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Instructions: This exam contains two parts: part 15 questions and is 75 minutes long. You are required to answer all questions in the exam. Good luck!

Part A

1) 


If the cyclical unemployment rate is greater than zero, then the 


1) 


___A___ 

A) 


economy is operating at less than full employment. 

B) 


frictional unemployment rate is greater than the structural unemployment rate. 

C) 


real-wage unemployment rate is negative. 

D) 


economy is operating beyond full employment. 

E) 


economy is operating at full employment. 

             2)

Consider a small economy with real GDP of $1 billion and the total number of hours worked equal to 5 million. Which of the following is the best measure of labour productivity in this economy? 


2) 


___C___ 

A) 


real GDP per employed worker = $20 

B) 


real GDP per hour worked = $20 

C) 


real GDP per hour worked = $200 

D) 


real GDP per employed worker = $200 

E) 


indeterminable from the information provided. 

3) 


Suppose an employer and its employees enter into a wage contract specifying a wage increase of 2 percent. But suppose that the price level rises by 3 percent over the course of the contract. In this case,  


3) 


___D___ 

A) 


both employer and employees will benefit from increased purchasing power. 

B) 


the employees' purchasing power will rise. 

C) 


both employer and employees will experience a loss of purchasing power. 

D) 


the employees' purchasing power will fall. 

E) 


the employer will experience a greater fall in purchasing power than would have occurred if the price level had held steady. 

4) 


Suppose a Canadian firm imports $5000 worth of frisbees from China and sells them for $10 000. The effect on GDP would be 


4) 


___A___ 

A) 


to increase the value of GDP by $5000. 

B) 


to increase the value of GDP by $15 000. 

C) 


to decrease the value of GDP by $15 000. 

D) 


to increase the value of GDP by $10 000. 

E) 


no effect on GDP since the frisbees were produced outside of Canada. 

5) 


Which of the following statements about national-income accounting is correct? 


5) 


___B___ 

A) 


The total value added in the economy is equal to the sum of all components in the circular flow of expenditure and income. 

B) 


The value of the expenditure on a nation's output is equal to the total income claims generated by producing that output. 

C) 


GDP from the expenditure side and GDP from the income side differ by the amount of investment in the economy. 

D) 


GDP on the income side is calculated by adding up total expenditure for each of the main components of final output. 

E) 


GDP on the expenditure side is calculated by adding up all the income claims generated by the act of production. 

6) 


An example of an item that would be excluded from a measure of GDP from the expenditure side is  


6) 


___C__ 

A) 


the purchase of a tattoo for Mary Smith's ankle. 

B) 


the purchase of windows by an automobile assembly plant. 

C) 


government pension payments to a retired person. 

D) 


a new truck purchased by a furniture-delivery company. 

E) 


fertilizer purchased by Farmer Jones to increase crop yields. 

7) 


If the marginal propensity to consume (MPC) is equal to 0.9, an increase in household income causes desired consumption expenditure to 


7) 


___E__ 

A) 


remain constant, because the MPC is also constant. 

B) 


rise by the full increase in income. 

C) 


rise by more than the increase in income. 

D) 


fall, as an increase in income will increase saving. 

E) 


rise by less than the full increase in income. 

8) 


Consider a simple macro model with a constant price level and demand-determined output. If the marginal propensity to spend in such a model is one, the simple multiplier is 


8) 


___E__ 

A) 


zero. 

B) 


a positive number between zero and one. 

C) 


one. 

D) 


a positive number greater than one but less than infinity. 

E) 


infinitely large. 

9) 


A rise in domestic prices relative to foreign prices, other things being equal, causes the net export (NX) function to shift ________ and  ________. 


9) 


___C__ 

A) 


downward; become flatter 

B) 


upward; become flatter 

C) 


downward; become steeper 

D) 


downward; maintain the same slope. 

E) 


upward; become steeper 

10) 


Consider a simple macro model with a constant price level and demand-determined output. The equations of the model are: C = 150 + 0.84Y, I = 400, G = 700, T = 0, X = 130, IM = 0.08Y. The marginal propensity to spend on national income, z, is ________. 


10) 


___B__ 

A) 


0.655 


B) 


0.760 


C) 


0.773 


D) 


0.840 


E) 


0.920 

11) 


Consider the following news headline: "Business community gloomy about the economyinvestment plans axed." Assuming that aggregate output is demand-determined, what effect will this have, all other things equal, on the AE function and on equilibrium national income? 


11) 


___A__ 

A) 


the AE function will shift down parallel to itself and equilibrium national income will fall. 

B) 


there will be no change in the AE function or in equilibrium national income. 

C) 


the AE function will rotate upward (become steeper) and equilibrium national income will rise. 

D) 


the AE function will rotate downward (become flatter) and national income will fall. 

E) 


the AE function will shift up parallel to itself and equilibrium national income will rise. 

12) 


In recent years, several large Canadian mining companies have been bought by foreign companies.  If some of the profits generated at these Canadian mines which previously flowed to Canadian owners are now remitted to foreign owners, then which of the following statements best describes the impact of the change in ownership? 


12) 


___C__ 

A) 


Canadian GNP is larger than Canadian GDP by an increased amount. 

B) 


The gap between Canadian GNP and GDP becomes smaller. 

C) 


Canadian GNP falls and Canadian GDP is unaffected. 

D) 


There is no change in either Canadian GDP or GNP. 

E) 


Canadian GNP remains constant and Canadian GDP falls. 

13) 


On a graph that shows the derivation of the AD curve, an exogenous change in the price level causes 


13) 


___E__ 

A) 


a movement along the AE curve and a shift in the AD curve. 

B) 


a movement along the AE curve but not along the AD curve. 

C) 


a shift in both the AE and AD curves. 

D) 


a movement along both the AE and AD curves. 

E) 


a shift in the AE curve and a movement along the AD curve. 

14) 


In building a macro model with an AS curve, it is assumed that producers will 


14) 


___E__ 

A) 


produce as much as possible at the existing price level. 

B) 


decrease their prices when they expand output. 

C) 


decrease their prices without changing output. 

D) 


increase prices without changing their output. 

E) 


produce more output only if prices rise. 
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FIGURE 23-5

15) 


Refer to Figure 23-5.  Which of the two economies, A or B, will experience more volatile fluctuations in national income in response to aggregate demand shocks? 


15) 


___C__ 

A) 


Economy B because the multiplier is much smaller than in Economy A. 

B) 


Economy A because the large fluctuations in the price level lead to large fluctuations in national income. 

C) 


Economy  B because output is purely demand determined, and there is no offsetting effect from a price level increase. 

D) 


Economies A and B will experience similar volatility because the slopes of the AD curves are the same. 

E) 


Economy A because the multiplier is much larger than in Economy B. 

Part B

Question 1
Is it true that if the real GDP of a country increases, then the nominal GDP must also increase? Explain. (2 points)

Yes. Real GDP increases when actual production quantities increases, and nominal GDP would increase when either quantities or prices increases or both prices and quantities increase. If real GDP increases, then quantities must go up and so does nominal GDP.

Question 2

How come we do not count the money you put into the stock market as “investment” when we calculate GDP. (2 points)

GDP only counts goods and services that are newly produced. When you buy stocks in the stock market, nothing is produced. So GDP would not change. 
Question 3
Suppose country A has a higher real GDP than country B, explain why it might not mean people living in country A have a higher living standard.  (2 points)
To measure the living standard in a country, we use real GDP per capita. There could be many more people living in country A than B, so in total they produce more than B. But on average, every citizen in A could consume less than that in B.
Question 4
For a country where most of the citizens are working in other countries, which measure of national income is a better indicator of the living standard in the country: GDP or GNP? Explain. (2 points)
GNP. GDP only measures production in the country, but GNP measures production by people from that country. So in this case, income received by people in that country is better reflected by GNP.
Question 5
Discuss how a recession in Europe would affect Canadian GDP and price level in the short run and long run using the AD-AS model. (2 points)
The recession in Europe would reduce the demand for Canadian exports. There will be a decrease in AD, GDP and price level will both fall in the short run. But in the long run, long term unemployment would force workers to accept lower wages. This causes the AS keep shifting until GDP is at its potential again. As a result, price level will drop even more.  
