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· Answer the following questions on the test paper (Section I) and on the scantron sheet (Section II).

· Numbers in square brackets indicate mark per question.

Section A:
Questions and Problems
[15 total marks]

· Answer all the questions in the space provided on the test paper.

· Numbers in square brackets indicate mark per question.

1.  Use the following table to answer the questions below:

	Year
	Nominal GDP
	GDP Deflator
	Real GDP

	
	 ($)
	
	 ($)

	2010
	6,750
	97.1
	6951.60

	2011
	6,822
	100
	6822

	2012
	6,965
	104.16
	6,687

	2013
	6895
	106.8
	6,456


a.
Fill in the missing blanks in the table.   [2]

b.
During which year would you predict unemployment to be at its highest?  Why?   [1]

The unemployment is at highest point at the trough which is 2013 (the lowest Real GDP)
c.
Explain how an economy can have a ‘Real GDP’ measure of output different (either greater than or less than) from its ‘Nominal GDP’ measure of output.  Use the values for 2012 in your explanation.   [2]

Nominal GDP is not adjusted for inflation as Real GDP is. Function of the GDP Deflator we can have one higher than the other one. In 201 GDP Deflator was 104.16 and the Nominal GDP was 6895. When we adjust for inflation (de DEFLATE) the real GDP is 6687 (lower than nominal)

2.
The following table contains prices for items consumed by a typical student.  Use this information in answering the questions below:

	Year
	bus tickets
	large coffee
	e-Text Down load fee

	2010
	$2.65 
	$1.95 
	$45.00 

	2011
	$2.85 
	$1.80 
	$42.00 

	2012
	$3.25 
	$2.00 
	$42.00 


Let the market basket consist of 21 bus tickets, 15 large coffees, and 6 eText download fees.  Let 2010 be the base year.

Basket value: 
In 2010

21*2.65+15*1.95+6*45=354.9
In 2011

21*2.85+15*1.80+6*42=338.85

In 2012

21*3.25+15*2.00+6*42=350.25
a.
Based on the information presented above, calculate the consumer price index for 2010, 2011, and 2012.   [3]

CPI2010=354.9/354.9*100=100
CPI2011=338.85/354.9*100=95.48

CPI2012=350.25/354.9*100=98.69
b.
How much inflation occurred during 2010 – 2011, and 2011 - 2012?   [2]

2010-2011

(95.48-100)/100=-4.52% (deflation)
2011-2012

(98.69-95.48)/95.48=3.36%
3. Answer the following questions using the relevant information contained in the table below.

	Inventory investment
	$35 billion

	Interest
	$65 billion

	Consumer purchases of goods
	$360 billion

	Exports
	$55 billion

	Profit
	$380 billion

	Government purchases of goods and services
	$110 billion

	Consumer purchases of services
	$520 billion

	Imports
	$42 billion

	Fixed investment
	$150 billion


a. Calculate GDP using the expenditure approach.   [2]

GDP =(360+520)+(35+150)+110+(55-42)
b. Calculate the amount for Net Exports.   [1]

55-42
c. Identify two limitations associated with this GDP calculation that could lead to it underestimating that actual amount of economic activity within an economy.   [2]

See textbook (for instance underground economy and non-market transactions)

Section B:  Multiple Choice

[25 total marks]

· Identify the letter of the choice which best completes the statement or answers the question.

· Carefully transfer your responses to the accompanying Scantron card.


1.
The three major macroeconomic goals of nearly every society are:

	a.
	maintaining stable prices, reducing interest rates, and achieving a high rate of economic growth.

	b.
	maintaining high levels of employment, increasing the supply of money, and achieving a high rate of economic growth.

	c.
	maintaining stable prices, maintaining high levels of employment, and achieving high rates of economic growth.

	d.
	achieving high rates of economic growth, reducing unemployment, and reducing interest rates.



2.
Kathryn chooses to go to university fulltime rather than to work. Kathryn:

	a.
	is not part of the labour force.

	b.
	is part of the labour force and what economists call a discouraged worker.

	c.
	is part of the labour force, but not actively seeking work.

	d.
	is considered employed.



3.
The unemployment rate in a town in which 65,400 persons are employed and 11,000 are unemployed equals:

	a.
	11 percent.

	b.
	14.4 percent.

	c.
	16.8 percent.

	d.
	20.2 percent.



4.
Suppose the economy in question 3 experiences a prolonged recession resulting in 2,000 discouraged workers.  Recalculate the unemployment rate:

	a.
	12.1 percent.

	b.
	12.6 percent.

	c.
	11.8 percent.

	d.
	0 percent.



5.
Suppose the economy in question 3 has an adult civilian population of 96,000, Calculate the rate of labour force participation.

	a.
	68%

	b.
	12%

	c.
	20%

	d.
	80%



6.
Which of the following factors might cause the unemployment rate to underestimate the true extent of unemployment?

	a.
	Many people have a part-time as well as a full-time job.

	b.
	Employees increase the number of hours they work overtime.

	c.
	There are a large number of people working in the underground economy.

	d.
	Many people become discouraged and cease looking for work.



7.
Unemployment resulting from the normal turnover in the economy is called:

	a.
	frictional unemployment.

	b.
	cyclical unemployment.

	c.
	structural unemployment.

	d.
	seasonal unemployment.



8.
A federal program designed to retrain the unemployed workers for the declining fishing industry is designed to reduce which type of unemployment?
	a.
	frictional unemployment.

	b.
	cyclical unemployment.

	c.
	structural unemployment.

	d.
	seasonal unemployment.



9.
Why are creditors (people who lend money) harmed by unexpected inflation?

	a.
	Creditors receive lower nominal rates of interest when prices rise.

	b.
	Creditors are paid back with more valuable dollars.

	c.
	Creditors receive higher nominal rates of interest when prices rise.

	d.
	Creditors are paid back money with less spending power than when it was originally loaned out.



10.
Suppose the real rate of growth of your retirement fund was 2.4 percent, if the inflation rate was 4.3 percent, what was the nominal growth rate of the fund?
	a.
	1.9 percent

	b.
	6.7 percent

	c.
	10.32 percent

	d.
	1.8 percent



11.
A business cycle reflects changes in economic activity, particularly real GDP. The stages of a business cycle in order are:

	a.
	expansion, peak, contraction, trough

	b.
	expansion, trough, contraction, peak

	c.
	contraction, recession, expansion, boom

	d.
	trough, expansion, contraction, peak



12.
Which sector of the Canadian economy accounts for the largest percentage of total expenditure?
	a.
	Investment

	b.
	Net exports

	c.
	Consumption

	d.
	Government purchases



13.
Which of the following are most likely classified by economists as consumer durable goods?

	a.
	stocks, bonds

	b.
	food, clothing

	c.
	drugs, toys, magazines, books

	d.
	automobiles, furniture 



14.
What likely occurred during 2012 if nominal GDP did not change and real GDP decreased, relative to the year 2011?

	a.
	Total production of goods and services in the economy did not change in 2012.

	b.
	The economy experienced deflation during 2012.

	c.
	The price level did not change during 2012.

	d.
	Total production of goods and services in the economy declined during 2012.



15.
Which of the following is the most volatile GDP category under the expenditure approach?

	a.
	investment

	b.
	wages and salaries

	c.
	consumption

	d.
	government purchases



16.
Which of the following would cause a nations standard of living to decline?
	a.
	nominal GDP grows at a faster rate than its real GDP.

	b.
	nominal GDP grows at a slower rate than its real GDP.

	c.
	rate of population growth exceeds its rate of growth of real GDP.

	d.
	rate of population growth is less than its rate of growth of real GDP.


17.
A country will roughly double its GDP in five years if its annual growth rate is:
	a.
	7 percent
	c.
	14 percent

	b.
	12 percent
	d.
	20 percent



18.
The slower the rate of capital formation:

	a.
	the greater the rate of economic growth.

	b.
	the slower the rate of economic growth.

	c.
	the greater the rate of population growth.

	d.
	the slower the rate of growth of the money supply.



19.
Which of the government policies below is not likely to encourage per capita economic growth?

	a.
	high taxes on companies that spend a lot on capital formation

	b.
	the use of tax revenues for investment and capital formation

	c.
	special subsidies for capital-intensive forms of production

	d.
	promotion of education and training programs for workers



20.
In a production possibilities curve diagram, economic growth is shown as:

	a.
	a movement along the curve to the southeast.

	b.
	a movement along the curve to the southwest.

	c.
	an outward shift of the curve.

	d.
	an inward shift of the curve.


21.

Which of the following did NOT result in economic growth?

	a.
	the instillation of a network of irrigation ditches and pumping stations in order to grow fruits and vegetables in parts of Southern Ontario

	b.
	the emigration of many citizens from Zimbabwe when a politically repressive regime took office

	c.
	the increase in government funding of post-secondary education

	d.
	Cyrus McCormack inventing a threshing machine for harvesting grains


22. 

In a country that does not protect patents, what impact would you expect to see on the amount of research and development?

	a.
	There would be more, because companies are civic-minded and highly motivated to introduce innovations that improve the standard of living.

	b.
	There would be less, because the benefits to society of engaging in research and development would be less than the costs to society.

	c.
	There would be less, because if they made a significant investment in the development, they would be unable to protect the innovations or discoveries long enough to be sufficiently compensated for their efforts.

	d.
	There would be more, because they could still hope to monopolize the market.


23. 

Which of the following does NOT describe an investment in human capital?

	a.
	It is of minor importance to economic growth.

	b.
	It can be acquired through on-the-job training.

	c.
	It can be acquired through education.

	d.
	It is an important source of economic growth.


24. 

Why did Malthus’s predictions fail to come true for most of the developed world?

	a.
	Death due to natural disasters slowed the population growth.

	b.
	The law of diminishing returns only applies in theory, not in practice.

	c.
	He implicitly neglected the potential effect of technological advancement.

	d.
	His predictions were only intended to apply to African nations.


25.

While Malthus’s predictions proved untrue for the developed world, where do we see evidence of Mathusian Population Theory?

	a.
	Communist economies

	b.
	Less developed economies

	c.
	The economies of the former Soviet Union

	d.
	Pacific Rim economies
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