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Section A:  Short Answer [30 marks]
· Answer the four (4) short answer questions in the space provided on the test paper.

· Show all your calculations.

1.
The cost of a market basket of goods in 2013 is $3,600 and in 2012 was $2,700. The cost of the same basket of goods in the base year 2011 was $3,000.
a.
What was the Consumer Price Index in 2011, 2012, and 2013?  [3]

b.
What was the inflation rate in 2011 - 2012, 2012 - 2013, and 2011 - 2013?  [4]
2.
Use the following table to answer the questions below:
	Year
	Nominal GDP

($, billions)
	GDP Deflator
	Real GDP             ($, billions)

	2010
	$1,450
	98.3
	

	2011
	$1,530
	
	$1,530

	2012
	
	101.7
	$1,573

	2013
	$1,527
	103.6
	


a.
Complete the above table by filling in blank cells.   [6]
b.
Suppose that beginning in 2013, the annual growth rate for real GDP for the above economy was 3.5 percent.  What would its real GDP be by 2053?  [2]

3.
Suppose the economy is initially in long-run equilibrium.  
Event:  the stock market experiences a boom, causing aggregate demand to increase.
a.
Use the aggregate demand / aggregate supply model to illustrate (diagram) and explain what happens to the price level and real output in the short-run.   [4]
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b.
If policymakers did nothing at all, what would happen to the price level and real output in the long-run?  Illustrate (diagram) and explain.   [3]
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4.
Suppose the Canadian economy is currently experiencing a contractionary gap 
(recession).
a.
What would be the appropriate open market operation by the Bank of Canada to help stabilize the economy?   [2]

b.
Use the aggregate demand / aggregate supply model to illustrate (diagram) and explain the impact of the Bank of Canada’s open market operation on the Canadian economy.   [3]
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c.
Suppose the Department of Finance decided to implement appropriate fiscal policy to help stabilize the economy.  What would the Department of Finance do and how would this policy alternative work?   [3]

Section B:  Multiple Choice

[30 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.
Unemployment that results from technological changes is called:

	a.
	frictional unemployment.

	b.
	cyclical unemployment.

	c.
	structural unemployment.

	d.
	seasonal unemployment.


2.
In an economy experiencing full employment, which does not occur?

	a.
	frictional unemployment

	b.
	structural unemployment

	c.
	cyclical unemployment

	d.
	underemployment


3.
Which of the following groups are typically harmed by unexpected inflation?

	a.
	lenders

	b.
	borrowers

	c.
	pensioners on fixed incomes

	d.
	both a) and c)


4.
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


5.
The standard of living will increase if:

	a.
	nominal GDP grows at a faster rate than real GDP.

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

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

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


6.
Which of the following is most likely to contribute to economic growth as measured by real GDP per capita?

	a.
	an increase in marginal tax rates

	b.
	rapid population growth

	c.
	increased capital formation

	d.
	the imposition of tariffs and quotas on imported goods


7.
If, at a given interest rate, the quantity of savings supplied is less than the quantity of investment demanded:
	a.
	there is a surplus of savings and real interest rates will rise.

	b.
	there is a surplus of savings and real interest rates will fall.

	c.
	there is a shortage of savings and real interest rates will rise.

	d.
	there is a shortage of savings and real interest rates will fall.


8.
During a recession, governments tend to run budget deficits. This causes the 
saving supply curve to shift 

. The resulting 

 in real interest 
rates leads to a 

 in investment spending.
	a.
	right; increase; decrease

	b.
	right; decrease; increase

	c.
	left; increase; decrease

	d.
	left; decrease; decrease


9.
An increase in business tax rates, combined with a decrease in consumer confidence, would have what effect on aggregate demand?

	a.
	AD would increase.

	b.
	AD would decrease.

	c.
	AD would stay the same.

	d.
	AD could either increase or decrease, depending on which change was of a greater magnitude.


10.
Which of the following will decrease aggregate demand?
	a.
	exports rising faster than imports

	b.
	exports falling faster than imports

	c.
	imports falling faster than exports

	d.
	exports rising and imports falling


11.
If the Canadian dollar depreciated,

	a.
	AD would decrease.

	b.
	AD would increase.

	c.
	AD would be unaffected.

	d.
	AD could either increase or decrease.


12.
An unusual series of rainstorms wash out the grain crop in the prairie provinces severely reducing the availability of corn, wheat, and soybeans. What effect would this have on aggregate supply?
	a.
	It would shift the SRAS left, but not the LRAS.

	b.
	It would shift both the SRAS and the LRAS left.

	c.
	It would shift the SRAS right, but not the LRAS.

	d.
	It would shift both the SRAS and the LRAS right.


13.
Which of the following could begin an episode of demand-pull inflation?
	a.
	an decrease in consumer optimism

	b.
	a faster rate of economic growth by a major trading partner country

	c.
	expectations of lower rates of return in investment

	d.
	an increase in oil prices.


14.
Where SRAS and AD currently intersect at a real output level greater than the natural level of real output:

	a.
	it is a short-run equilibrium and real output will tend to fall from its current level as it adjusts to long-run equilibrium.

	b.
	it is a short-run equilibrium and real output will tend to rise from its current level as it adjusts to long-run equilibrium.

	c.
	it is a short-run disequilibrium and real output will tend to fall from its current level as it adjusts to long-run equilibrium.

	d.
	it is a short-run disequilibrium and real output will tend to rise from its current level as it adjusts to long-run equilibrium.


15.
A $10 billion decrease in government purchases would:

	a.
	increase AD by $50 billion if MPC = 0.8.

	b.
	decrease AD by $30 billion if MPC = 2/3.

	c.
	increase AD by $20 billion if MPC = 0.5.

	d.
	decrease AD by $4 billion if MPC = 0.4.


16.
If there is initially a federal budget deficit, and government spending increases:

	a.
	AD increases and the budget deficit increases.

	b.
	AD increases and the budget deficit decreases.

	c.
	AD decreases and the budget deficit increases.

	d.
	AD decreases and the budget deficit decreases.


17.
When the economy goes into a ____, the amount of taxes collected by the government ____ automatically.

	a.
	recession; falls

	b.
	recession; rises

	c.
	boom; falls

	d.
	none of the above.


18.
How does the government finance budget deficits?

	a.
	The Bank of Canada creates new money.

	b.
	It issues debt to financial institutions, and private investors.

	c.
	It is primarily financed by foreign investors.

	d.
	It does nothing to finance budget deficits.


19.
Money is:

	a.
	whatever is generally accepted in exchange for goods and services.

	b.
	an object to be consumed.

	c.
	a highly illiquid asset.

	d.
	widely used in a barter economy.


20.
If a bank had demand deposits of $80 million and it desired a 25 percent reserve ratio, it would hold how many reserves?

	a.
	$20 million

	b.
	$40 million

	c.
	$60 million

	d.
	$80 million


21.
Suppose you found $1,000 hidden in your mattress and deposited it in a demand deposit account at your bank.  If the desired reserve ratio was 20 percent, the deposit would directly create _____ in excess reserves and ultimately lead to a ____ total increase in the money supply, if all banks in the system lend out 100 percent of their excess reserves.
	a.
	$800; $4,000

	b.
	$800; $5,000

	c.
	$1,000; $1,000

	d.
	$1,000; $5,000


22.
The most important objective of the Bank of Canada is:
	a.
	keeping the growth rate of the economy at between 1% and 3%.

	b.
	keeping the unemployment rate at between 1% and 3%.

	c.
	keeping the bank rate at between 1% and 3%..

	d.
	keeping the inflation rate at between 1% and 3%..


23.
Which of the following is an example of money serving as a medium of exchange?

	a.
	John buys a cup of coffee and a roll at the faculty dining room.

	b.
	Steve puts a five-dollar bill in his money belt.

	c.
	Scott deposits cash into a savings account.

	d.
	Roland puts his coins into a piggy bank.


24.
If the Bank of Canada sells a government bond to a member of the public

	a.
	the banking system has more reserves, and the money supply tends to grow.

	b.
	the banking system has fewer reserves, and the money supply tends to grow.

	c.
	the banking system has more reserves, and the money supply tends to fall.

	d.
	the banking system has fewer reserves, and the money supply tends to fall.


25.
Compared to fiscal policy, which of the following is an advantage of using monetary policy to attain macroeconomic goals?

	a.
	It takes a long time for fiscal policy to have an effect on the economy but the effects of monetary policy are immediate.

	b.
	The effects of monetary policy are certain and predictable while the effects of fiscal policy are not.

	c.
	The implementation of monetary policy is not slowed down by the same budgetary process as fiscal policy.

	d.
	The economists that help conduct monetary policy are smarter than those that help with fiscal policy.


26.
Which of the following would supply dollars to the foreign exchange market?

	a.
	the sale of Canadian automobile to a Mexican consumer

	b.
	the spending of British tourists in Canada

	c.
	the purchase of Florida oranges by a Canadian consumer

	d.
	the sale of a Canadian corporation to a Saudi Arabian investor


27.
If the dollar appreciates, it can be said that:

	a.
	foreigners respect Canada more.

	b.
	other currencies depreciate.

	c.
	it increases in value within Canada.

	d.
	other currencies also appreciate.


28.
If the exchange rate between the dollar and the Euro changes from $1 = 1 euro to $2 = 1 euro:

	a.
	European goods will become less expensive for Canadians, and imports of European goods to Canada will rise.

	b.
	European goods will become less expensive for Canadians, and imports of European goods to Canada will fall.

	c.
	European goods will become more expensive for Canadians, and imports of European goods to Canada will rise.

	d.
	European goods will become more expensive for Canadians, and imports of European goods to Canada will fall.


29.
Other things constant, which of the following will most likely cause the dollar to appreciate on the exchange rate market?

	a.
	higher domestic interest rates

	b.
	higher interest rates abroad

	c.
	expansionary domestic monetary policy

	d.
	reduced inflation abroad




30.
If the rate of inflation in Canada falls relative to the rate of inflation in foreign 
nations, Canadian net exports will tend to ____ tending to cause the exchange rate 
of the Canadian dollar to ____.
	a.
	rise; rise

	b.
	rise; fall

	c.
	fall; rise

	d.
	fall; fall
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