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Part I: Multiple Choice Questions (Total=30 marks).

1.  	Suppose a bakery sells its monthly output for $25,000, and it pays $8,000 in wages to its workers, $3,000 in rent for the building, and $2,000 in materials such as flour, sugar, and oil to its suppliers. Its profit is equal to $5,000. The value added of this bakery is
	A) $7,000.
	B) $9,000.
	C) $12,000.
	D) $17,000.
	E) None of the answers is correct.

2.	Which of the following is (are) CORRECT?
A) Consumer Price Index tends to underestimate the true rise in the cost of living.
B) The natural rate of unemployment is always lower than the rate of frictional unemployment.
C) In accounting, subsidies are added to wages, profits and indirect taxes to derive the final value of GDP.
D) If a Canadian works in Mexico and earns C$10,000, this income is part of Canada’s GNP but not GDP.
E) All of the answers are correct.

[bookmark: _GoBack]3.		Suppose our current nominal wage is $20 per hour, and the current CPI is 80. Our labour unions are currently negotiating with the firms for a new nominal wage for next year. Our unions want us to be able to afford the same goods and services that we typically buy. If we agree to a new nominal wage of $25 per hour, this implies we believe the CPI for next year to be     
A) At most 100.
B) At most 105.
C) At most 110.
D) At most 120.
E) At most 125.

4. 	A firm produces consumer goods and adds some to inventory in the third quarter of a given year. In the fourth quarter the firm sells the goods at a retail outlet that leaves its inventory diminished. As a result of these actions, what component(s) of GDP change in the fourth quarter?
	A) Only investment and it decreases.
	B) Only consumption and it increases.
	C) Investment decreases and consumption increases.
	D) Investment increases and consumption decreases.
	E) Consumption, investment and GDP increase.

5.	The crucial difference between the Y=AE model and the AD/AS/LAS model is that the Y=AE assumes that price levels are ________. To represent the Y=AE model in the AD/AS/LAS model, the ____ curve is ________.
	A) Fixed; AS; vertical.
B) Fixed; AS; horizontal.
	C) Fixed; AD; vertical.
	D) Fixed; AD; horizontal.
	E) Flexible; AS; upward-sloping.

6.	Other things remaining the same, if households suddenly decide to save more regardless of the level of income, then the consumption function will ____ and the goods market multiplier will _____.
A) Become steeper because the marginal propensity to consume (MPC) falls; fall.
B) Remain unchanged but the savings function will shift downward; fall.
C) Become flatter because the marginal propensity to save (MPS) rises; rise.
D) Make a parallel shift downward as autonomous consumption expenditure falls; fall.
E) Make a parallel shift downward as autonomous consumption expenditure falls; remain constant.



7. 	Which of the following best describes automatic built-in stabilizers in Canada?
A) Income tax collections automatically fall as GDP falls.
B) Autonomous government spending automatically rises as GDP falls.
C) The size of the autonomous goods market multiplier varies inversely with the level of GDP.
D) The size of the money market multiplier varies inversely with the level of GDP.
E) All of the answers are correct.

8. 	Assume that the economy is currently in a recession. The self-adjustment mechanisms will lead to:
A) A leftward shift of the AS curve and a rightward shift of the AD curve until the gap is removed.
B) A rightward shift of the AS curve and downward movements on the given AD curve until the gap is removed.
C) A rightward shift of the AS curve and upward movements on the given AD curve until the gap is removed.
D) No shift in the AS curve and a rightward shift of the AD curve until the gap is removed.
E) The potential output level to decrease to close the recessionary gap.	

9. 		Which of the following is NOT a motive for holding money?	
	A) For earning interest income.
B) For precautionary, unexpected expenses.
C) For buying stocks when stock prices fall. 
	D) For liquidity purposes.
	E) For speculative purchases.

10.	Deposits issued by banks are __________ of these banks.
A) Assets
B) Reserves
C) Liabilities
D) Money multipliers
E) Both B and C are correct.

11.	The demand for money is given as Md = 3,550 - 250i, where Md is the quantity of money demanded (in billions of dollars) and i is the interest rate in percentage points. For example, if i = 2%, leave i = 2. The supply of money is set at $800 billion. Suppose that all demand deposits are held in commercial banks, and that all commercial banks have a fractional reserve ratio equal to 50%. The initial equilibrium interest rate is equal to _____, and if the Bank of Canada wants the interest rate to be 12%, it should ____ bonds in the amount of ____ billion of dollars.
A) 9%; buy; $80
B) 9%; sell; $80
C) 11%; buy; $125
D) 11%; sell; $125
E) None of the answers is correct. 

12.	Suppose you can buy a Canadian asset that pays 3% after one year, or a U.S. asset that pays 4% after one year. Both assets are equally safe, and it is certain that you would receive your invested money plus interest payments one year from now. The exchange rate between Canadian dollars and U.S. dollars is flexible, and the current e is C$1.2=US$1. Using the Interest Rate Parity condition, what is the expected future exchange rate?
	A) 1.111.
	B) 1.188.
	C) 1.212.
	D) 1.320.
	E) 1.426.

13.	Under a fixed exchange rate system, if the current account has a net positive value of $200 and the capital account has a net negative value of $300, this central bank will have to _____ foreign currencies in the amount of ____. 
A) Buy; $50
B) Buy; $100
C) Sell; $50
D) Sell; $100
E) None of the answers is correct.
14.		If the purchasing power parity holds, then the real exchange rate is equal to ____. If the inflation rate in the U.S. is 5% and Canada’s inflation rate is 3%, then the nominal exchange rate of the Canadian dollar (C$), from Canada’s perspective, will __.
		A) Any number; decrease by approximately 2%, which is a C$ appreciation.
		B) Any number; increase by approximately 8%, which is a C$ depreciation.
		C) One; decrease by approximately 2%, which is a C$ appreciation.
		D) One; decrease by approximately 8%, which is a C$ appreciation.
		E) One; increase by approximately 2%, which is a C$ depreciation.

15.	Which of the following is (are) CORRECT?
	A) Solow growth residuals show how technological improvements contribute to output growth.
B) Diminishing marginal productivity implies that if the labour force increases and the capital stock stays constant, then per capita GDP will rise.
C) Constant returns to scale assumes that technology is not constant.
D) Growth accounting takes into account the negative side effects of pollution.
E) All of the answers are correct.




Part II: Conceptual Questions (Total=30 marks).

Questions 16–18 refer to Influx of Refugees into Germany

16.	It has been widely reported in the news media that Germany has been having over 100,000 refugees entering the country every day. Suppose it takes some time before these refugees will be allowed to work legally in Germany. What is the short run immediate impact on the German economy?
	A) Its AS shifts right and inflation rate rises.
	B) Its AS shifts left and inflation rate falls.
	C) Its AD shifts right and inflation rate rises.
	D) Its AD shifts left and inflation rate falls.
	E) Its AS and AD shift right and the inflation rate can rise, fall or remain constant.

17. 		Continue with the previous question: Suppose Germany would like to minimize the effect you have found in the previous question. If Germany can dictate the European Central Bank, it would like to see the interest rates in the Euro area to ___ and the value of the Euro to ___. This is likely to be ___ for the Euro area, excluding Germany.
		A) Rise; appreciate; recessionary
		B) Rise; depreciate; inflationary
		C) Fall; appreciate; recessionary
		D) Fall; depreciate; inflationary
		E) Fall; appreciate; inflationary

18.		For simplicity, suppose Germany cannot dictate the European Central Bank so the changes in the previous question do not happen. Suppose in one year, these refugees will get residency status and they can enter the German labour market legally. What is the short run and long run impact on the German economy?
		A) Its AS shifts right and LAS does not shift.
		B) Its AS shifts right and LAS shifts right.
		C) Its AS shifts left and LAS does not shift.
		D) Its AD shifts left and LAS shifts left.
		E) Its AD shifts right and LAS shifts right.



Questions 19–21 refer to Crowding-Out Effects 

19. 	The crowding-out effects arise from the fact that fiscal expansions affect GDP, which in turn affects ____ and ___.
	A) Money demand; interest rates
	B) Money demand; consumer confidence
	C) Money supply; interest rates
	D) Money supply; investment confidence
	E) None of the answers is correct.

20. 	Under a closed economy, the crowding-out effects refer to the change in __________. As a result, the effect on GDP is smaller because ________.
	A) Private savings; the numerical value of the goods market multiplier is decreasing
	B) Investment expenditure; the numerical value of the goods market multiplier is decreasing
	C) Private savings; the numerical value of the money market multiplier is increasing
	D) Investment expenditure; the numerical value of the money market multiplier is increasing
		E) None of the answers is correct.

21. 	Under an open economy, the crowding-out effects will be _____ due to the effects arising from the _____ in this country’s currency.
	A) Smaller; depreciation
	B) Smaller; appreciation
	C) Larger; depreciation
	D) Larger; appreciation
	E) None of the answers is correct.




Questions 22–24 refer to Investment Expenditure

22. 	When interest rate rises, which of the following statements is/are CORRECT?
A) It becomes more expensive to borrow, and hence fewer investment projects are undertaken.
B) It has no effect on investment if this person has all the money needed to start up his project.
C) Investment confidence will fall.
	D) The goods market multiplier will fall.
E) All of the answers are correct.

23. 	Which of the following is/are CORRECT about investment expenditure in Canada?
	A) Amongst C, I, G and NX, I accounts for the largest portion of the Canadian GDP.
	B) Amongst C, I, G and NX, I is the most volatile component of the Canadian GDP.
	C) When the price of bonds rises, investment expenditures fall.
	D) When reserve ratio rises, investment expenditures rise.
	E) All of the answers are correct.

24. 	According to the Y=AE model, when Y<AE, unplanned inventory will _____ and the price level such as GDP deflator will _____.
	A) Fall; fall
	B) Fall; rise
	C) Rise; fall
	D) Rise; rise
	E) None of the answers is correct.





Questions 25–27 refer to Flexible Exchange Rates

25. 	Suppose China has a flexible exchange rate system. The Chinese currency, Yuan, has depreciated in recent months. This is likely to _____ its current account, ____ its capital account and ____ its balance of payments.
A) Decrease; increase; decrease 
B) Decrease; increase; not affect
C) Increase; decrease; decrease
	D) Increase; decrease; increase
E) Increase; decrease; not affect

26. 	In order to depreciate the Yuan, the Central Bank of China is likely to have ____ interest rates and prices of Chinese bonds are likely to have ____.
A) Cut; increased
	B) Cut; decreased
C) Raised; increased
	D) Raised; decreased
	E) Raised; stayed constant

27. 	Suppose China only trades with the US. In the long run, according to the Purchasing Power Parity, we will observe the nominal exchange rate (from China’s perspective) to be equal to ________ and the real exchange rate of China will be equal to ____.
	A) Price level of the US divided by the price level of China; the nominal exchange rate
	B) Price level of the US divided by the price level of China; one
C) Price level of China divided by the price level of the US; the nominal exchange rate
D) Price level of China divided by the price level of the US; one
E) None of the answers is correct.



Questions 28–30 refer to the Trans-Pacific Partnership (TPP)

28. 	Canada and 11 other countries have tentatively approved the Trans-Pacific Partnership (TPP) agreement. The TPP is expected to open new export markets for Canada while Canada allows for minimal additional imports from the other countries. In other words, our net export (NX) is expected to rise. Which of the following describes NX?
	A) NX = (Sp-T) + (I-G).
	B) NX = (G-T) + (I-Sp).
	C) NX = (Sp-I) + (T-G).
	D) NX = C + Sp + T.
	E) NX = C + I + G.

29.	If we would like our GDP to rise by as much as possible, we would like to see a _______ marginal propensity to consume, a ____ marginal propensity to import and a money demand that ____ on income.
	A) High; high; depends
	B) Low; high; does not depend
	C) High; low; depends
	D) Low; low; does not depend
	E) None of the answers is correct.

30. 	Suppose crowding-out effects are present. If we want our GDP to rise as much as possible, we should have a _____ exchange rate system because the money supply will ______.
A) Fixed; stay constant
	B) Fixed; rise
	C) Flexible; stay constant
	D) Flexible; rise
E) None of the answers is correct.
Part III: Analytical Questions (Total=50 marks).

Questions 31–35 refer to the Taylor Rule:

The Taylor rule states that a central bank can monitor inflation and GDP by following the equation 
i = i0 + (π - π*) + (Y - Yp). To start, suppose π* = 3%, π = π*, Y = Yp and i0 = 8%.

31.	The initial value of i is ____.
	A) 8%
	B) 9%
	C) 10%
	D) 11%
	E) 12%

32.	Now suppose a drop in investment confidence leads to (Y – Yp) = -3%. According to the Taylor rule, and putting aside inflation rates for now, the central bank should set a new i of ____. If π = π* - Δi, the new inflation rate will be equal to ____.
	A) 3%; 4%
	B) 4%; 5%
	C) 5%; 6%
	D) 6%; 7%
	E) 7%; 8%

33.	Suppose the central bank knew that π would change. To balance between its inflation and GDP targets, what interest rate should the central bank set, knowing that π = π* - Δi? [Hint: Solve the new i as an unknown.] 
A) 3.5%.
B) 4.5%.
C) 5.5%.
D) 6.5%.
E) 7.5%.

34.	Compare your answers from #31 and #33: Given the change in the interest rate, we can predict a(n) ___ in the bond prices, a(n) ____ in the money supply and a nominal ____ in its currency.
	A) Increase; decrease; depreciation
	B) Increase; decrease; appreciation
	C) Increase; increase; depreciation
	D) Increase; increase; appreciation
	E) Decrease; decrease; appreciation

35.	Compare your answers from #31 and #33: Given the change in the interest rate, we can predict that the real exchange rate of this country will ____________ and its real Yp will __________.
	A) Rise; remain constant
	B) Rise; rise
	C) Fall; remain constant
	D) Fall; rise
E) Rise or fall; remain constant





Questions 36–40 refer to Fiscal and Monetary Policies:

A simplified economy is specified as below, with all values in billions of US$. 

Consumption expenditure: C = 620 + 0.9(Y-T)		(Net) Taxes: 400+0.15Y
Investment expenditure: I = 190					Exports: 270
Government expenditure:	G = 430				Imports: 0.2Y

NOTE: When calculating your answers, please keep as many decimal places as possible throughout the steps. Choose the closest final answers below.


36. 	What is equilibrium Y?
	A) $2,035.
	B) $2,644.
	C) $2,673.
	D) $3,473.
	E) $4,301.

37. 	The goods market multiplier is equal to ___.
	A) 1.54
	B) 1.77
	C) 2.30
	D) 2.86
	E) 3.33

38. 	Suppose that investment confidence falls from 190 to 140. The new equilibrium Y is equal to ____ and the budget balance is equal to _____.
	A) $1,730; -$320
	B) $2,410; -$77
C) $2,529; $349
	D) $3,128; $466
	E) $4,111; $525

39. 	Suppose the government wants to push back Y to the level in #36, but with I = 140. What is the new value of government expenditure required and what is the new BB?
	A) $380; -$417 
	B) $380; -$541
	C) $480; $225
	D) $480; $317
	E) $480; $441

40. 	Continue with the previous question: Suppose the government does not want the BB to change so it asks the central bank to conduct monetary policy instead. To maximize its effectiveness, the central bank should _____ its target overnight interest rates by _______ bonds and let its currency_____.
	A) Increase; buying; depreciate
	B) Increase; selling; appreciate
C) Increase; buying; depreciate
	D) Decrease; selling; appreciate
	E) Decrease; buying; depreciate




Questions 41–45 refer to Real Exchange Rates and Purchasing Power Parity:

Suppose that in 2003, the price levels in the United States and Canada were 100. By 2007, the price level in the United States has increased to 220, while the price level in Canada has risen to 210. Suppose the nominal exchange rate between the two countries in 2003 was US$1 = C$1.6. Round all numerical answers to two decimal places, if applicable.

41. 	What is the 2003 real exchange rate, from Canada’s perspective?
A) 0.85.
B) 1.60.
C) 1.90.
D) 2.10.
E) 2.25.

42. 	What is the new nominal exchange rate in 2007 if the real exchange rate had remained constant at the 2003 level (from Canada’s perspective)?
A) 0.95.
B) 1.05.
C) 1.53.
D) 1.60.
E) 2.02.

43. 	If Canada had fixed its nominal exchange rate against the US dollar at the 2003 level, Canada would have experienced a real exchange rate ____ because its real exchange rate would be ____.
	A) Appreciation; 0.75
	B) Appreciation; 1.42
	C) Appreciation; 1.55
	D) Depreciation; 1.68
	E) Depreciation; 2.45

44. 	Continue with the previous question: Because the Canadian dollar is ________, our Canadian exports are becoming _____ over the years.
A) Undervalued; cheaper
B) Undervalued; more expensive
C) Overvalued; cheaper
D) Overvalued; more expensive
E) Correctly valued; neither cheaper nor more expensive

45. 	Continue with the previous question: Under a flexible exchange rate system, the Canadian dollar would have ______ and we would have seen a net ________ in our capital account.
A) Depreciated; increase
	B) Depreciated; decrease
	C) Appreciated; increase
	D) Appreciated; decrease
	E) Appreciated; balance



Questions 46–47 refer to the CPI and GDP Deflator:

The following table shows the prices and quantities consumed in Dessert Country.  The base year is 2013.

	Year
	Price of bananas
	Quantity of bananas
	Price of hot fudge
	Quantity of hot fudge

	2013
	$0.75
	200
	$1.00
	200

	2014
	$1.00
	180
	$1.5
	160



46.	What is the value of the Consumer Price Index (CPI) in 2014?
	A) 119.04.
	B) 120.
	C) 122.03.
D) 142.86.
	E) 169.49.

47. 	What is the value of the GDP deflator in 2014?
	A) 118.55.
	B) 119.04.
	C) 121.98.
D) 142.37.
	E) 168.19.


Questions 48–50 refer to the Labour Market:

Consider the following data collected from a country:

	Total population
	786

	Population under 15 years of age or institutionalized
	117

	Not in the labour force
	360

	Unemployed
	64

	Part-time workers looking for full-time jobs
	26



48. 	What is the size of the labour force?
	A) 245.
	B) 309.
	C) 360.
	D) 669.
	E) None of the answers is correct.

49. 	What is the unemployment rate?
	A) 7.62%.
B) 9.57%.
	C) 14.17%.
	D) 17.78%.
	E) 20.71%. 

50. 	What is the participation rate?
A) 37.86%.
B) 39.31%.
C) 45.80%.
D) 46.19%.
E) 79.29%. 	


Questions 51–52 refer to the Money Demand:

Suppose the banks have a 5 percent reserve ratio and the public has a 15 percent currency ratio.

51. 	What is the money multiplier?
	A) 5.25.
	B) 5.75.
	C) 7.00.
	D) 7.67.
	E) 11.5.

52. 	Suppose the banks receive a new $1,000 cash deposit. By how much would the public's holding of cash increase once the money multiplying process has been completed?
	A) $50.
	B) $150.
C) $200.
D) $766.7.
E) $862.5.


Questions 53–55 refer to Potential GDP Growth:

Suppose you have the following information about an economy:

Average annual growth rates from 1995 to 2005:
(i) 	Potential GDP:	7.45%
(ii) 	Labour force:	3.6%
(iii)	Capital stock: 	3.0%

Share of labour income in national income: 2/3.

53. 	What is the contribution of the labour force to the potential GDP growth?
	A) 1%.
	B) 1.2%.
	C) 1.8%.
	D) 2.4%.
	E) 3.6%.

54. 	What is the contribution of the capital stock to the potential GDP growth?
	A) 1%.
	B) 1.5%.
	C) 2%.
	D) 2.5%.
	E) 3%.

55. 	What is the growth in productivity as measured by the Solow growth residual?
	A) 1.25%.
	B) 2.85%.
	C) 3.25%.
	D) 3.75%.
	E) 4.05%.



Part IV: Answer the following question. ANSWER ALL PARTS (Total = 40 marks).

On October 19th, 2015, Canada had a federal election and subsequently the Liberal party won a majority government. The new government has promised various changes in fiscal policies in the coming years. For this multi-part question, we will examine these policies and their effects on the Canadian economy.

	Article 1: Justin Trudeau says Liberals plan 3 years of deficits to push infrastructure
CBC News Posted: Aug 27, 2015 10:24 AM ET Last Updated: Aug 28, 2015 2:16 AM ET

Justin Trudeau says a Liberal government won't balance the books for three straight years but will double spending on infrastructure. The Liberal fiscal plan would see "a modest short-term deficit" of less than $10 billion for each of the first three years and then a balanced budget by the 2019-2020 fiscal year.



(i) 	Article 1: 
(a) 	Define budget balance (BB) and structural budget balance (SBB). Is the deficit of $10 billion per year referring to BB or SBB? Explain (2 marks).	
	Ans: BB=tY-G and SBB=tYp-G; referring to BB because the deficits are short term for three years.

(b)	The article also says that the Liberals expect the fiscal budget to return to balance by the 2019-2020 fiscal year. What is this belief based on? Explain (2 marks).
	Ans: As G rises, Y will rise and hence tax revenue is likely to rise. It depends on how effective the rise in G is in raising Y and T.

(c)	If the Liberal party wants to speed up the process and balance the budget before 2019, should it adopt a percentage tax system where T=tY or a lump-sum constant tax where T=T0? Explain. (Note that government does not change the tax rate and/or lump sum tax. Compare BB where T=tY and T = T0, respectively) (4 marks).
	Ans: Percentage tax - even though the goods market multiplier under a percentage tax is smaller than the goods market multiplier under a lump-sum tax system, tax revenue rises with GDP under a percentage tax (T=tY) while tax revenue stays constant under a lump-sum tax (T). For the given increases in G, tax revenue will rise to balance the budget only under the percentage tax system.


	Article 2: Economic optimism lifts Canadian consumer confidence for 4th week
G. Quinn, Bloomberg, October 19, 2015

Canadians were the most optimistic about the economy’s prospects in more than a year, boosting consumer confidence as voters head to the polls in the election.

The Bloomberg Nanos Canadian Consumer Confidence Index rose to 56.7 in the week through Oct. 16, a fourth straight increase. Every week, Nanos Research asks Canadians for their views on personal finances, job security, the outlook for the economy and where real estate prices are headed.



(ii)	Article 2: 
	(a) 	Use the Y=AE diagram and the AD/AS/LAS diagram to illustrate the effects of the rise in consumer confidence on the Canadian economy. Assume that Y=Yp before the election. Also explain in words the effects on the Canadian inflation rate and unemployment rate (4 marks).
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	Ans: Consumer confidence rises, so AE rises, eventually AD rises, creating an economic boom, lower unemployment and higher inflation.	

(b)	The Bank of Canada (BOC) has to keep our annual inflation rate at around 2%. Explain how the BOC should intervene in the money market through open market operations. Use the money demand/money supply diagram to illustrate your answer. Assume that the money supply is vertical. Also explain how bond prices will be affected (4 marks).
	
	i                  Ms1           Ms0	







			   Md	

				           $
	Ans: BOC would have to decrease money supply by selling bonds in the open market. This will shift money supply to the left, raise interest rates and the price of bonds will fall as the supply of bonds rises.

(c)	Continue with part (b): How should the BOC defend this new interest rate? Define SPRA and SRA. Explain briefly which tool is the BOC more likely to use (2 marks).
	Ans: SPRA = special purchase and resale agreement; SRA=sale and repurchase agreement; BOC is likely to use SRA to sell financial assets in the overnight market in order to decrease money supply in the overnight market, keep overnight interest rates high, and with a promise to buy back the financial assets in a very short time frame.

(d)	Given the BOC’s policy, is the Liberal party more likely or less likely to balance the budget in 2019-2020, regardless of whether the federal government adopts a lump-sum constant tax system or a percentage tax system? Explain (2 marks).
	Ans: Less likely, because as the BOC tries to keep inflation rate constant, the fall in money supply = rise in interest rates will likely discourage private investment expenditure.


	
Article 3: Consumer confidence rises in September
http://www.reuters.com/article/2015/09/29/us-usa-economy-confidence-idUSKCN0RT1PQ20150929, Sep 29, 2015

U.S. consumer confidence rose and was higher than expected in September, according to a private sector report released on Tuesday.

The Conference Board, an industry group, said its index of consumer attitudes rose to 103.0, the highest since January. This rise is mainly due to the fall in gasoline prices and better economic outlook.




(iii)	Article 3: This stronger US consumer confidence will affect Canada’s exports.
(a) 	Flexible exchange rate: Use the foreign exchange diagram to illustrate how the Canadian dollar will be affected. Also explain in words (4 marks).
        e			US$
			  S0

				S1




			      D	

							     US$
	Ans: Supply of US$ increases in order to buy more C$ to pay for Canadian products, C$ appreciates.

(b) 	Focus on the BOC’s rate change from part (ii) and the change in the Canadian dollar value: Explain how Canada’s current account and capital account will be affected (4 marks).
	Ans: C$ appreciates, our NX falls, so our ΔCA<0 and ΔKA>0 as Canadian assets offer a higher rate of return.	

(c)	Fixed exchange rate: Use the foreign exchange diagram to illustrate what the BOC needs to do in response to the stronger consumer confidence in the US (4 marks).
        e			US$
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							     US$
	Ans: Supply of US$ increases in order to buy more C$ to pay for Canadian products, C$ faces pressure to appreciate, BOC has to supply the C$ demanded and buy in the US$ supplied, so the supply of US$ shifts back, BOC accumulates more US$ and increases supply of C$.






	Article 4: What a Liberal majority means for you
MoneySense, October 19th, 2015

Cut the annual Tax Free Savings Account (TFSA) contribution limit from $10,000 back to $5,500. 
Arguably one of Trudeau’s least popular campaign promises (an Angus Reid survey recently found that 67% of Canadians aren’t in favour of any political party reversing the increase), the roll back could cost savers tens of thousands of dollars over the long term.

Restore the traditional retirement age. 
The Liberals have vowed to restore the Old Age Security (OAS) and Guaranteed Income Supplement (GIS) eligibility ages back to 65 after the Conservatives under Stephen Harper had introduced a plan to gradually raise the eligibility age to 67 for anyone born in or after 1958.




(iv)	Article 4: 
(a)	Cutting TFSA: Use the potential GDP equation %ΔYp to explain how this policy will affect %ΔYp and the components of %ΔYp (3 marks).
	Ans: %ΔYp = %ΔA+%ΔN+%ΔK, and because TFSA encourages savings, and savings fund future investments, lower TFSA means lower savings and lower capital accumulation K in the future; %ΔK<0 and Yp falls.

(b)	Restore retirement age: Use the potential GDP equation %ΔYp to explain how this policy will affect %ΔYp and the components of %ΔYp (3 marks).
	Ans: %ΔYp = %ΔA+%ΔN+%ΔK, and because lowering the age to qualify for OAS and GIS encourages earlier retirement, this means a smaller labour force in the future, so future Yp falls; %ΔN<0 and Yp falls.

(v)	Overall, based on your answers, do you think the Liberal party’s economic policies are focused on the short run economy or the long run economy? Explain (2 marks).
Ans: Mostly short run economic boom through deficit-financed fiscal expansion.

Note (not included in this exam): To be fair, their plans also include investment in infrastructure, which has been left out in this question to prevent confusion. Better infrastructure is likely to increase Yp.








The End… Have a Great Holiday Break!
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