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Question 3 [8 points]

The following diagram shows the aggregate expenditure schedule for the economy and the equilibrium condition on the 45 degree line.
Round all answers to the nearest whole number.

36
32

28

AE
1

AE=CT+X=IM

03 6 g9 1 15 18 2 24 27 30 33 36 39
Real GDP and Income

a) Suppose output is K. What is the level of planned aggregate expenditure? Is planned expenditure greater or less than output?

If output s K, planned expenditure would be __ 8 . Planned expenditure would be _less _ than current
output.
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b) What is the size of the unplanned change in inventories at output K.
The unplanned increase in inventories amounts to 12

) How will business firms respond to this situation?

Business firms will respond by increasing output.

d) What s the equilibrium income and expenditure?

Equilibrium level of output and expenditure = _ 16

&) Suppose output is at J, s there an unplanned change in inventories? By how much?
There would be unplanned increase in inventories in the amount _ 34 .

Marking:

a)
Planned expenditure at K:

Your answer was: 8.00

The correct answer was: 12.00

At output K, the planned expenditure can be found by reading the value where the K and AE line intersect, which is B = 12
You willlose 1 mark for this part.

Planned expenditure at K:

Your answer was: less

The correct answer was: greater

Atoutput K, the AE line is above the 45 degree line meaning the planned expenditures would be greater than current output.

You will lose 1 mark for this part.
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b)

Type of inventory change at K:

Your answer was: unplanned increase

The correct answer was: unplanned decrease

Atoutput K, the AE would have an unplanned decrease in its inventory to match the lower level indicated by the 45 degree line.
You will lose 1 mark for this part

Inventory quantity change at K:

Your answer was: 12.00

The correct answer was: 4.00

At output K, the unplanned decrease in inventories is equal to the height difference between the AE line and the 45 degree line which is AB =
12-8=4.

You will lose 1 mark for this part.

<)
You have completed this entire statement correctly.

d)

You have completed this entire statement correctly.
e)

Inventory quantity change at J:

Your answer was: 34.00

The correct answer was: 9.00

At output J, the unplanned increase in inventories is equal to the height difference between the AE line and the 45 degree line which is FE =
34-25=09.

You will lose 1 mark for this part.

Total marks for this question: 3

Ovarall Mark: 2/




