Concordia University
Department of Economics
ECON 203 – INTRODUCTION TO MACROECONOMICS, SECTION 2I

LAST NAME_______________________________________    FIRST NAME____________________________

STUDENT ID ____________________________

Instructions: 
1. The exam lasts 60mns.
2. The exam is worth 100 points in total
3. Write your answers for part I (the multiple choice section) in the blanks below. You won’t get credit for circled answers. There is no need to explain your answers for the multiple choice questions.
4. You must show your work for parts II and III, where you must answer all the questions. 
5. Good luck!

Part 1 : Multiple choice questions (30 points)

	1.	__B____
	6.	___D___

	2.	__C____
	7.	__A____

	3.	__C____
	8.	___C___

	4.	___B___
	9.	__B____

	5.	__D___
	10.	___C___









1. Whih of the following would be included in the calculation of GDP for 2001?
A. the price of a home built in 1991 and sold in 2001
B. the price of a new punch press built and purchased in 2001 to replace a worn out machine 
C. the price of a classic 1960 Thunderbird purchased in 2001
D. the price of 100 shares of Imperial Oil stock purchased in 2001

2. Real GDP is nominal GDP adjusted for
A. changes in the quality of goods and services.
B. value added during a previous year.
C. the percentage rate of change in the price level.
D. changes in the cost of intermediate goods and services.

3. The profits from a Canadian owned company in France are included in Canadian _____ and French ______.
A. GDP; GDP.
B. GDP; GNP.
C. GNP; GDP.
D. GNP; GNP.

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. 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.

6. The unemployment rate is the
A. number of unemployed people.
B. number of people who would like to be employed but can find work.
C. fraction of people who are not working.
D. The number of unemployed workers divided by the labour force.

7. If the Consumer Price Index is 130 at the end of 2001 and, at the end of 2002, it is 140, then during 2002 the economy experienced
A. inflation
B. deflation
C. indexing
D. deflating

8. Potential output is:
A. a measure of market production without adjustment for inflation
B. Nominal GDP, after the effects of rising prices have been removed
C. real GDP the economy can produce on a sustained basis without generating inflationary pressure
D. the output at which everybody has a job

9. An inflationary gap is characterized by: 
A. full employment and stable inflation
B. Low unemployment, inflationary pressure
C. High unemployment, low inflation pressure or deflation
D. stable output and employment

10. Economists use the term money to refer to
A. income. 
B. profits. 
C. assets used for transactions. 
D. earnings from labor. 

Part II – Answer all questions (20 points)

1. Explain whether this statement is true or false. Marks are based solely on explanation. 
To ignore the production of intermediate goods when measuring the total product of a country is a mistake because it ignores the work, the efforts and the incomes of millions of citizens. (5 points)
False. The value of intermediate goods is captured in the value of the final good. Thus, the effort of intermediate goods producers is not ignored in the GDP numbers.




2. Give two reasons why real GDP per capita is not a good measure of the standard of living for a nation. (5 points)
Real GDP per capita does not measure all of the nonmarket production that goes on in households. It also does not recognize the fact that income is not equally distributed among the nation’s citizens. 
(In addition, any limit of the GDP is good)


Current event
3. « […] Other budget highlights include: $270 million for 3,250 new social-housing units, including 500 for the homeless. »
(PQ government tables budget, touts economic performance amid election talk, Andy Blatchford says, The Canadian Press)

According to the above article, what component of aggregate expenditure changes? Explain how this change can affect equilibrium GDP. Illustrate the changes graphically, using the AE curve, the Budget balance curve or the AD-AS model. (5 points)

This is government spending. In our model, aggregate expenditure is defined as C+I+G+NX. As government 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 government expenditure will increase production.


4. « Finance Minister Jim Flaherty said in an interview that Canada’s unemployment rate is too high and his government will try and do better at getting Canadians working again as part of commitments made by Group of 20 countries at a summit over the weekend. »
(After G20 summit, Flaherty vows Ottawa will do better on fighting unemployment, IAIN MARLOW, The Globe and Mail)

Explain what impact would 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 points) 
This article emphasizes the necessity to bring the unemployment rate at its natural level.  

The economy is not producing at Y potential, as the unemployment rate is too high. The effect of the Finance Minster promise are the following :
· decrease unemployment rate, this leads to higher wage income, then higher consumption  (the AD curve shifts upward) 
· Therefore the level of output (or income) is higher
· This put pressure on the market prices, leading to higher inflation. 


[bookmark: _GoBack]

Part III: Short answers 
1. Consider the following economy. (35 points)
Autonomous consumption, 40 
Marginal propensity to consume, 0.80
Investment, 40 
Government expenditure, 20
Exports, 20
Marginal propensity to import, 0.10 
Autonomous imports, 0.

i. Find equilibrium income and illustrate the equilibrium on a fully-labeled diagram. (Assume no taxes). (6 points)
C=Co+c(Y-T)=40+0.8Y, since T=0; I=40; G=20; NX=20-0.10Y
AE=120+0.7Y;
Equilibrium: AE=Y, Y=120+07Y; Y*=120/0.3=400

ii. If Yp = 380 how much is the output gap and what kind of gap is it? (4points)
Output Gap=Y-Yp=400-380=20; inflationary gap


iii. What is the multiplier for this economy? (4 points)
Multiplier =1/1-solpe(AE)=1/0.3=3.33

iv. Now assume a tax rate t = 0.2. What is the multiplier with the new tax rate? Assuming everything else remains the same, including G = 20 (3 points)

C changes to 40+0.8(Y-0,2Y)=40+0.8(1-0.2)Y=40+0.64Y
Then AE=120+0.64Y-0.10Y=120+0.54Y, solpe of AE is 0.54. 
Multiplier=1/1-0.54=1/0.46=2.17

what is the new equilibrium income? (4 points)


Ye=120*Multiplier=120*2.17=260.87


calculate private, public and national saving? (6 points)

private saving: Sp=Yd-C=(1-t)Y-C=0.8*260.87-(40+0.64(260.87))=208.7-40-166.96=1.74
Public saving Sg=T-G=0.2*260.87-20=52.17-20=32.17
National saving S=Sp+Sg=33.91

v. Find the level of Y at which the government budget is balanced (5 points)


Government budget balanced G=T, 20=0.2Y, Y=20/0.2=100

vi. Graph and label the budget balance function and identify these budget balance points. Comment on the budget balance at equilibrium income relative to the structural budget balance (5 points)

    		    SBB	

			33.91	
			BB=0								
						        100	260.87		     Yp=360



2. Consider the following data collected from a country:  (15 points)
	Total population
	
	1121

	Population under 15 years of age or institutionalized
	
	360

	Retired persons 
	
	80

	Homemakers
	
	70

	Unemployed
	
	22

	Part-time workers looking for full-time jobs
	
	19

	Full-time students ages 15 years and older
	
	124



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

Labour force= 1121 – 360 – 80 – 70 – 124 = 487
Population active = 1121-360-80= 681

ii. Calculate the employment, the unemployment and the participation rates.  Show your calculations. (6 marks)

Employment rate=#employed/working age population=(487-22)/(681)=68.28%
Unemployment rate=#unemployed/labour force=22/487=4.52%
Participation rate=labour force/Active population=487/681= 71.5%

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. (4 points)


Natural unemployment rate=3%+1%=4%
Cyclical unemployment= 4.52%-4%=0.52%
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