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

final exam , APRIL 17th  2009, 9:30-12:30

mnt 202, 203
Calculators, phones or any other aids are forbidden.

Do not browse this exam paper until you are told to do so!
Reply on the scanning sheet for part A (50 multiple choice questions).

Reply in the booklet for parts B, C, D.

Do not forget to write in your name on both the scanning sheet and the booklet.

It is forbidden to leave the room during the first 60 minutes.
Part A: Multiple-choice questions (1x50=50%). Reply on the scanning sheet, not on the questionnaire.
  1.
“Fiscal Policy” is the federal government’s plan for

	a.
	international trade, designed to balance exports and imports.

	b.
	spending and taxes, designed to influence the level of aggregate demand.

	c.
	manipulating the money supply and the control of interest rates.

	d.
	All of the above are correct.


2
.
If wealthy Canadian consumers save most of their tax cut, this means that, compared to government spending changes,

	a.
	tax changes would have a higher multiplier effect.

	b.
	tax changes would have a weaker multiplier effect.

	c.
	government spending would have a weaker multiplier effect.

	d.
	Canadian consumers would spend all of their tax cut.



3.

The Japanese economy is stuck in a recessionary gap. The proper fiscal policy could include a(n)

	a.
	decrease in taxes.

	b.
	increase in government purchases.

	c.
	increase in transfer payments.

	d.
	All of the above are correct.


4.

The main idea behind supply-side tax cuts is that

	a.
	tax cuts increase spending, which increases aggregate supply.

	b.
	some tax cuts can increase aggregate supply.

	c.
	people like lower taxes and will spend more if they get them.

	d.
	it is easier to shift aggregate supply than aggregate demand.


5.

Money is almost always used to quote prices. This illustrates the function of money as a

	a.
	medium of exchange.

	b.
	store of value.

	c.
	unit of account.

	d.
	commodity value.


6.

The chartalist theory on the origins of money :

	a.
	Says that money is a creation of the state.

	b.
	Says that money  overtook barter.

	c.
	Says that money has some value because it is based on a commodity.

	d.
	Was first proposed by Austrian economist Carl Menger


7.

The largest portion of the M1+ money supply consists of

	a.
	coins in circulation.

	b.
	paper currency in circulation.

	c.
	savings deposits in banks and money market mutual funds.

	d.
	chequable deposits in banks, credit unions and caisses populaires.


8.

Bankers must always trade off

	a.
	honesty and dishonesty.

	b.
	stocks and loans.

	c.
	prudence and profits.

	d.
	gold and cash.

	e.
	All of the above are correct.


9.

The CDIC

	a.
	insures bank deposits for up to $100,000.

	b.
	eliminates the need for bank depositors to run to their bank when they hear bad news about the bank.

	c.
	contributes to the stability of Canada’s financial system.

	d.
	All of the above are correct.


10.
Income is to money as

	a.
	short story is to novel.

	b.
	video is to digital photo.

	c.
	song is to symphony.

	d.
	entree is to dessert.


11.
The LVTS is :


a.  A large system within the national accounting system. 

b. A system for payments exceeding $600 000.


c. The main clearing and settlement system.


d. The only clearing and settlement system.
12.
Money is being created : 

a.   When banks have enough excess reserves.


b.    When banks have enough gold in their vaults. 

c.    When banks find willing creditworthy borrowers.


d.     When banks buy Treasury bills from the Bank of Canada.
13.
When a client of the BMO (the Bank of Montreal) makes a payment to a client of the Royal Bank, with this payment transiting through the LVTS: 


a.   BMO sees its LVTS balances increase, while those of the Royal Bank decrease. 

b.   BMO sees its LVTS balances decrease, while those of the Royal Bank increase.

c.   BMO gets an advance from the Bank of Canada while the deposits of the Royal Bank at the Bank of Canada move up. 


d.   The Royal Bank gets an advance from the Bank of Canada, while the deposits of the BMO at the Bank of Canada go down. 
14. 
In normal times, the target rate of the Bank of Canada is: 

a.  in the middle of the interest rate operating band.


b.  the rate on deposits at the Bank of Canada. 

c.  the Bank Rate. 

d.  the top of the operating band. 
15.
When you pay your federal income taxes and your cheque is deposited by the government at the Bank of Canada : 

a.  Settlement balances held by chartered banks increase.

b.  The money supply increases. 

c.  Chartered banks now hold more securities.

d.  The Bank of Canada is forced to move government deposits towards chartered banks to stop overnight rates from creeping up.
16.
Which of the following is the tool used daily in monetary policy?

	a.
	changing the target interest rate

	b.
	changing capital adequacy requirements

	c.
	conducting open market operations

	d.
	moving government deposits



17.
Which of the following best describes the assumption that monetarists make regarding velocity?

	a.
	It is fairly predictable in the short run and certainly in the long run.

	b.
	It is not possible to predict velocity in the short or long run.

	c.
	It is variable in the long run but predictable in the short run.

	d.
	It is constant in the long run but variable in the short run.


18.
A major advantage of monetary policy over fiscal policy is that monetary

	a.
	policy affects all sectors of the economy equally.

	b.
	policy can be put into effect more quickly.

	c.
	policy, once implemented, takes effect more quickly.

	d.
	authorities see the need for policy more quickly.


19.
If the aggregate supply curve is flat,

	a.
	expansionary fiscal or monetary policy will cause a good deal of inflation with little increase in real output.

	b.
	expansionary fiscal or monetary policy will buy large gains in real output at low cost in terms of inflation.

	c.
	a contractionary stabilization policy is an effective way to reduce inflation.

	d.
	decreasing the income tax will not shift aggregate demand.


20.
Many economists maintain that

	a.
	the aggregate supply curve is nearly horizontal at low levels of real GDP.

	b.
	the aggregate supply curve is nearly vertical at very high levels of real GDP.

	c.
	any change in aggregate demand will have most of its effect on output when economic activity is low but on prices when the economy is near full employment.

	d.
	All of the above are correct.


21.
What role does ideology play in the debate on stabilization policies?

	a.
	A large role, because economists hold fairly different political views.

	b.
	A primary role, because there are no economic aspects to the debate at all.

	c.
	A minor role, because economists are fairly uniform in their political views.

	d.
	No role at all, because this is purely a technical question.


22.
The government should not attempt to balance the budget if

	a.
	the economy is in a recessionary gap.

	b.
	actual GDP is below full-employment GDP.

	c.
	unemployment is rising.

	d.
	All of the above are correct.


23.
A budget surplus is defined as the amount that the

	a.
	government owes to lenders at any moment in time.

	b.
	government spends in any time period.

	c.
	government’s expenditures exceed receipts in any time period.

	d.
	government’s receipts exceed expenditures in any time period.



24.
The national debt is the

	a.
	result of previous budget deficits. 

	b.
	result of rising interest rates.

	c.
	result of previous budget surpluses.

	d.
	result of efficient balancing. 


25.
Under a balanced budget policy, a sharp decline in GDP will cause

	a.
	no serious budget changes.

	b.
	a tax cut or increase in expenditures.

	c.
	a tax increase or expenditure cut.

	d.
	tax receipts to exceed government expenditures.


Figure 26
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26.
In Figure 26 above, there are four levels of income. G is government expenditures and TT is taxes less transfers. Y2 is the full-employment level of income. At Y4
	a.
	there is an actual budget deficit but a structural budget surplus.

	b.
	there is a structural deficit but an actual budget surplus.

	c.
	the actual and structural deficits are in balance.

	d.
	both the actual and structural budgets show a deficit.


27.
The primary budget deficit is defined as: 
	a.
	The deficit that would occur at full-employment output. 

	b.
	The actual deficit minus interest payments..

	c.
	The actual budget balance minus interest payments.

	d.
	Tax payments minus transfer payments



28.
On the vertical axis, the original Phillips curve depicts the 

	a.
	the rate of unemployment

	b.
	rate of change of money wages

	c.
	rate of growth of nominal GDP.

	d.
	rate of growth of real GDP.


29.
One reason why the Phillips curve “broke down” is

	a.
	most of the inflation of the 1970s was from the demand side.

	b.
	most of the inflation of the 1970s was from the supply side.

	c.
	the inflation of the 1970s was foreseen, unlike the inflation of the 1980s.

	d.
	the inflation of the 1970s was purely random and could not be explained with economic theory.


30.
Most economists today believe that the Phillips curve (with the unemployment rate) is

	a.
	vertical in the short run but downward sloping in the long run.

	b.
	upward sloping in the short run but vertical in the long run.

	c.
	downward sloping in the short run but vertical in the long run.

	d.
	vertical in the short run but upward sloping in the long run.


31.
Why is the Phillips curve vertical at the NAIRU according to several economists? 

	a.
	Inflation will rise as long as actual output exceeds potential output.

	b.
	Current inflation depends in part on expected inflation.

	c.
	Expected inflation depends on past inflation. 

	d.
	All of the above.


32. 
The main objective of the Bank of Canada is: 


a.    To keep the unemployment rate at its natural level, while keeping an eye on the inflation rate. 


b.    To keep the growth rate of the CPIX between 1 and 3 %, while keeping an eye on the growth rate of the CPI. 




c.    To keep the growth rate of the CPI between 1 and 3 %, while keeping an eye on the growth rate of the CPIX.


d.   To keep the economy at potential output, while keeping an eye on the natural rate of unemployment. .

33.
The view that strong unions and generous employment insurance programs are the main cause of a high NAIRU is associated with: 

	a.
	The Keynesian view.

	b.
	The Marxist view. 

	c.
	The OECD view. 

	d.
	All of the above.


34.
A country has an absolute advantage over another in the production of widgets if it can produce

	a.
	widgets using smaller quantities of resources than can the other country.

	b.
	more widgets than can the other country.

	c.
	better widgets.

	d.
	widgets at a lower opportunity cost than can the other country.


35.
Suppose that with 1 unit of labour, Canada can produce 40 TVs or 20 computers. With 1 unit of labour, Taiwan can produce 30 TVs or 10 computers. Which of the following is correct?

	a.
	Taiwan has a comparative advantage in the production of computers.

	b.
	Canada has an absolute advantage in the production of neither good.

	c.
	Canada has a comparative advantage in the production of computers.

	d.
	Taiwan has an absolute advantage in the production of computers.

	e.
	Taiwan has an absolute advantage in the production of TVs.


Figure 36
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36.
In Figure 36 above,

	a.
	Great Britain has an absolute advantage over Germany in the production of both scientific equipment and woolens.

	b.
	Germany has a comparative advantage over Great Britain in the production of woolens.

	c.
	Great Britain has a comparative advantage in the production of woolens.

	d.
	Great Britain should export scientific equipment to Germany, and Germany should export woolens to Great Britain.


Figure 37
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37.
In Figure 37 above, the solid lines represent the respective production possibilities curves for the United States and Mexico. Which graphs show the correct consumption possibilities curves (dashed lines) after an agreement is reached to trade 1 unit of wheat for 1 unit of petroleum?

	a.
	(1) and (4)

	b.
	(1) and (2)

	c.
	(2) and (3)

	d.
	(3) and (4)


Table 38

	
	Output Per Unit Labor Input

	
	England
	Portugal

	Cloth
	20
	24

	Wine
	  2
	12



38.
Using the data from Table 38 above, suppose England transfers 2 units of labor from wine to cloth and Portugal transfers 1 unit from cloth to wine. The combined production of wine and cloth will be increased by

	a.
	16 wine, 8 cloth.

	b.
	16 wine, 16 cloth.

	c.
	12 wine, 12 cloth.

	d.
	8 wine, 16 cloth.


39.
If the dollar appreciates, it can be said that

	a.
	foreigners respect Canadians  more.

	b.
	it increases in value within Canada.

	c.
	other currencies depreciate.

	d.
	it takes more dollars to buy foreign currencies.


40.
If a currency decreases in value as a result of government decree rather than market forces, the process is known as

	a.
	devaluation.

	b.
	depreciation.

	c.
	deflation.

	d.
	depletion.


41.
Which of the following companies would gain from foreign currency depreciation?

	a.
	companies which borrow in foreign currency.

	b.
	companies which export goods and services.

	c.
	companies which invest in the foreign equity markets.

	d.
	companies which buy bonds issued by the foreign government.


42.
If a Mexican pension fund decides to purchase Canadian government bonds, what is the effect in the foreign exchange market?

	a.
	It will increase demand for Canadian dollars.

	b.
	It will decrease demand for Canadian dollars.

	c.
	It will increase the supply of Canadian dollars.

	d.
	It will decrease the supply of Canadian dollars.


43.
A fixed exchange rate can be maintained by a government as long as it has sufficient

	a.
	supplies of its own currency.

	b.
	foreign reserves.

	c.
	gold and other precious metals.

	d.
	tax revenues.


44.
The Bretton Woods agreements

	a.
	established a system of fixed exchange rates based on the free convertibility of the U.S. dollar into gold.

	b.
	established a system of fixed exchange rates based on the gold standard.

	c.
	permitted countries with a balance of payments deficit to make regular devaluations of their currencies.

	d.
	established GATT to police and manage exchange rates.


45.
The main input into the production of Starbuck’s coffee is imported coffee beans. If the dollar depreciates, how will this affect the Canadian retail coffee market?

	a.
	Input prices will fall and supply will decrease.

	b.
	Input prices will fall and supply will increase.

	c.
	Input prices will rise and supply will decrease.

	d.
	Input prices will rise and supply will increase.


46.
The reason that higher interest rates reduce aggregate demand in an open economy with capital flows is that investment

	a.
	increases generated by higher interest rates are offset by net export decreases.

	b.
	decreases generated by higher interest rates are coupled with net export decreases.

	c.
	decreases generated by higher interest rates are offset by net export increases.

	d.
	increases generated by higher interest rates are coupled with net export increases.


47.
Under a floating exchange rate system with mobile international capital, it is always true that current account

	a.
	deficit + capital account surplus = trade deficit.

	b.
	surplus – capital account surplus = trade deficit.

	c.
	surplus + capital account deficit = 0.

	d.
	surplus – capital account surplus = 0.


48.
The accounting relationship between the budget deficit and the current account deficit may be expressed as ____.

	a.
	G + T = (S + I) + (X – IM + NFY)

	b.
	G – T = (S + I) + (X + IM + NFY

	c.
	G – T = (S – I) – (X – IM + NFY)

	d.
	G – T = (S + I) – (X – IM + NFY)


49.
The Taylor Rule 


a.   is a relationship that claims that higher inflation rates are accompanied by higher rates of unemployment.


b.   is a rule that helps the central bank to set interest rates as a function of inflation and the output gap. 


c.   is a rule that links the growth rate of money to interest rates and money velocity.


d.   is an empirical relationship linking the growth rate of output to reductions in the unemployment rate. 

50.
If the Bank of Canada decides to buy government securities, how will this affect the settlement balances of the banking system and the overnight interest rate?

	a.
	Settlement balances fall and interest rates tend to fall.

	b.
	Settlement balances rise and interest rates tend to rise.

	c.
	Settlement balances rise and interest rates tend to fall.

	d.
	Settlement balances fall and interest rates tend to rise. 



	
	


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

Part B: Long question. This question is COMPULSORY (20%) 

(i) With a graph based on aggregate demand and aggregate supply (in price and real GDP space), show what happens to the aggregate demand curve when there is an appreciation of the Canadian dollar. Why? (ii) Then draw another graph, showing what happens to the aggregate supply curve when the Canadian dollar appreciates. Why? (iii) Draw a third graph showing the likely overall impact of an appreciation of the domestic currency on price and real GDP (the combined effect of the shifts in the aggregate demand and aggregate supply curves) when the exchange pass-through effect is small, as is the case in Canada. Comment. (iv) Draw a fourth graph showing this impact when the exchange pass-through effect is likely to be large, as is the case in most developing and transition countries. (v) With the help of this fourth graph, explain why developing countries favour by far appreciation to depreciation of their domestic currency. Is there an additional reason for which most developing countries would favour appreciation?

Part C: Quick Definitions of concepts (5x4 = 20%). Choose ONLY FIVE of the following SEVEN questions. 

1. Bank insolvency, with a numerical example (with a bank balance sheet)

2. Factors that have a positive impact on the international value of the Canadian dollar, as verified by empirical research at the Bank of Canada

3. The purchasing power parity theory

4. Persistence vs hysteresis in the natural rate of unemployment

5. Monetarism vs the Banking view of inflation

6. Standing facilities of the Bank of Canada

7. An automatic stabilizer in fiscal policy, with an example
Part D: Problems and short questions (2x5 = 10%). You must answer to ONLY TWO of the following questions.
D1. Some economists object to the stimulus programme that has been put in place by the fiscal authorities of several countries, notably the crowding-out argument and apparent anti-Keynesian episodes that have occurred in the past. Quickly recall what these are, and what objections can be levelled against these arguments.
D2. You are given the following information regarding the balance of payments of Mythica, a country which runs on a pure floating exchange rate regime:

Exports of goods and services of Mythica: 200
Net acquisition of foreign financial assets by Mythica residents:  60
Net foreign income: − 30
Imports of goods and services of Mythica: 150
Net acquisition of Mythica financial assets by foreign residents:  40
What is the trade balance of Mythica?

What is the current account balance of Mythica?

What is the capital account balance of Mythica?

D3. You are given the following transactions. Compute the LVTS balances of each bank at the end of the day. Which bank is likely to borrow on the overnight market? 

The Bank of Montreal (BMO) makes payments of $45 billion to depositors of the Toronto Dominion Bank (TDB).

The Bank of Montreal (BMO) makes payments of $30 billion to depositors of the Canadian Imperial Bank of Commerce (CIBC).

The Toronto Dominion Bank makes payments of $35 billion to depositors of the Bank of Montreal.

The Toronto Dominion Bank makes payments of $40 billion to depositors of the Canadian Imperial Bank of Commerce.

The Canadian Imperial Bank of Commerce makes payments of $40 billion to depositors of the Bank of Montreal.

The Canadian Imperial Bank of Commerce makes payments of $20 billion to depositors of the Toronto Dominion Bank.

