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Department of Economics
ECON 203 – INTRODUCTION TO MACROECONOMICS
Winter 2017 Midterm Exam VERSION A


STUDENT NAME: _____________________________________________________
STUDENT NUMBER: __________________________________________________

Please read all instructions carefully.

This exam lasts 75 minutes. The test consists of 12 pages. 
Only non-programmable calculators are allowed. 
Use pencil to fill in the scantron provided. Do not erase! Do not use a pen!
Once you finish the exam, you may hand it in to an invigilator. Please, exit the amphitheater in silence.


1. The CPI is a measure of the:
A. real wage.
B. price of a specific good. 
C. average level of prices.
D. rate of inflation.

2. Three equivalent ways to measure GDP are total _____, total _____, and total ______.
A. profits; production; saving
B. expenditure; income; profits
C. production; income; expenditure
D. investment; consumption; saving

3. The short-run aggregate supply curve is upward sloping because:
A. of the interest-rate effect.
B. higher price levels create incentives to expand output when resource prices remain constant.
C. of the net export effect.
D. higher price levels create an expectation among producers of still increase price levels.

Use the data to answer the next 3 questions:

	GDP (Y)
	Consumption (C)
	Investment (I)

	$0
	$60
	$20

	100
	120
	40

	200
	180
	50

	300
	240
	60

	400
	300
	70

	500
	360
	80



4. Refer to the table above. The equation representing the investment schedule for the above economy is:
A. I = 0.3Y.
B. I = 80 -0.3Y.
C. I = 20 + 0.1Y.
D. I = I0 = 20.

5. Refer to the table above. The aggregate expenditure schedule in the economy is:
A. AE = 90 + 0.4Y.
B. 90 + 0.7Y.
C. 90 - 0.2Y.
D. None of the above.
			
6. If firms experience an unplanned increase in their inventories of final goods of $70 billion, then:
A. planned inventories of final goods will rise by $15 billion.
B. planned inventories of final goods do not change.
C. firms have overestimated aggregate spending by $70 billion.
D. aggregate spending is at its equilibrium level.

7. The progressive income tax and unemployment compensation are examples of:
A. full-employment budgeting.
B. automatic stabilizers.
C. monetary policy.
D. a balanced budget multiplier.


8. A Canadian citizen buys an automobile produced in Canada by a Japanese company. What happens as a result?
	 
	A. 
	Canadian net exports increase, Canadian GNP and GDP are unaffected, Japanese GNP increases

	 
	B. 
	Canadian net exports, GNP, and GDP increase; Japanese GDP increases

	 
	C. 
	Canadian GDP increases, Canadian GNP increases, Japanese GNP increases

	 
	D. 
		 
	Canadian GDP increases, Japanese GNP increases



	 
	Canadian GDP increases, Canadian GNP increases, Japanese GNP increases


9. To say investment and part of consumption are autonomous means that:
	A.
	consumption expenditure determines investment.

	B.
	they are interrelated.

	C.
	investment determines consumption expenditure.

	D.
	both are determined independently of income.


10. In the short run, macroeconomic analysis focuses on ________, while in the long run, the focus is on ________.
A. fiscal policy; monetary policy
B. short-run economic growth; population demographics
C. unemployment; inflation
D. the business cycle; long-run economic growth




11. Government activity affects aggregate demand by:
A. providing public goods and services only.
B. collecting taxes and making transfer payments as well as spending on public goods and services.
C. changing the level of aggregate supply of goods and services.
D. establishing the rules within which a market economy must operate.

12. The potential output line or curve Yp is
A. Vertical because it shows that price level changes will not affect the value of Yp.
B. Vertical because if Yp growth exceeds actual Y growth, the natural unemployment rate will rise.
C. Upward-sloping because it shows that a higher price level will lead to a higher real output.
D. Upward-sloping because it shows that a higher price level will lead to a higher nominal output.

13. The CPI in year one was 145.     The CPI in year two was 159.     The rate of inflation between years one and two was _____ percent.
A. 2.1
B. 9.6
C. 4.5
D. 5.1
14. Suppose the working-age population of a fictional economy falls into the following categories: 30 are retired; 45 are stay-at-home parents; 120 are employed full time; 40 are employed part time; 25 are unemployed but are actively looking for employment; 15 are unemployed and are not actively looking for employment. The official unemployment rate would be
A. 9.62%.
B. 13.51%.
C. 14.55%.
D. 20.0%.







15. Last month, the government reported an increase in the number of jobs and no change in the unemployment rate. Which of the following would best explain the report?
	 
	A. 
	There was an increase in labour force.

	 
	B. 
	There was a decrease in labour force.

	 
	C. 
	There was an increase in adult population.

	 
	D. 
	There was a decrease in adult population.



16. Recent economic news has revealed that economies in China, Brazil and other emerging economies seem to be slowing down. These economies are importers of Canada’s natural resources. In the short run, when both goods and input prices are fixed, our _______ curve will shift _____ and unplanned inventory will be _______.
A. AE; down; larger
B. AE; down; smaller
C. AE; up; larger
D. AE; up; smaller

17. A basic measure of the standard of living in a country is:
	A. that country's nominal GDP.
B. that country's real GDP.
C. that country's real GDP per capita.
D. that country's nominal GDP per capita.



18. To calculate the national unemployment rate you would need data on:
	
	A. the number of people currently employed.
B. the number of people currently not working and not looking for work.
C. the number of people employed and unemployed.
D. the number of people aged 15 years and over.



19. If Canada is 5% below its targeted income of $13,000 and the slope of the Aggregate Expenditure function is equal to 0.2. Using the multiplier model, what changes in government expenditures are required to achieve this target?
A. 520
B. 420
C. 840
D. 500
Use the following model to answer questions 20-22:
	C = 2,500 + 0.5(Y - T)
I = I0 = 2,000

	G = G0 = 1,000

	X = 700

	IM = 200

	T = T0 = 2,500

	Yp = 14,000


20. Find autonomous expenditure. 
A. 4,770
B. 4755
C. 4750
D. 5766

21. Find the multiplier.
A. 1.5
B. 3.5
C. 3
D. 2

22. Find the output gap.
A. -4,500
B. 4,500
C. -3,600
D. 3,600.

23. Which of the following is (are) CORRECT?
A. GDP excludes how much Canadians spend on imported goods (and services).
B.  	GDP includes how much foreign tourists spend in Canada.
C. In the base year, real and nominal GDP values are identical.
D. All of the answers are correct.

24. Suppose the government raises its revenue by a net tax of 25 percent on income, t = 0.25, the marginal propensity to consume out of disposable income is 0.8, and the government has an outstanding public debt of 1,500. The autonomous expenditure is (C0 + I0) is 600 and government expenditure is 400.What is the debt to GDP ratio?
A.  15%.
B.  30%.
C.  50%.
D.  60%.

25. Assume that the tax rate t is 0.4, Yp is 5,000 and G is 1,600. Which of the following statements is CORRECT?
A. The structural budget balance is 400.
B. With negative GDP gap of 20%, the budget balance is -200.
C. With positive GDP gap, the structural budget balance will be smaller than 400.
D. There will be zero budget balance when Y is 1,800.

26. According to the AD/AS/LAS model, as more Canadians leave the labour force and retire, wages in Canada will _____ and our potential GDP will _______. 
A. Fall; shift left
B. Fall; shift right
C. Rise; shift left
D. Rise; stay constant

27. Continue with the previous question: In the absence of fiscal policy changes, our structural budget balance will _____ and our long run inflation rate will ______.
A. Improve; fall
B. Improve; rise
C. Worsen; fall
D. Worsen; rise
28. What is the difference between the aggregate expenditure (AE) and the aggregate demand (AD) curves?
A. The AD curve captures the effects of fiscal and monetary policies but the AE curve does not.
B. The AD curve captures the effects of the nominal exchange rate but the AE curve does not.
C. The AD curve captures changes in our savings habits but the AE curve does not.
D. The AD curve captures changes in the goods and input prices but the AE curve does not.

29. Suppose the economy represented by the table below had a working-age population of 25,400 (in thousands) in 2017:
	Year
	Labour Force (in thousands)
	Employment (in thousands)

	2017
	15,150
	14,350



30. What is the participation rate in the economy in the year 2017?
A. 56.50%.
B. 59.65%.
C. 62.67%.
D. 76.10%.

31. Suppose in the year 2017 there is a mild recession. As a result, the recession discouraged some unemployed workers and they stop looking for work. The new participation rate becomes 58.85%. The new unemployment rate becomes ____.
A. 3.99%
B. 4.22%
C. 4.67%
D. 5.28%.



32. Based on the information presented below, the equation representing the consumption for the economy is ___ and the equilibrium level of GDP is _____. There is no government and this is a closed economy.
GDP (Y)		Consumption (C)		Saving (S)		Investment (I)
$0				$60			$-60			$100
100			120			-20			100
200			180			 20			100
300			240			 60			100
400			300			100			100
500			360			140			100
A. C = 60 + 0.6Y; $400.
B. C = 60 + 0.4Y; $400.
C. C = 40 + 0.75Y; $450.
D. C = -60 + 0.8Y; 500.

33. A rise in investment confidence is shown by
A. An upward shift in the AE curve.
B. A downward shift in the 45-degree line.
C. A steeper AE curve without any shifts.
D. A flatter AE curve without any shifts.

34. For a given decrease in autonomous expenditure, economies with lower income tax rate t will:
A. Experience smaller business cycle fluctuations in real GDP and employment.
B. Experience larger business cycle fluctuations in real GDP and employment.
C. Experience larger business cycle fluctuations in real GDP but not in employment.
D. Experience larger business cycle fluctuations in real GDP and employment only if the government runs a balanced budget.

35. Between 2005 and 2006, if Canada’s structural primary budget balance changed from -$10 billion to -$12 billion, then which of the following is CORRECT?
A. The Canadian dollar must have appreciated.
B. Government payments on public debt must have increased.
C. The economy was in a temporary recession.
D. The government had conducted expansionary fiscal policies.


36. Including discouraged workers in the unemployment rate would
A. Lower the labour force.
B. Lower the measured unemployment rate.
C. Raise the labour force.
D. Both C and B are correct.

37. Empirical data show that a strong, positive relationship exists between personal consumption expenditures and:
A. the real interest rate.
B. the level of personal disposable income.
C. progressive taxes.
D. planned investment spending.

38. Despite some problems, higher real GDP per person does imply higher living standards because it tends to be positively associated with:
A. crime, pollution, and economic inequality.
B. better education, health and life expectancy.
C. poverty, depletion of non renewable resources, and congestion.
D. unemployment, availability of goods and services, and better education.

39. As used in the income-expenditure diagram in macroeconomics, the 45 degree line:
A. shows all the points at which spending and real income are equal.
B. contains only a consumption component.
C. represents consumption plus planned investment.
D. shows those income levels where the marginal propensity to consume is 1.

40. Other things equal, a decrease in an economy's exports due to recession in USA will:
A. lower the marginal propensity to import in Canada.
B. have no effect on equilibrium GDP in Canada, because imports will change by an offsetting amount.
C. decrease aggregate expenditures and decrease equilibrium GDP in Canada.
D. increase aggregate expenditures and increase equilibrium GDP in Canada.

41. According to the consumption function, as real disposable income increases:
A. consumption will rise by the same amount as the increase in disposable income.
B. both consumption and saving will rise.
C. consumption falls but saving rises.
D. consumption rises but saving falls.

42. The Government may be able to increase equilibrium real GDP and reduce the unemployment rate by:
A. increasing government purchases and keeping taxes the same.
B. cutting taxes.
C. increasing both purchases and taxes by the same amount.
D. all of the above.

43. The aggregate demand - aggregate supply model is used to:
A. explain changes in the prices and quantities of a particular good or service.
B. explain the behaviour of real GDP and prices in a national economy.
C. the general price level in an economy but not the real GDP.
D. the real GDP in an economy but not the price level.

44. In a closed economy with no government: (a) the marginal propensity to consume is 0.5, (b) autonomous consumption $60 billion and (c) the level of autonomous investment is $40 billion. What is the equilibrium level of income?
A. $250 billion
B. $300 billion
C. $200 billion
D. $100 billion

45. Other things equal, a decrease in Germany's exports due to recession in Greece will:
A. lower the marginal propensity to import in Germany.
B. have no effect on equilibrium GDP in Germany , because imports will change by an offsetting amount.
C. decrease aggregate expenditures and decrease equilibrium GDP in Germany.
D. increase aggregate expenditures and increase equilibrium GDP in Germany.	


46. If aggregate demand exceeds potential output:
A. an economy's resources are over-utilized.
B. an economy's resources are under-utilized.
C. an economy's resources are fully employed.
D. the pattern of resource use cannot be determined without knowing short-run aggregate supply.



Suppose the labour force consists of 200 adults, of which 166 are employed. Answer questions 47 and 48.
47. Find the unemployment rate.
A. 15%
B. 17%
C. 16.5%
D. 14%

48. Now suppose 14 of the unemployed workers are so discouraged that they have given up looking for work. They decide to go back to school full-time. Find the new unemployment rate.
A. 11.75%
B. 10.75%
C. 10%
D. 15.75%

A simplified economy is specified as below, with all values in billions of $. Answer questions 49 and 50.
Consumption expenditure: C = 290 + 0.8(Y-T)		Taxes: 0.2Y
Investment expenditure: I = 350				Exports: 170
Government expenditure: G = 510			Imports: 0.4Y

49. What is equilibrium Y?
A. $1,445.67.
B. $1,600.
C. $1,636.60.
D. $1,736.84.


50. The goods market multiplier is equal to ___.
A. 1.32
B. [bookmark: _GoBack]1.67
C. 2.50
D. 2.78
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