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Part I: Multiple Choice Questions

1.    If the CPI in 1982 was 100 and the CPI in 1983 was 115, then the rate of inflation was

A) 1.5 percent.  

B) 11.5 percent.  

C) 115 percent.  

D) none of the above.  

2.    Which of the following best illustrates the concept of unemployment due to business cycles?

A) Ginny loses her job because of automated machinery.

B) Sam quits his job to look for work that is more fun.

C) Elle quits looking for work because she doesn’t think she can find a suitable job.

D) Amanda loses her job because of a recession.

3.    If the economy is at full employment, then

A) the entire labour force is employed.

B) the unemployment rate is zero.

C) the unemployment rate is still positive at the natural rate.

D) the unemployment is undefined at the natural rate.

4.    Growth in GDP underestimated the growth in national well-being because

A) Environmental costs are extracted out of GDP.

B) Investment such as stock purchase is not included in GDP.

C) As a country gets richer, job quality and leisure time tend to increase.

D) All of the above.

5.    If Toyota produces a car in a plant in Windsor, Ontario and exports it to Japan, the value of the car is included in which country’s GDP?

A) Japan’s, because Toyota is a Japanese company.

B) Japan’s, because that is where the car is purchased.

C) Canada, because that is where it is produced.

D) Both Japan and Canada, 50-50 split.

6.  Intermediate goods, like milk sold by a farmer to a bakery, are

A) included in GDP.

B) included in GDP at market value.

C) included in real GDP only but not nominal GDP.

D) are not included in GDP.

7.    If we include discouraged workers in the unemployment rate, then this would

A) decrease the labour force.

B) increase the unemployment rate only if there are part-time workers.

C) decrease the unemployment rate.

D) increase the unemployment rate.

8. If real GDP in 2010 was $1,800 billion and $1,944 billion in 2011, what is the real GDP growth rate?
A) 6%
B) 7%
C) 8%  (GDP2-GDP1)/GDP1   * 100 
D) 5%
9. Suppose in the economy of Pluto the total expenditure for a basket of goods in 2010 (the base year) was $800 million. In 2011, the total expenditure for the same basket of goods was $904 million. What is the CPI for 2010?
A) 105
B) 113
C) 118
D) 100 (IT’S THE BASE YEAR U STUPID CUNT, CPI IS 100
10. Suppose our nominal wage rate is $12 per hour, and the CPI is 135. Our labor union believes that the CPI for next year will increase to 162. If we want to maintain a constant real wage, what nominal wage should our union ask for?
A) $23.64
B) $15.24
C) $14.4 (INFLATION 2 – INFLATION 1/INFLATION 1) *DOLLARS PER HOUR +DOLLARS PER HOUR =14.4
D) $19.44
11. Suppose the population of Neptune 15 years of age and above is 24,100. Its labor force is 13,900 and its number of employed is 13,000. What is Neptune’s participation rate?
A) 57.68% WORKING AGE / EMPLOYED) 13000/24100*100
B) 53.94%
C) 93.53%
D) 52.45%
12. If Jupiter has a population of 300,000 people, a labour force of 250,000 people, and 220,000 are employed, what is the unemployment rate?
A) 10%
B) 12%
C) 14%
D) 16%
13. Suppose the population of Mars is 6,430. Of all adult Martians, 4,750 were employed, 500 were unemployed, and 300 were not in the labor force. How people are under the age of 15?
A) 880
B) 660
C) 770
D) 550
14. If net indirect taxes are added to GDP calculations, then the value of GDP changes from basic prices to market prices. Why is this correct?
A) Indirect taxes are transferred to the households as subsidies
B) Indirect taxes raise the prices of the final goods and services produced (SALES TAX) 
C) Indirect taxes are paid by the firms
D) All of the answers are correct
15. Suppose the nominal GDP of a country was $800 in 2011 and its GDP deflator was 106. For 2012, its nominal GDP was $880 and its GDP deflator was 112. What was this country’s 2011-2012 nominal GDP growth rate?
A) 12%
B) 13%
C) 11%
D) 10% (880-800/800)
Part II: Short Questions

1. GDP

(i) Explain intuitively why a country’s GDP can be measured by using either the Expenditure or the Income approach. 

Consider the following table:

	Item
	Value$

	Government purchases of goods and services
	100

	Wages paid to labor
	250

	Personal Savings
	35

	Indirect taxes
	50

	Income taxes
	80

	Profits
	40

	Export earnings
	100

	Subsidies
	???

	Consumption expenditure
	250

	Interest and miscellaneous investment income
	20

	Import payments
	75

	Depreciation
	25

	Net Investment expenditure
	45

	Farmers’ Income
	50

	Income of non-farm unincorporated business
	40


(ii) Use the Expenditure approach to find the value of GDP. 

(iii) Given the GDP value you have found in part (ii), use the National Income approach to find the value of subsidies. 

(iv) Briefly discuss two limitations of using the GDP concepts to measure the well-being of a country.

2.       Consider the following data on Canadian GDP: 

	Year
	Nominal GDP
	Real GDP
	GDP Deflator

	1991
	500
	525
	?

	1992
	540
	?
	100

	1993
	560
	?
	105

	1994
	585
	?
	108


(i) Calculate the real GDP for the years 1992, 1993 and 1994.

(ii) Calculate the GDP deflator for 1991.

(iii) Briefly explain why, in general, the nominal GDP’s could be higher or lower than the real GDP’s.
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