Concordia University

Department of Economics

ECON 203 – INTRODUCTION TO MACROECONOMICS

Summer 2008
COMMON FINAL EXAMINATION VERSION 1 AND ANSWERS
STUDENT NAME: __________________________________________________________________________

STUDENT NUMBER: _______________________________________________________________________

Please read all instructions carefully.

1. This is a three-hour exam (180 minutes). The questions are worth 150 marks altogether. It is a good strategy to spend one minute per mark for your answers (150 minutes) and spend the remaining time (30 minutes) to review your answers.

2. The exam has 14 pages and it consists of four parts:

(i) Part I: 25 multiple-choice questions (25 marks);

(ii) Part II: Choose 5 out of 7 “true-false” questions (25 marks);

(iii) Part III: Choose 4 out of 5 long questions (60 marks), and 

(iv) Part IV: One “current events” question (40 marks).

3. Write all your answers on this exam. Do not use additional booklets.
4. You are allowed to use a non-programmable calculator. You may use either pen or pencil to provide your answers.
Part I: Twenty-five Multiple Choice Questions. Please record your answers in the computer scan sheet provided. Remember to write your name and ID on the scan sheet (Total=25 marks).

1. If nominal GDP is $750 million and real GDP is $600 million, the GDP deflator is

a. 37.5.

b. 66.67.

c. 100.

d. 125.

e. 150.

2. 
In Arbez, 100,000 people are in the labour force and the unemployment rate is 25%. As Arbez moves out of a recession and jobs increase, 20,000 discouraged workers become "encouraged" to search for jobs. The unemployment rate becomes

a. 20%.

b. 25.75%.

c. 35%.

d. 45%.
e. None of the above. (=37.5%) 

3.       If Japan’s GDP is higher than its GNP, then 

a. Japanese workers working outside of Japan earn more income than foreigners working in Japan.

b. Japanese workers working outside of Japan earn less income than foreigners working in Japan.

c. Japanese workers working outside of Japan earn the same amount as foreigners working in Japan.

d. Japan’s net exports must be positive.

e. Japan’s net exports must be negative.

4.       Which of the following is FALSE?

a. The bigger the multiplier, the higher the impact of a change in any autonomous variable on equilibrium output.

b. A discouraged worker is no longer in the labor force.

c. Unanticipated inflation benefits borrowers.

d. For a given nominal interest rate, the real interest rate is lower when there is a low inflation rate.

e. The marginal tax rate has a negative effect on the multiplier.

5.       If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should

a. Decrease taxes and decrease money supply.

b. Increase government expenditure and decrease money supply.

c. Decrease taxes and increase money supply.

d. Decrease government expenditure and increase money supply.

e. None of the above.

6. 
If consumption is $25,000 when income is $21,000, and consumption increases to $25,900 when income increases to $22,000, the Marginal Propensity to Save is

a. 0.9

b. -0.1

c. 0.1

d. -0.2

e. -0.3.

7. 
If consumption (C) is $30,000 when income is $22,000, and C increases to $32,000 and MPS is 0.2, then the new income is

a. $22,500

b. $23,500

c. $24,500

d. $25,500

e. None of the above.

8. 
Because the Canadian dollar value has fallen, Rosanna chooses to take her vacation skiing in Banff, Canada, rather than going to the U.S. This is an example of the Bank of Canada using monetary policies to keep a weak Canadian $ in order to 

a. Stimulate investment spending.

b. Increase exports.

c. Decrease imports.

d. Reduce exports.

e. Keep exports constant.
9.
Which of the following statements is/are CORRECT?

a. When the interest rate rises, it becomes more expensive to borrow, and fewer investment projects are undertaken.

b. When the interest rate rises, it has no effect on investment if this person has all the money needed to start up his project.

c. When the interest rate rises, it becomes less costly to borrow, and more investment projects are likely to be undertaken.

d. Both a and b.

e. None of the above.

10. 
If taxes depend on income, then the size of the government expenditure multiplier__ it would be if taxes were a constant.

a. could be either larger than or smaller than

b. is larger than

c. is equal to what

d. is smaller than

e. none of the above.

11.
The Canadian dollar (C$) can buy around US$0.90. If the Bank of Canada does not want the C$ to strengthen further,  

a. It should raise taxes.

b. It should raise the interest rate.

c. It should drop the interest rate.

d. It should do both (a) and (c).

e. It should do all of the above.

12.
If the Bank of Canada sells bonds in an open market, the present value of the bond will ____ and the interest rate will ___.

a. increase, increase

b. increase, decrease

c. decrease, increase

d. decrease, decrease

e. decrease, not be affected.

13.
The M1 measurement of “money” includes _________, and is worth approximately _______.

a. Cash only, $180 billion.

b. Cash and chequing deposits, $180 billion.

c. Cash and chequing and savings deposits, $180 billion.

d. Cash and chequing and savings deposits, $600 billion.

e. Cash and chequing and savings deposits, $1,200 billion.

14.
A chequing deposit in a bank is considered __________ of that bank.

a. a liability

b. an asset

c. net worth

d. capital

e. none of the above.

15. 
Canada had a fixed exchange rate system with the US$ from 


a. 
1949–1968.


b. 
1960-1982.


c. 
1962-1970.

d. 
1905-1960.


e. 
1971-1983.

16.
If one Canadian dollar buys US$0.85, and one Euro buys US$1.20, then one Euro should buy

a. C$1.02.

b. C$1.41.

c. C$1.64.

d. C$2.

e. Cannot be determined.

17.
If China has a recession, it is likely that the Canadian dollar will ___because our commodity exports to them will _______.

a. Appreciate, drop.

b. Appreciate, rise.

c. Depreciate, drop.

d. Depreciate, rise.

e. Stay constant, stay constant.

18.
Which of the following does not affect potential GDP?

a. The quantity of human and physical capital available.

b. The quantity of land and resources available.

c. The level of technology available.

d. The price level.

e. Pollution.

19.      If a country’s capital account is positive, this country is a ____ and its balance of payments is ____.

a. Lender, zero.

b. Borrower, zero.

c. Lender, positive.

d. Borrower, positive.

e. Lender, negative.

20.
The BOC wants the inflation rate to lie in between

a. 0% and 3%.

b. 1% and 2%.

c. 1% and 3%.

d. 4% and 6%.

e. 5% and 8%.

21.
Continued long run economic growth would be fostered by 

a. expansionary fiscal policy. 

b. elimination of an output gap. 

c. decreasing taxes on consumer goods. 

d. technical change embodied in physical or human capital. 

e. All of the above.

22. If the reserve ratio of all commercial banks is 0.1 and the currency drain ratio of the public is 0.1, then an open market purchase of bonds by the central bank of $10 million will result in

a. $50 million increase in money supply. 

b. $50 million decrease in money supply.
c. $55 million increase in money supply.
d. $55 million decrease in money supply.

e. None of the above.

23. If a country’s current account = - $50 and its capital account = $40, the official reserves transactions would be equal to

a. $10, and the central bank is selling foreign exchange reserves.

b. $10, and the central bank is buying foreign exchange reserves.

c. -$10, and the central bank is selling foreign exchange reserves.
d. -$10, and the central bank is buying foreign exchange reserves.
e. None of the above.
24.
Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada attempts to lower interest rates relative to the U.S. interest rates, the problem it would encounter is

a. A downward pressure on the value of the Canadian dollar.

b. An upward pressure on the value of the Canadian dollar.

c. A need to increase money supply in order to lower the interest rate.

d. A need to increase money supply in order to raise the interest rate.

e. None of the above.

25. 
Suppose a panic causes financial traders to sell off C$. Under a fixed exchange rate system with the US$, the Bank of Canada would have to 


a. 
sell US$ reserves, and the Canadian money supply would drop. 


b. 
buy US$ reserves, and the Canadian money supply would drop.


c. 
sell C$, and the Canadian money supply would rise 


d. 
buy C$, and the Canadian money supply would rise.

e.    None of the above.

Part II: Answer FIVE of the following seven questions in the allotted space. If more than five questions are answered, only the first five will be marked. State whether each statement is true or false and explain. Use graphs to support your answers when applicable. No marks will be awarded to simply stating “true” or “false” without explanation (Total=25 marks).

1. The equilibrium or natural unemployment rate is never equal to zero, and the equilibrium unemployment rate in Canada is around 10%.

Ans: False ( True that there will be structural, frictional and seasonal unemployment so that the natural rate is non-zero, but the Canadian natural rate is around 7%.
2. An increase in government spending has no effect on equilibrium income (output) if it is financed by an equal increase in lump sum (constant) taxes.

Ans: False ( increase in G affects first round by (G, while a tax cut affects the first round by MPC*(C; tax cut is weaker. For example, MPC=0.8. Let (G=$1, so (Y=5. With tax cut, disposable income rises by $1, but consumption rises only by 0.8, so (Y=4. 

3. Wealth effects and net export effects are used to derive the aggregate supply curve, while the GDP income approach is used to derive the aggregate demand curve.

Ans: False ( AS derived from income approach (Y=wages+profits+etc), but AD is derived from wealth and net export effects (P rises, real wealth drops, AD quantity lower).
4. Monetary base is the same as money supply (M1).

Ans: Monetary base is cash held by public as cash and banks as reserves; M1 is cash + chequing deposit creation of banks. Total reserves * money multiplier gives total deposits.
5. Under a flexible exchange rate system, if Canadian interest rates are higher than US interest rates, then this implies we expect a depreciation in the Canadian dollar in the future.

Ans: True ( UIRP says ic = ius + (expected rate of change in the C$). If ic > ius, then the (expected rate of change in the C$) is positive, which means we expect a depreciation of the C$. Basically, the Americans will stop demanding more Canadian assets only if the payment of the Canadian assets in C$ will exchange for fewer US$ in the future. The expected depreciation of the C$ offsets the attractiveness of the higher Canadian interest rate.
6. A fixed exchange rate helps a central bank to pursue an independent monetary policy.

Ans: False ( Canada’s central bank has to follow US Fed’s monetary policies if the C$ were pegged to the US$.
7. The U.S. trade deficits (NX<0) are related to its tax cuts and high investment rates.

Ans: True ( NX=(S-I)+(T-G), so the lower is T and higher I, the lower is NX. If a country is borrowing, it must be its private sector is borrowing (S-I)<0, or public sector is borrowing (T-G)<0, or both.
Part III: Answer FOUR of the following five questions. If more than four questions are answered, only the first four will be marked (Total=60 marks).

Question #1 (15 marks)

Unemployment and Output Gaps

Assume that full-employment GDP (Yp) is equal to 550 and it remains constant throughout the years below. Leave all decimals to two places.

[image: image1.emf]Labor                          Employment Unemployment  Population Real GDP Output Gap

Force                         (thousands) Rates (%) (millions) 2000 Inflationary (+)

Year (thousands) Unemployed Employed prices Recessionary (-)

2000 12,600
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528 -

2002 13,011
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8.839 25.6

535.271 -

2003 13,218 1,031
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25.9
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2004

14,400

1,000 13,400 6.944444444 26.2

556.11111 +

2005

15,150

950 14,200 6.270627063 26.6
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27

566.06 +


(i) Refer to the table above:

(a) Fill in the columns for labour force, unemployed, employed and unemployment rates (4 marks).

(b) Using Okun’s law, fill in the column for Real GDP. Let ∆U=Ut-Un, where t=2000, 2001,…,2006. You are calculating the ∆U compared to Un for each year and %∆Yt-%∆Yp. Note that %∆Yt= (Yt-Yp)/Yp *100. Hint: You need to determine the value of Un first (4 marks).

(c) Given your answers in (b), fill in the column for output gap. If it is neither an inflationary nor recessionary gap, fill in “NA” (4 marks).

(ii) Explain intuitively how an economy will adjust from a short run recessionary gap back to the long run level of Yp without any fiscal or monetary policy intervention (3 marks).

Ans: wages drop, AS shifts right.
Question #2 (15 marks)

Suppose the demand for money is given by 

Md = 900 – 50i
where Md is the quantity of money demanded (in billions of dollars) and i is the interest rate in percentage. The supply of money is set at $400 billion. The aggregate expenditure (AE) in billions of dollars is 

AE = 0.6Y + 1,500

(i) Compute the equilibrium interest rate in the money market and the equilibrium real GDP. The interest rate value is in percentage. For example, if i=2, it means the interest rate is 2%  (4 marks).

Ans: i=10, Y=3750.
(ii) The BOC has decided to increase the money supply by $100 billion. For the time being, we suppose the spending in the economy is NOT sensitive to the change in the interest rate. Compute the equilibrium interest (2 marks).

Ans: i=8.
(iii) Now let us suppose that every 1 percent point decrease in the interest rate stimulates the spending in the economy by 250 billion dollars. However, the quantity of money demanded is never affected by the change in the real GDP. Compute the equilibrium real GDP given the change in part (ii) (4 marks).  

Ans: AE=0.6Y+2000, so Y=5000.
(iv) Finally, we suppose that every 1,000 billion dollars increase in the real GDP creates an additional money demand by 50 billion dollars. Find the new equilibrium interest rate (5 marks). 

Ans: Md=900-50i+0.05((Y)=500, i=9.25%.

Question #3 (15 marks)

Taylor Rule for Monetary Policies:

The Taylor rule states that a central bank can monitor inflation and GDP by following the equation given by 

i = i0 + (π-π*) + (Y-Yp). In reality, the Bank of Canada does seem to follow this rule, with targeted inflation rate (*=2%. Suppose the current inflation π=π*=2%, and Y=Yp. Let i0 = 5%. 

(i) Find the value of i (1 mark).


Ans: i=5%.
(ii) Now suppose a drop in investment confidence leads to Y-Yp= - 2%. Let us put aside inflation rates for now. According to Taylor rule, what interest rate should the Bank of Canada now set? (2 marks)

Ans: i=3%.
(iii) How would you expect π to change given the change in i you have found above? Explain what happens to AE and AD (2 marks).

Ans: ( (, AE and AD shift up.
(iv) Suppose π=π*-0.75∆i. Find the new π (3 marks).

Ans: (=3.5%.
(v) Suppose the Bank knew that this would have been the new π. In order to balance between inflation and GDP targets, it has to set a new interest rate weighing both of these effects. Now find the new i that the Bank should set (3 marks).

Ans: i=3.857. (Note: You need to solve the interest rate as an unknown variable – cannot substitute the interest rate from (ii) to find the interest rate here. See Lyryx question for detailed steps.)
(vi) Using the exchange rate demand and supply diagram, explain what would happen to the value of the Canadian dollar. Also explain why the goals of keeping ( low and Y high are usually contradictory (4 marks).
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Canada (Billions)

BB (% of Y) -2.8 -7.0 -8.2 -7.8 -8.6 -7.1 -5.4 -4.3 -4.6 -5.8
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Ans: Drop in interest rate will lead to increase in demand for US$, e rises, NX rises, ( (. 
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Demand shifts up, e rises, US$ appreciates, C$ depreciates.

Question #4 (15 marks)

I.    CPI:

Your father stopped drinking beer in 2005. When you asked him why he stopped, he said, “I stopped because it was just getting too expensive. In 1990, beer was only $24 per case. The last case I bought in 2005 was $32, and I just couldn’t justify spending $8 more on a case of beer.” Assume the CPI in 1990 was 78.4 and the CPI in 2005 was 107.

(i) What is the equivalent cost of a 1990 case of beer measured in 2005 prices? (2 marks)

Ans: $24*107/78.4=$32.76.
(ii) What is the equivalent cost of a 2005 case of beer measured in 1990 prices? (2 marks)

Ans: $32*78.4/107 = $23.45.
(iii) Has the real price of beer increased or decreased? Explain (2 marks). 

Ans: No, the real price has dropped.
II.   Government Budget:

The following table shows Canada’s actual values for budget balance (BB), structural budget balance (SBB) and output gap. All values are expressed as a percentage of Y or Yp. Source: www.imf.org.


Focus on the absolute values of the numbers above, i.e., we drop the negative sign when we compare the magnitudes of the numbers.

(i) Consider the years 1981-1986: What caused the values of BB >SBB? Were discretionary fiscal policies expansionary or contractionary? Explain (3 marks).

Ans: Recessionary Y, expansionary fiscal policies since SBB is rising.
(ii) Consider the years 1987-1990: What caused the values of BB<SBB? Were discretionary fiscal policies expansionary or contractionary? Explain (3 marks).

Ans: Improved Y, expansionary fiscal policies since SBB is rising.
(iii) As an economist, are you more concerned with the values of BB or SBB? Explain (3 marks).

Ans: SBB, since the recovery of Y from recession will not improve these deficits. SBB changes are due to discretionary fiscal policy changes. SBB deficits will not narrow automatically over time.
Question #5 (15 marks)

In this question we analyze the Canadian economy. The simplified economy is specified as follows: 

A.   Goods market, all values are in billions of C$:

B.  Money market, all Md values are in billions of C$:


- Consumption expenditure:  C  = 140 + 0.8(Y-T)
- Interest rate: i = 0.1 or 10%.

- Investment expenditure: I  = 175 – 350i


- Money demand: Md =150 – 500i.

- Government expenditure: G = 200

- Lump-sum constant taxes: T = 200

- Exports=80

- Imports=0.2Y

Given the above information, solve for the following:

(i) 
The equilibrium Y and money supply (2 marks).


Ans: Ms=100, Y=1000.
(ii) The Conference Board of Canada has recently announced that consumer confidence in Canada dropped in the month of November 2007. Let the drop in consumer confidence to be equal to 10 points, so now C=130+0.8(Y-T). 

(a) Find the value of the goods market multiplier (1 mark).

Ans: 1/(1-0.8+0.2) = 2.5.
(b) Find the new Y, by either using the long calculation method or by using the multiplier (2 marks).

Ans: Y=975.
(c) Explain intuitively how the drop in consumer confidence would affect the economy through the multiplier. Use three rounds of effects to demonstrate the multiplier effects. Let the first round be related to car purchases, the second round related to clothing, and the third round related to food (6 marks).

Ans:  Round 1 ( (Consumer Confidence=-10, so (Y = -10.

Round 2 ( (Y= -10, but (C= -8 only, and not all –8 is suffered by Canadian firms because imports will also fall ( imports fall by 0.2Y, so imports fall by 2 ( the net drop in Y of Canada is only –6.


Round 3 ( (Y= -6, so (C = -4.8, but imports fall by 1.2, so net drop in Y of Canada is only –3.6.

(iii) Suppose the Bank of Canada (BOC) is trying to reverse this adverse effect on the economy. For simplicity, it is not concerned about inflation for now. Find the new i and money supply required in order to push the Y level back to the original Y level that you have found in (i) (4 marks).

Ans: Want (I=10, so need new 150=175-350i, so i=0.07143, Ms=114.293.
Part IV: Answer the following question (Total = 40 marks).

The Canadian economy was operating at Y=Yp on the LAS curve before the following events took place. 
Now we use the AD/AS/LAS setting with the initial price and GDP levels at P0 and Y0, respectively.

Consider the following article from www.globeandmail.com:

U.S. slowdown to hit Ontario says Dodge

HEATHER SCOFFIELD 

Globe and Mail Update, August 29th, 2006

NIAGARA-ON-THE-LAKE, ONT. — Canada's economy will take a hit because of the U.S. slowdown… Ontario's industrial base is the most vulnerable to the U.S. slowdown, since American consumers are cutting back on automobiles and housing.

(i) Given the above article, use the AD/AS/LAS diagram to illustrate how Canada’s economy will be affected in the short run. Explain in words which curve would shift and why. How would the unemployment rate and inflation rate be affected? Explain (5 marks).





Ans: AD shifts inward since NX drops. Un higher, P lower.

(ii) Suppose that neither the Bank of Canada nor the government respond to the U.S. slowdown. Explain how the Canadian economy will adjust back to the long run equilibrium. Demonstrate your results graphically in your diagram in (i) (5 marks).

Ans: Wages will drop, SAS shifts down, P lower, Y goes back to original position.
Consider the following article from www.cbc.ca:

Canadian economy in for 'bumpy ride,' TD Bank  predicts

Last Updated Mon, 18 Sep 2006 14:26:38 EDT

Canada's economy will feel the effects of a U.S. slowdown in 2007, but will fare better than its American counterpart, according to a forecast from TD Economics… A weaker U.S. economy has several implications for Canada, the TD forecast says. Among them:

a) The Bank of Canada will cut its key lending rate by half a percentage point in early 2007.

b) Weakening U.S. demand will lead to a drop in commodity prices, such as copper, steel and wood prices. 

c) The large U.S. current account deficit continues to weigh on the value of the US $.  

(iii) Referring to (a): Use the money market diagram to show how the money supply in Canada will be affected. Also describe how this policy will affect the Canadian economy by using (describing how) the AD/AS/LAS diagram (will be affected) (5 marks).


Ans: i drops, Ms shifts right, I rises, e drops and NX rises, so AD rises back to its original position.

(iv) Referring to (a) and (b): Use the foreign exchange diagram to show how the value of the Canadian dollar will be affected. Also describe how this will affect the Canadian economy by using the AD/AS/LAS diagram (5 marks).


Ans: Canadian exports command lower prices, so demand for C$ drops, e drops, NX of Canada rises, AD rises.

(v) Referring to (c): Would you expect the Canadian dollar to fall back to the level of US$0.65, similar to the 1999 levels? Why or why not? Explain (5 marks).

Ans: However, the continuing rise in US deficits will place a downward demand for US bonds and hence a downward pressure on the US$. Unlikely C$ will drop back to 0.65.
Consider the following article from www.globeandmail.com:

Bank of Canada cuts growth forecast

TAVIA GRANT 

Globe and Mail Update, October 17th, 2006 

The Bank of Canada left its key lending rate unchanged Tuesday at 4.25 per cent and lowered its economic forecast.

It's the third time in a row the central bank has left rates on hold as inflation quickens in Alberta, but remains muted in the rest of Canada. For the first time, the central bank said it expects core inflation to creep above its 2-per-cent target over the near term. 

Economists said the statement suggests the central bank won't likely budge on the interest-rate front any time soon.

“Although the bank did, indeed, lower its forecast for economic growth, there is not even a whiff of potential rate cuts in its statement,” said Marc Lévesque, chief strategist at TD Securities Inc., in a note. “The bank is clearly still in wait-and-see mode.” 

The target for the overnight rate dictates to major banks the average lending rate the Bank of Canada wants to see in the marketplace when they lend each other money for one day, or “overnight.” The overnight rate influences everything from mortgage rates and credit card rates to the Canadian currency. At 4.25 per cent, the overnight rate is the highest since 2001.

(vi) Explain intuitively why the Bank of Canada is in “wait-and-see mode” regarding cutting the key lending rate even though it is very likely the U.S. recession will negatively affect the Canadian economy (5 marks).

Ans: Waiting to see how badly the US economy will suffer, and how high the inflation in Alberta will rise to. It fears that if i is cut, ( will rise even further fueled by AB. If it raises i to push down (, the rest of the Canadian economy will suffer further.
(vii) What must be the value of the bank rate? (1 mark) 

Ans: 4.5%
(viii) Explain intuitively why mortgage rates are affected by the overnight rate (1 mark).

Ans: Overnight rate is a cost of production. If banks have to pay more to operate, they charge their customers a higher rate as well, so mortgage rates will also rise.
Consider the following article from www.globeandmail.com:

Canada's education lead in peril, OECD suggests

CAROLINE ALPHONSO 

Globe and Mail Update, September 12th, 2006 

Canadians are the best educated in the developed world, but a new report warns that this title may soon be lost as fewer young people enroll in universities and colleges.

The Organization for Economic Co-operation and Development's Education at a Glance released Tuesday shows that 53 per cent of Canadians aged 25 to 34 have either a university degree or college diploma, above the 31 per cent average of member countries.

Since 1995, however, the enrolment rate in Canada has increased by only 1 per cent, the report states. The report also found that other countries are surpassing Canada in the number of young people attaining a high-school diploma. Although 91 per cent of 25-to-34-year-olds have completed high school in Canada, the proportion reaches 96 per cent in Norway and 97 per cent in Korea.

”Canada does not have any room to be complacent about these trends,” Mr. Conlon from the Canadian Association of University Teachers said. ”Canada is falling behind. If this trend continues, we'll be overtaken by most of the other countries.”

(ix) Based on the above article, how would Canadian GDP be affected? In the AD/SAS/LAS model, which curve will be affected? Explain, no diagram necessary (2 marks). 

Ans: LAS likely to not shift to the right too much. LR growth would be stymied.
Consider the following article from http://environment.guardian.co.uk/climatechange/story/0,,1927416,00.html:

Blair warns of climate change 'tipping points' 
Nicholas Watt in Lahti, 
Guardian Unlimited, Friday October 20, 2006
Tony Blair warned today that the world will reach "catastrophic tipping points" on climate change within 15 years, unless serious action is taken to tackle global warming. In his strongest warning yet on the environment, the prime minister will tell fellow EU leaders that the world faces "conflict and insecurity" unless it acts now. "We have a window of only 10-15 years to take the steps we need to avoid crossing catastrophic tipping points," Mr Blair says, in a joint letter with his Dutch counterpart, Jan Balkenende.

(x) Based on the above article, how would Canadian GDP be affected? In the AD/AS/LAS model, which curve will be affected? Explain, no diagram necessary (2 marks).

Ans: LAS will shift left due to destruction of resources. 

(xi) Describe two policies that the Canadian government can adopt to respond to your answers in (ix) and (x) (4 marks).

Ans: Increase education funding; increase commitment to Kyoto.
The End… Have a Great Summer!!!
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