Econ 203 Tutorial #3 
Date: Week 5
Coverage: Chapter 6 Aggregate Expenditure and Aggregate Demand 
                    
     

Part I: Multiple Choice Questions

1. Let the goods market multiplier to be equal to 10. Suppose some private firms have gone into bankruptcy because of the stock market crash. If the losses in investment expenditures due to these bankruptcies are equal to $25,000,000, then the change in GDP would be equal to 

A) $250,000,000.

B) $500,000,000.

C) -$250,000,000.

D) -$500,000,000.

2. The CAQ wants the Liberal government to spend more money on building low-income housing. If the CAQ wants the spending to have maximum effect on economic growth, which of the following consumption equations would it prefer to see?

A) C=90+0.4(Y-T)

B) C=80+0.5(Y-T)

C) C=150+0.75(Y-T)

D) C=100+0.9(Y-T)

3. Consider this quote from Person A: “ I am working full-time right now, and I have the money to buy a $3,000 mountain bike. However, I feel uncomfortable because we do not know if we would have a general election soon, and what kind of economic policies the new party would introduce. I am going to wait and see how things turn out before I buy my bike.” This statement captures 

A) Person A’s Marginal Propensity to Consume or spending habit.

B) Person A’s Marginal Propensity to Save or saving habit.

C) Person A’s consumer confidence.

D) None of the above.

Use the following graph to answer the next question:
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4.    At Y1

A) inventories are decreasing and producers respond by raising prices for the product.

B) inventories are staying constant as producers increase their production to meet the demand for their product.

C) inventories are decreasing and producers respond by increasing their production.

D) total spending exceeds total production implying that this economy is in an economic boom.

5.    The marginal propensity to consume is expressed as
A) total consumption divided by the change in disposable income. 

B) total consumption divided by total disposable income.
C) the change in consumption divided by total disposable income. 
D) the change in consumption divided by the change in disposable income.

6. A rise in the amount of desired consumption or investment expenditure associated with each level of national income shifts the AE curve
A) down and shifts the AD curve to the right. 

B) up and shifts the AD curve to the right. 

C) down but no movement of the AD curve. 

D) up and shifts the AD curve to the left. 

7.
When the general price level of goods and services is constant, what can we conclude?
A) The aggregate demand curve is negatively sloped
B) The aggregate supply curve is horizontal
C) The aggregate supply curve is positively sloped
D) The aggregate demand curve is horizontal
8.
Which of the following is (are) CORRECT about autonomous consumption?
A) A rise in consumer confidence increases it
B) A rise in disposable income increases it
C) A rise in autonomous consumption changes that slope of the AE curve
D) All of the answers are correct
9.
If the MPC is equal to 0.75, what can we conclude?
A) Saving is negative if our income is very low
B) MPS=0.25
C) MPS is always positive regardless of how low our income is
D) All of the answers are correct
10.
If the MPC is 0.8 and if Y = C = 1,000, what is the value of autonomous consumption?
A) 400
B) 500
C) 300
D) 200
11.
If C = 100 + 0.75Y, which of the following is (are) CORRECT?
A) If Y=200, S= - 50
B) MPS=0.25
C) S = -100 when Y=0
D) All of the answers are correct
12.
In a closed economy without government, the marginal propensity to consume is 0.6, autonomous consumption is $150 billion and the level of investment is $50 billion. What is the equilibrium level of income?
A) $1,000 billion
B) $500 billion
C) $200 billion
D) $250 billion
13.
If the goods market multiplier is 4, then an increase in exports by $20 billion will ____.
A) Increase GDP by $20 billion
B) Increase GDP by $80 billion
C) Decrease GDP by $80 billion
D) Decrease GDP by $20 billion
14.
Suppose C = 100 + 0.8Y, I =50, X = 80 and IM = 0.2Y. What is the equilibrium Y?
A) $700
B) $625
C) $575
D) $600
15. In the Y=AE model, if Y>AE, unplanned inventory would ___ and the price level would ____.
A) Decrease; increase
B) Increase; stay constant
C) Increase; increase
D) Increase; decrease
Part II: Short Questions

 1. Suppose the following describes consumer and investment behavior, and international trade:

C = 125 + 0.8(Y - T), T = 0 for now.
I = 50 - 100i
i = 0.01 (given, for now; i = 0.01 means 1% interest rate.)

X = 200

Z = .2Y

i. Explain intuitively why the interpretation of the 125 in the consumption function can be consumer confidence. Also explain intuitively the interpretation of the 0.8Y.

ii. Explain intuitively the interpretation of the 50 in the investment function, as well as the -100i.

iii. What is the numerical value of the multiplier?

iv. Find the equilibrium value of Y. 

v. Find the new value of Y, given now I = 51 - 100i. Are your answers for the multiplier correct? How about your intuitive explanation?

vi. Explain what would happen to the multiplier and the job creation process if C now equals 125 + 0.6Y. Would the multiplier be larger or smaller than before? Would more or fewer jobs be created? Why?

2.     Discussion Question

Consider the following article from http://www.cbc.ca/:

Consumer, business confidence dips: Conference Board
Last Updated: Friday, May 6, 2005 | 11:06 AM ET 

Consumer and business confidence retreated modestly in April, the Conference Board of Canada said Friday. 

The research group said consumers' confidence about their short-term financial and job prospects fell 3.4 points to 121.1. 

The survey is based on interviews with 2,000 people between April 7 and 12. 

Consumer confidence is closely watched because consumer spending accounts for the majority of economic activity. 

After falling 11 points in the winter survey, business confidence declined another 3.9 points to 135.9 in April. The Conference Board said the number of firms expecting their financial positions to improve fell five percentage points to 43 per cent. 

i. 
The consumption function has two elements: the autonomous that does not depend on GDP and the non-autonomous that does. Given the above article, which part of the consumption function is affected?

ii. Given the above description, are the consumption and investment functions shifting up or down? What happens to the AE curve?

iii. The article says consumer spending accounts for a majority of economic activity. Find out from the internet what percentage does "C" account for in GDP=C+I+G+NX.

iv. Describe what would happen to the AD curve, as well as their effects on the eventual price level and actual GDP. Would this create a recessionary or inflationary gap? Explain. 
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