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1) In a given year, an economy has consumption of $16000, investment of $11000, government purchases of $14000, exports of $1200, imports of $1100 and transfer payments of $1400. What is the GDP? (3marks)

Y=C+I+G+(E-I)= $16000+$11000+$14000+($1200-$1100)= $41100	
Equation: 1 mark
Final answer: 2marks



2)Suppose an economy produces only cranberries and maple syrup. Last year, 200 units of cranberries are sold at $3 per unit, and 600 units of maple syrup are sold at $6 per unit. If the price of cranberries was $2 per unit and the price of maple syrup was $5 per unit in the base year, what are nominal GDP, real GDP and GDP deflator (5marks)

Nominal GDP 200*3+600*6=4200 (1 marks)
real GDP 200*2+600*5=3400 (2marks)
[bookmark: _GoBack]GDP deflator= (Nominal GDP/ real GDP) *100=4200/3400*100=123.52 (2marks)
	

3)Table 1
	Year
	Price of pork
	Price of corn

	2012
	$6 
	 $9

	2013
	$7 
	 $15


Refer to the Table 1. Suppose that the basket of goods in the CPI consisted of 10 units of pork and 20 units of corn. What is the consumer price index for 2013 if the base year is 2012? (4marks)

Cost of basket in 2012: 10*6+20*9=240   (1mark)
Cost of basket in 2013: 10*7+20*15=370   (1mark)
CPI 2013=cost of basket in 2013/ cost of basket in 2012 * 100=[(370/240]*100=154.16	(2marks)

Refer to the Table 1. Suppose that the basket of goods in the CPI consisted of 10 units of pork and 20 units of corn. What is the inflation rate for 2013? (4marks)

CPI 2013=[(370/240]*100=154.16
CPI 2012: [(240/240]*100=100 (1mark)
Inflation rate=[(154.16-100)/100]*100=54.16 percent  (3mark)



1- Which of the following best defines human capital? (2 marks)
a.	the knowledge and skills that workers acquire through education, training, and experience	
b.	the stock of equipment and structures that is used to produce goods and services	
c.	the total number of hours worked in an economy	
d.	the total amount that is paid in wages in an economy

2- Which of the following is considered human capital? (2 marks)
a.	better working conditions	
b.	safety in the workplace	
c.	the things you have learned this semester	
d.	machinery that requires a human to operate

3- Which of the following best defines technological knowledge? (2 marks)
a.	It is the same as human capital.	
b.	It is available information on how to produce things.	
c.	It is the resources expended transmitting society’s understanding to the labour force.	
d.	It is knowledge about new, unexploited natural resources.

4- Which of the following terms refers to the relationship between the quantity of output created and the quantity of inputs needed to create it? (2 marks)
a.	the capital accumulation function	
b.	technological knowledge	
c.	the production function	
d.	human capital

5- If a production function has constant returns to scale, how can output be doubled? (2 marks)
a.	by doubling labour	
b.	by doubling any one of the inputs	
c.	by doubling all of the inputs	
d.	by increasing all inputs by more than double

6- Other things equal, how do relatively poor countries tend to grow? (2 marks)
a.	They grow slower than relatively rich countries; this is called the poverty trap.	
b.	They grow slower than relatively rich countries; this is called the Malthus effect.	
c.	They grow faster than relatively rich countries; this is called the catch-up effect.	
d.	They grow faster than relatively rich countries; this is called the constant-returns-to-scale effect.

7- Samantha goes to the grocery store to make her monthly purchase of ginger ale. As she enters the soft drink section, she notices that the price of ginger ale has been raised by 15 percent, so she decides to buy some peppermint tea instead. Which of the following problems in the construction of the CPI is this situation most relevant to? (2 marks)
a.	substitution bias	
b.	introduction of new goods	
c.	unmeasured quality change	
d.	income effect

8- Recently there have been violent protests against the World Bank and the World Trade Organization. The protesters argue that these institutions promote free trade and also encourage corporations in rich countries to invest in poor countries. The protesters contend that these practices make rich countries richer and poor countries poorer. How would economists feel about these protesters’ views? (2 marks)
a.	They would disagree with the protesters because these practices will help make both rich and poor countries richer.	
b.	They would disagree with the protesters about free trade, but would agree with the protesters about corporate investment.	
c.	They would disagree with the protesters about corporate investment, but would agree with the protesters about free trade.	
d.	They would disagree with the protesters about free trade and corporations, but would agree that these institutions are not necessary.

9- Why are measurement problems in the consumer price index as an indicator of the cost of living important? (2 marks)
a.	because high rates of inflation cause voters to become unhappy	
b.	because politicians have manipulated the measurement problems to their advantage	
c.	because many government programs use the CPI to adjust for changes in the overall level of prices	
d.	because if the price level is overstated, consumers will be taken advantage of by sellers of consumer goods

10- You know that a chocolate bar cost five cents in 1962. You also know the CPI for 1962 and the CPI for today. Which of the following would you use to compute the price of the candy bar in today's prices? (2 marks)
a.	5 cents  (1962 CPI/ today’s CPI)	
b.	5 cents  (1962 CPI/(today’s CPI – 1962 CPI))	
c.	5 cents  (today’s CPI/1962 CPI)	
d.	5 cents  today’s CPI – five cents  1962 CPI

11- Which of the following best describes the relationship between the nominal interest rate and the real interest rate? (2 marks)
a.	The real interest rate is the nominal interest rate times the rate of inflation.	
b.	The real interest rate is the nominal interest rate minus the rate of inflation.	
c.	The real interest rate is the nominal interest rate plus the rate of inflation.	
d.	The real interest rate is the nominal interest rate divided by the rate of inflation.


12- Ms. Smith borrowed $1000 from her bank for one year at an interest rate of 10 percent per year. During that year the price level went up by 15 percent. Who loses and who gains because of the unexpected inflation? (2 marks)
a.	Ms. Smith loses 5 percent, but the bank gains 5 percent. .	
b.	Ms. Smith gains 5 percent, but the bank loses 5 percent.	
c.	Ms. Smith loses 10 percent, but the bank gains 5 percent.	
d.	Ms. Smith gains 10 percent, but the bank loses 5 percent.



13- What would an economist call the saws, lathes, and drill presses that woodworkers at Cedar Valley Furniture use to produce chests and cabinets? (2 marks)
a.	human capital	
b.	physical capital	
c.	natural resources	
d.	technological knowledge

14- What is the key difference between Thomas Malthus and Michael Kremer’s theories about population growth? (2 marks)
a.	Kremer argued that with greater population, society would generate more ideas so that growth of real GDP per person could continue. Malthus argued that increasing population would outstrip agricultural production and economies will eventually decline irreversibly.	
b.	Kremer argued that increases in population would reduce the amount of human and physical capital per worker so that eventually the standard of living would decline. Malthus argued that increases in technology would allow increased output growth so that even with population growth, society would enjoy a higher standard of living.	
c.	Malthus argued that with greater population, society would generate more ideas so that growth of real GDP per person could continue. Kremer argued that increasing population would outstrip agricultural production and economies will eventually decline irreversibly.	
d.	Malthus argued that increases in population would reduce the amount of human and physical capital per worker so that eventually the standard of living would decline. Kremer argued that increases in technology would allow increased output growth so that even with population growth, society would enjoy a higher standard of living.

15- When a country saves a larger portion of its GDP, will it have more or less investment? (2 marks)
a.	It will have less investment, and so it will have more capital and higher productivity.	
b.	It will have less investment, and so it will have less capital and higher productivity.	
c.	It will have more investment, and so it will have more capital and higher productivity.	
d.	It will have more investment, and so it will have less capital and higher productivity.

16- Which of the following terms refers to institutions that help to match one person’s saving with another person’s investment? (2 marks)
a.	the Bank of Canada	
b.	the banking system	
c.	the monetary system	
d.	the financial system

17- Which of the following terms refers to a certificate of indebtedness that specifies the obligations of the borrower to the holder? (2 marks)
a.	bond	
b.	stock	
c.	mutual fund	
d.	savings plan





18- Which of the following bonds would you expect to pay the highest interest rate? (2 marks)
a.	a bond issued by the federal government	
b.	a bond issued by Bombardier	
c.	a bond issued by Manitoba	
d.	a bond issued by a new restaurant chain

19- Which of the following refers to the sale of stocks and bonds to raise money? (2 marks)
a.	debt finance	
b.	equity finance	
c.	debt finance for stocks, and equity finance for bonds	
d.	equity finance for stocks, and debt finance for bonds

20- If Huedepool Beer runs into financial difficulty, how are bondholders and shareholders paid? (2 marks)
a.	Shareholders are paid before bondholders.	
b.	Shareholders are paid after bondholders.	
c.	Shareholders and bondholders are paid proportional shares of the company’s assets.	
d.	Shareholders receive all the company’s assets.

21- Which of the following best defines productivity? (2 marks)
a.	Productivity is the ability of a company to generate profit.	
b.	Productivity is the quantity of goods and services that a nation can produce in a year.	
c.	Productivity is the quantity of goods or services that a worker can produce in one hour.	
d.	Productivity is the ability of a company to produce goods and services.

22- Tom works 6 hours a day and Jerry works 8 hours. Tom can produce 6 baskets of goods while Jerry can produce 7 baskets. Which of the following can we conclude? (2 marks)
a.	Tom’s productivity is greater than Jerry’s.	
b.	Tom’s and Jerry’s productivities are equal because they both work one day.	
c.	Tom’s and Jerry’s productivities cannot be compared.	
d.	Tom’s productivity is lower than Jerry’s.

23- Which of the following happens when a person buys shares in a mutual fund? (2 marks)
a.	The person indirectly becomes owner or creditor to many companies.	
b.	The person lends to and borrows from the other shareholders in the mutual fund.	
c.	The person receives a fixed interest as long as he or she does not sell the shares.	
d.	The person lends money to the federal government.

24- In a closed economy, what remains after paying for consumption and government purchases? (2 marks)
a.	national disposable income	
b.	national saving	
c.	public saving	
d.	private saving



25- Suppose that in a closed economy GDP is equal to 15 000, taxes are equal to 3500, consumption is equal to 7500, and government expenditures are equal to 3000. What is public saving? (2 marks)
a.	–600	
b.	–500	
c.	500	
d.	600

26- In a closed economy, what is private saving? (2 marks)
a.	the amount of income that households have left after paying for their taxes and consumption	
b.	the amount of income that businesses have left after paying for the factors of production	
c.	the amount of tax revenue that the government has left after paying for its spending	
d.	the amount of tax revenue that the government has left after paying for transfers


27- Suppose that Parliament were to repeal an investment tax credit. Which of the following would most likely happen in the market for loanable funds? (2 marks)
a.	The demand and supply of loanable funds would shift right.	
b.	The demand and supply of loanable funds would shift left.	
c.	The supply of loanable funds would shift right.	
d.	The demand for loanable funds would shift left.

28- In a simple circular-flow diagram, how are total income and total expenditure interrelated? (2 marks)
a.	They are seldom equal because of the dynamic changes that occur in an economy.	
b.	They are equal only when all goods and services produced are sold.	
c.	They are always equal because every transaction has a buyer and a seller.	
d.	They are always equal because of accounting rules.

29- Over time, people have come to rely more on market-produced goods and less on goods that they produce for themselves. What would this change do by itself? (2 marks)
a.	It would make GDP fall over time.	
b.	It would not make any change in GDP over time.	
c.	It would make GDP rise over time.	
d.	It would change GDP, but in an uncertain direction.

30- How are intermediate goods treated in GDP computations? (2 marks)
a.	They are included so we can get a measure of sales.	
b.	They are excluded because their value is already counted in the value of final goods.	
c.	They are excluded because they are too difficult to measure.	
d.	They are included because they are final goods for the firm producing them.

31- A Canadian company owned by a Japanese citizen has opened a sushi restaurant in Romania. Where is the profit included? (2 marks)
a.	in Romanian GNP	
b.	in Canadian GDP	
c.	in Romanian GDP	
d.	in Japanese GDP

32- Which of the following is counted in Canadian GDP? (2 marks)
a.	goods and services produced by Canadian citizens working in the U.S.	
b.	American intermediate goods used in the production of Canadian final goods	
c.	Canadian final goods and services purchased by the American government	
d.	American final goods and services purchased by the Canadian government

33- In computing GDP, what is investment? (2 marks)
a.	spending on stocks, bonds, and other financial assets	
b.	spending on real estate and financial assets	
c.	spending on new capital equipment, inventories, and structures, including new housing	
d.	spending on capital equipment, inventories, and structures, excluding household purchases of new housing

34- Stephanie buys a designer dress produced by a Canadian-owned fashion shop in France. As a result, Canadian consumption increases. What happens as a result? (2 marks)
a.	Canadian net exports decrease, Canadian GNP increases, and French GDP is unaffected.	
b.	Canadian net exports decrease, Canadian GDP increases, and Canadian GNP is unaffected.	
c.	Canadian net exports decrease, Canadian GDP is unaffected, and Canadian GNP increases.	
d.	Canadian net exports are unaffected, Canadian GDP is unaffected, and French GDP increases.

35- What is the source of the supply of and demand for loanable funds, respectively? (2 marks)
a.	saving and investment	
b.	investment and saving	
c.	saving and saving	
d.	investment and investment

36- How does the supply of loanable funds curve slope? (2 marks)
a.	upward because an increase in the interest rate induces people to save more	
b.	downward because an increase in the interest rate induces people to save less	
c.	downward because an increase in the interest rate induces people to invest less	
d.	upward because an increase in the interest rate induces people to invest more

37- With respect to GDP, how are transfer payments treated? (2 marks)
a.	They are included in GDP because they represent income to individuals.	
b.	They are not included in GDP because they are not payments for currently produced goods or services.	
c.	They are included in GDP because the income will be spent for consumption.	
d.	They are not included in GDP because taxes will have to be raised to pay for them.


38- What does “substitution bias” in the consumer price index refer to? (2 marks)
a.	replacing old goods with new goods in consumer purchases	
b.	replacing low-quality goods with high-quality goods in consumer purchases	
c.	replacing expensive goods with cheaper goods in consumer purchases	
d.	replacing old-design goods with technologically advanced goods in consumer purchases


39- Which of the following is the consumer price index used for? (2 marks)
a.	to track changes in the level of wholesale prices in the economy	
b.	to monitor changes in the cost of living	
c.	to monitor changes in the level of real GDP	
d.	to track changes in the stock market

40- When the overall level of prices in the economy is increasing, what is the economy experiencing? (2 marks)
a.	economic growth	
b.	inflation	
c.	unemployment	
d.	deflation

41- Which of the following goods are supposed to be included in the CPI? (2 marks)
a.	all goods and services produced in the economy	
b.	all goods and services that typical consumers buy	
c.	all goods and services in the consumption component of the GDP accounts	
d.	all the goods, but not the services, in the consumption component of the GDP accounts


42- In sequence, what are the steps involved in calculating the consumer price index and the inflation rate? (2 marks)
a.	Choose a base year, determine the basket, compute the index, compute the basket’s cost, and compute the inflation rate.	
b.	Choose a base year, find the prices, determine the basket, compute the basket’s cost, and compute the inflation rate.	
c.	Determine the basket, find the prices, compute the basket’s cost, choose a base year and compute the index, and compute the inflation rate.	
d.	Determine the basket, find the prices, compute the index, choose a base year, and compute the inflation rate.
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