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 SEQ CHAPTER \h \r 1INTRODUCTION TO MACROECONOMICS 
ECO 1102 F
COURSE INSTRUCTOR : marc lavoie

Mid-term exam, FEBRUARY 11TH 2010, LMX 122

time : 80 minutes
Calculators are forbidden. 
This copy of the exam is VERSION I.

Indicate clearly, at the top of both your scanning answer sheet and your exam booklet, whether you are replying to Version I, II or III of the exam paper.  Do it NOW.

Do not browse this exam paper until you are told to do so!

The exam is made up of 25 multiple-choice questions in Part A, and it contains a series of questions contained in five other parts. Read carefully the instructions, and time yourself carefully.
This exam contains 9 pages, numbered 1 to 9.

Part A: Multiple-choice questions (25x2= 50%). Reply on the scanning sheet, not on the questionnaire.
1. 
Abstraction can be thought of as

	a.
	ignoring reality in order to build theory.

	b.
	omitting unimportant details in order to understand complex phenomena.

	c.
	creating absurdity in order to explain simplicity.

	d.
	assuming complexity when simplicity will do.

	e.
	stylizing reality rather than analyzing cause and effect.


2. 
The post hoc, ergo propter hoc fallacy

	a.
	Means that correlation does not imply causality.

	b.
	Means that theories need to be realistic.

	c.
	Is the error of assuming that if an event occurred before another, the first must be the cause of the second.

	d.
	Implies that false assumptions can lead to proper predictions.

	e.
	None of the above.


3. 
The modern view of scientific research says that

	a.
	When a theory is falsified it will be abandoned.

	b.
	When a theory is refuted, its proponents often will hold on to it.

	c.
	Ideology has an impact on collected stylized facts and theories

	d.
	None of the above.

	e.
	Both answers b and c are correct.


4. 
Who said that “practical men ... are usually the slaves of some defunct economists”?

	a.
	Milton Friedman.

	b.
	Friedrich A. von Hayek.

	c.
	Franklin Roosevelt.

	d.
	John Maynard Keynes.

	e.
	Barrack Obama.


5.

Which of the following is the best definition of openness?

	a.
	The average of imports expressed as a share of GDP.

	b.
	The average of goods traded in markets expressed as a share of GDP.

	c.
	The average of imports and exports expressed as a share of GDP.

	d.
	The average trade balance expressed as a share of GDP.

	e.
	The average of exports expressed as a share of GDP.


6
.
Per capita GDP can be defined as

	a.
	GDP per working person.

	b.
	GDP per unit of capital.

	c.
	GDP per person.

	d.
	GDP per unit of unemployment.


7
.
In Canada, most workers

	a.
	work for government of some sort.

	b.
	produce raw materials for manufacturing.

	c.
	work in agriculture and farming.

	d.
	produce services rather than goods.


8
.
Macroeconomists think that

	a.
	most questions about individual markets are more important than the overall economy.

	b.
	questions of overall unemployment are less important than the jobs of particular workers.

	c.
	the details of resource allocation and individual market prices are less important than the amount of national output.

	d.
	the causes of unemployment usually lie with the personalities of individual workers.

	e.
	the price of particular products is more important than the overall price level.


9.

Nominal GDP is

	a.
	also called real GDP.

	b.
	a more accurate measure than real GDP.

	c.
	real GDP adjusted for changes in the price level.

	d.
	GDP measured in current prices.


10.
Growth in potential GDP depends on 

	a.
	the labor force growth rate, capital stock growth rate, and rate of technical progress.

	b.
	government spending, growth in prices, and labor productivity.

	c.
	cyclical fluctuations and growth in the capital stock.

	d.
	growth in real GDP, nominal GDP, and the population.


  11.
If the capital stock decreases, then the economy will produce ____ output with the ____ amount of labor.

	a.
	same, same

	b.
	less, same

	c.
	more, same

	d.
	more, decreased


12.
Real GDP is the product of the

	a.
	total hours of work times the labor force.

	b.
	labor force times the output per hour.

	c.
	nation’s capital stock times the output per hour.

	d.
	total hours of work times the output per hour.


13.
Employment (or unemployment)  insurance has an important macroeconomic effect because it

	a.
	props up aggregate supply.

	b.
	props up aggregate demand.

	c.
	props up aggregate exports.

	d.
	helps balance the federal budget.


14.
Last year your job at the university cafeteria paid you $9 an hour and the price of a ten-minute long distance call to your friend in Europe was $2. This year your cafeteria job pays $9.90 per hour and the ten-minute phone call now costs $2.10. You are clearly

	a.
	worse off because of inflation.

	b.
	worse off because the phone call is now relatively more expensive.

	c.
	better off because your wage rate went up.

	d.
	better off because the phone call now costs less work.


15.
The shrinking gap between the income levels of poor and rich countries is known as the

	a.
	conservative hypothesis.

	b.
	divergence hypothesis.

	c.
	convergence hypothesis.

	d.
	confluent hypothesis.


16.
Which period of recent Canadian history shows the lowest rates of productivity growth?



a.    1947-1961

	b.
	1961-1973

	c.
	1973-1996

	d.
	1996-2000

	e.
	All periods had similar growth rates.


17.
Which of the following would be counted as investment in the national accounts?



a. 
  the purchase of a used machine by a business

	b.
	the purchase of newly issued shares on the stock market

	c.
	the payment of tuition fees to invest in human capital

	d.
	the purchase of a newly minted coin

	e.
	the purchase  of a newly built apartment home



18.
The difference between disposable income and consumption spending is

	a.
	transfer payments.

	b.
	personal taxes.

	c.
	net exports.

	d.
	personal investment.

	e.
	personal saving.


19.
“Men are disposed, as a rule, and on the average, to increase their consumption as their income increases, but not by as much as the increase in their incomes.” Which of the following is consistent with this statement by J.M. Keynes?

	a.
	The slope of the consumption function is positive and less than one.

	b.
	The slope of the consumption function is greater than that of the 45-degree line.

	c.
	The slope of the consumption function is negative.

	d.
	The slope of the consumption function is equal to one.



20.
In Figure 1 below, at $3,000 billion real GDP,

	a.
	spending exceeds total output and inventories will fall.

	b.
	inventories are rising.

	c.
	aggregate demand equals aggregate supply.

	d.
	spending falls short of output and inventories will rise.


FIGURE 1
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21.
In Table 1 below, assuming away the existence of government, the equilibrium level of output is

	a.
	2,500.

	b.
	3,000.

	c.
	3,500.

	d.
	4,000.


Table 1

	Output
	Consumption
	Investment
	Net Exports

	1000
	800
	500
	100

	1500
	1200  
	500
	100

	2000
	1600  
	500
	100

	2500
	2000  
	500
	100

	3000
	2400  
	500
	100

	3500
	2800  
	500
	100

	4000
	3200  
	500
	100


22.
Educational reforms that result in improved reading and math skills of high school graduates as they enter the labor force would do what to the aggregate supply curve?

	a.
	Shift it outward.

	b.
	Shift it inward.

	c.
	Move the economy up along the curve.

	d.
	Move the economy down along the curve.


23.
As the slope of the aggregate supply curve increases, this indicates that

	a.
	the economy is getting close to potential GDP.

	b.
	the economy is reducing employment.

	c.
	inflation will be less of a problem.

	d.
	output is falling.



24.
In Figure 2 below, both graphs (a) and (b) indicate that the economy is experiencing a(n)

	a.
	recessionary gap of RE.

	b.
	recessionary gap of RG.

	c.
	inflationary gap of RG.

	d.
	inflationary gap of RE.
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Figure 2
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25. 
Look at the (fictitious) data of Table 2 below. From this table, _____ has faced the largest increase in prices between 2010 and 2015 and ________ is the city where it is most expensive to live?
(a) Ottawa, Montreal 
(b) Vancouver, Montreal
(c) Vancouver, Edmonton
(d) Toronto, Toronto
(e) Montreal, Vancouver
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Table 2

	City
	2015 CPI (2010 = 100) 
	2015 Inter-city index of consumer price index (all cities = 100)

	Montreal
	120
	99

	Toronto
	115
	109

	Ottawa
	100
	110

	Edmonton
	110
	90

	Vancouver
	95
	115


Reply on the booklet for the following parts of the exam.

Part B: Essay question (20%). This is compulsory.

Economists who favour the market-clearing view believe that wage deflation, accompanied by price deflation, is good for the economy. These economists say that this mechanism will eliminate a deflationary gap, thus moving the economy from a high unemployment situation (at low real GDP) back to a full employment situation (at potential real GDP). Use the aggregate demand and aggregate supply apparatus (AD/AS) and shifts in the AS curve to show how reductions in nominal wages rates bring this about.

There are however other economists (mainly Keynesian ones) who believe that, when prices fall, the debt effects overcome the wealth effects, so that the AD curve is instead upward-sloping. Use the aggregate demand and aggregate apparatus to show that wage and price deflation will make matters worse, thus helping to understand why central bankers did their best to stop prices from falling during the current financial crisis. 

Part C: National accounting (2X5 = 10%). This is compulsory. 

You are given the following information (not all necessarily relevant):

Net foreign income



-100
Indirect taxes




200
Imports




650
Exports




450
Interest and Profit income


300
Personal consumption expenditures

800
Government purchases


400
Wages





1000
Gross private investment expenditures
500
Compute GDP, expenditure based (showing the details of your sum).
Compute GDP, income based (showing the details of your sum).
Part D: National accounting (4%). Answer only ONE of the following two questions.
D1. You are given the following information (not all necessarily relevant)

GDP = 2,000
Net foreign income = +100
Gross Private investment expenditures = 500
Amortization (or capital consumption allowances) = 300
Find the gross national product (GNP) and the net domestic product (NDP).

D2.  You are given the following information (not all necessarily relevant)
GDP = 2,000
Spending: C + I + G + (X – IM) = 2,200 

Fixed business investment I = 500
What is investment in inventories, and what is investment, as measured by national accountants?

Part E: The multiplier (2X3 = 6%). BOTH questions of this part are compulsory.

E1. You are given the following information:

Initial GDP = $1,200 billions

Multiplier = 5

Change in government purchases = $20 billions
What is the new GDP once the multiplier has run its course?
E2. You are given the following information, within a simple economy with neither a government nor an external sector:

Initial GDP = $1,200 billions
Marginal propensity to consume (MPC) = 0.90
Change in investment = $20 billions 
What is the change in GDP once the economy is back to its equilibrium level of income?

Part F: Varia (2X5 = 10%). You must reply to TWO of the following questions.
F1. What is the paradox of thrift? Give a brief graphical illustration of it.
F2. You are given the following information (not all necessarily relevant). Calculate the rate of unemployment.

Civilian population aged 15 and older = 100 millions
Persons employed = 70 millions
Persons in the labour force = 80 millions
Persons out of the labour force = 20 millions
F3. You are given the following information about the expenditures of the typical student, who buys only two items. From this information, calculate the Student Price Index in 2012, knowing that 2011 is the base year of the index (so that 2011 = 100).
	Item
	Price in 2011
	Quantities purchased
	Price in 2012

	Textbooks
	$20
	6
	$30

	Fantasy books
	$40
	2
	$50


