro
3. a) GDP in an economy is $4,600 billion. Consumer expenditures are $3,500 billion, government purchases are $900 billion, and gross private domestic investment is $400 billion. Net exports are? 
b)
	Year 
	Nominal GDP(billions) 
	GDP deflator(2002 = 100) 
	Real GDP(billions) 

	1962 
	44.8 
	15.8 
	$  

	1974 
	173.9 
	30.1 
	$  

	1984 
	449.6 
	65.8 
	$  

	1994 
	770.9 
	88.2 
	$  

	2004 
	1290.9 
	106.6 
	$  

	2010 
	1,624.6 
	122.6 
	$  


Real GDP:
283 (billion) 
578 (billion) 
683 (billion) 
874 (billion) 
1,211 (billion) 
1,325 (billion)


Inflation and Unemployment Quiz   1. C 2. B 3. C 4. C 5. D 6. A 7. D 8. C 9. B
1. A nation has a population of 30 million people. Of these, 8 million are retired, in the military, in institutions, or under 15 years old. There are 21 million who are employed and 1 million who are unemployed. What is the unemployment rate? 
A. 3.3 percent 
B. 3.6 percent 
C. 4.5 percent 
D. 5.2 percent 

2. The rate of unemployment when the economy is at its potential output is called the:
A. Full-employment rate of unemployment 
B. Natural rate of unemployment 
C. Structural rate of unemployment 
D. Frictional rate of unemployment 
3. Kevin has lost his job in an automobile plant because of the use of robots for welding on the assembly line. Kevin plans to go to technical school to learn how to repair microcomputers. The type of unemployment Kevin is faced with is:
A. Cyclical 
B. Frictional 
C. Structural 
D. Natural 
4. If the annual inflation rate is 5 percent a year, about how many years will it take for the price level to double?
A. 10 years 
B. 12 years 
C. 14 years 
D. 16 years 

5. The industries or sectors of the economy in which business cycle fluctuations tend to affect output the most are:
A. military goods and capital goods. 
B. services and nondurable consumer goods. 
C. clothing and education. 
D. capital goods and durable consumer goods. 

6. In which phase of the business cycle will the economy most likely experience rising real output and falling unemployment rates?
A. Expansion 
B. Recession 
C. Peak 
D. Trough 

7. A college or university graduate using the summer following graduation to search for a job would best be classified as:
A. not officially a member of the labour force. 
B. a part of structural unemployment.
C. a part of cyclical unemployment.
D. a part of frictional unemployment.

8. If actual GDP is $340 billion and there is a positive GDP gap of $20 billion, potential GDP is:
A. $360 billion.
B. $660 billion.
C. $320 billion.
D. $20 billion.

9. In which of the following cases would real income rise?
A. Nominal income rises by 8 percent, and the price level rises by 10 percent.
B. Nominal income rises by 2 percent, and the price level remains unchanged.
C. Nominal income falls by 4 percent, and the price level fall by 4 percent.
D. Real income will rise in all of the above cases.


Economic Growth Quiz   1. D 2. A 3. C 4. B 5. D
1. Which is a demand factor in economic growth? 
A. More human and natural resources 
B. Technological progress and innovation 
C. An increase in the economy's stock of capital goods 
D. An increase in total spending in the economy

2. The entry of women into the workforce since the 1960s resulted in:
A. A shift outward in the production possibilities curve of Canada 
B. A shift inward in the production possibilities curve in of Canada  
C. A movement along the existing production possibilities curve in Canada  
D. A falling real wage for women workers of Canada  

3. A decline in a nation's rate of productivity growth will:
A. Reduce the inflation rate 
B. Increase education and training 
C. Slow the growth of the standard of living 
D. Make industry more competitive in world markets 

4. If the annual growth in a nation's productivity is 2.5 percent rather than 1.5 percent, then the nation's standard of living will double in about:
A. 20 years 
B. 28 years 
C. 46 years 
D. 56 years 
5. Real GDP per capita:
A. cannot grow more rapidly than real GDP. 
B. cannot grow more slowly than real GDP. 
C. necessarily grows more rapidly than real GDP. 
D. can grow either more slowly or more rapidly than real GDP. 
The Consumption Function
	Level of Output and Income (GDP=DI) 
	 
 
 
Consumption 
	 
 
 
Saving 
	 
 
 
APC 
	 
 
 
APS 
	 
 
 
MPC 
	 
 
 
MPS 

	$240 
	244
	-$4 
	1.02
	-0.017
	 0.8
	 0.2

	260 
	260
	0 
	1.00
	0.00
	0.8
	 0.2

	280 
	276
	4 
	
	
	0.8
	 0.2

	300 
	292
	8 
	
	
	0.8
	 0.2

	320 
	308
	12 
	
	
	0.8
	

	340 
	324
	16 
	
	
	
	

	360 
	340
	20 
	
	
	
	

	380 
	356
	24 
	
	
	
	

	400 
	372
	28 
	
	
	
	


2. As disposal income increases, how do APC and APS changes (INCREASE OR DECREASE)? APC Decreases & APS increase 
3. Assume your income is taxable, an increase in income tax will shift consumption function (UP or DOWN)? what about Saving function (UP or DOWN)? 
Increase in taxes decrease income Consumption Fnc DOWN; Savings FNC DOWN 
 Answers: 
	Level of Output and Income (GDP=DI) 
	 
 
 
Consumption 
	 
 
 
Saving 
	 
 
 
APC 
	 
 
 
APS 
	 
 
 
MPC 
	 
 
 
MPS 

	$240 
	$244 
	-$4 
	1.0167 
	-0.0167 
	 
	 

	260 
	$260 
	0 
	1 
	0 
	0.8 
	0.2 

	280 
	$276 
	4 
	0.9857 
	0.0143 
	0.8 
	0.2 

	300 
	$292 
	8 
	0.9733 
	0.0267 
	0.8 
	0.2 

	320 
	$308 
	12 
	0.9625 
	0.0375 
	0.8 
	0.2 

	340 
	$324 
	16 
	0.9529 
	0.0471 
	0.8 
	0.2 

	360 
	$340 
	20 
	0.9444 
	0.0556 
	0.8 
	0.2 

	380 
	$356 
	24 
	0.9368 
	0.0632 
	0.8 
	0.2 

	400 
	$372 
	28 
	0.93 
	0.07 
	0.8 
	0.2


 2. As disposable income increases, APC decreases and APS increases.
3. Taxes reduces disposable income, therefore it will shift consumption down and saving down.


Investment and Demand Schedule 


1. Assume there are no investment projects in the economy that yield an expected rate of return of 25 percent or more. But suppose there are $10 billion of investment projects yielding expected returns of 20-25;  another $10 billion yielding between 15 and 20 percent; another $10 billion between 10 and 15 percent; and so forth. Cumulate these data and present them graphically, putting the expected rate of return (and the real interest rate) on the vertical axis and the amount of investment on the horizontal axis. 

What will be the equilibrium level of aggregate investment if the real interest rate is
 (a) 15 percent 30billion, (b) 10 percent 20billion and (c) 5 percent?--> 10bil


2.  If real interest rate increases, how does it affect investment demand and how does it affect investment schedule?
[image: ]


Quiz on the Expenditure Model 
  1. C 2. D 3. B 4. B 6. B 7. B 8. A
1. A private closed economy includes: 
A. households, businesses, and government, but not international trade. 
B. households, businesses, and international trade, but not government. 
C. households and businesses, but not government or international trade. 
D. households only. 

2. The equilibrium level of GDP in a private closed economy is where:
A. MPC = APC. 
B. unemployment is about 3 percent of the labor force. 
C. consumption equals saving. 
D. aggregate expenditures equal GDP. 

3. The equilibrium level of GDP is associated with:
A. an excess of planned investment over saving. 
B. no unintended changes in inventories. 
C. an unintended decrease in business inventories. 
D. an unintended increase in business inventories. 

4. Suppose that the level of GDP increased by $100 billion in a private closed economy where the marginal propensity to consume is 0.5. Aggregate expenditures must have increased by:
A. $100 billion. 
B. $50 billion. 
C. $500 billion. 
D. $5 billion. 

6. An increase in the investment demand curve will:
A. Shift the investment schedule downward 
B. Shift the investment schedule upward 
C. Decrease the quantity of investment 
D. Decrease the real rate of interest 

7. Saving and investment are, respectively:
A. An injection and a leakage 
B. A leakage and an injection 
C. Wealth and income 
D. Income and wealth 

8. If GDP exceeds aggregate expenditures:
A. Saving will exceed planned investment 
B. Planned investment will exceed saving 
C. Planned investment will exceed actual investment 
D. Injections will exceed leakages 


The following information is consumption and investment data for a private closed economy. Figures are
in billions of dollars.
C = 60 + .6Y
I = I0 = 30
1. Refer to the above data. The equilibrium level of income (Y ) is:
A) 360. B) 225. C) 200. D) 135.
Where I is planned investment, S is saving, and Y is gross domestic product (GDP).
I = I0 = 80 (6.3)
S = -80 + .4Y (6.4)
2. Refer to equations (6.3) and (6.4). The equilibrium GDP will be:
A) $160. B) $400. C) $360. D) $480.
[image: ]
3. In the diagram for a closed economy, at the $200 level of GDP:
A) consumption is $200 and planned investment is $50 so that planned aggregate expenditures
are $250.
B) consumption is $200 and planned investment is $100 so that planned aggregate
expenditures are $300.
C) consumption is $250 and actual investment is $50 so that aggregate expenditures are $300.
D) aggregate expenditures fall short of GDP with the result that GDP will decline.
4. In an economy, the value of inventories fell from $75 billion in 2000 to $63 billion in 2001. In
calculating total investment for 2001, national income accountants would:
A) decrease it by $75 billion. C) decrease it by $12 billion.
B) increase it by $63 billion. D) increase it by $138 billion.
5. 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
ANSWERS: b b a c c
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