Carleton University, ECON 1002B – Macroeconomics
Midterm Examination 1 – February 4, 2019
Instructor:  Susan Bennet
______________________________________________________________________________

Before beginning your exam, please remove everything from your desk except for pencils, pens, rulers, erasers, a non-programmable calculator, and your student ID.

PLEASE ANSWER ALL QUESTIONS ON YOUR SCANTRON PAPER.
______________________________________________________________________________


Did not count this question – should have read “per capita GDP”.
1. What do international GDP and socioeconomic data show?
	 
	a. 
	They are inconclusive about the relationship between GDP and the economic well-being of citizens.

	 
	b. 
	They suggest that GDP is a weak measure of a country’s well-being.

	 
	c. 
	They show a clear positive relationship between GDP and the well-being of citizens as measured by the UN's HDI.

	 
	d. 
	They indicate that there are few real differences in living standards around the world, in spite of the large differences in GDP between nations.


	


Table 1
Consider the following table for the country of Ophir:
	Year
	Nominal GDP
	GDP Deflator

	2013
	$4000
	100

	2014
	$4100
	105

	2015
	$4200
	110






	2. Refer to the Table 1 to answer this question. What can we conclude about real GDP from this information?
	 
	a. 
	Real GDP was higher in 2015 than in 2014, and real GDP in 2014 was higher than in 2013.

	 
	b. 
	Real GDP was higher in 2015 than in 2013, and real GDP in 2014 was higher than in 2015.

	 
	c. 
	Real GDP was higher in 2013 than in 2014, and real GDP in 2014 was higher than in 2015.

	 
	d. 
	Real GDP was higher in 2013 than in 2014, and real GDP in 2015 was higher than in 2014.








3. Which example will increase Canadian net exports?
	 
	a. 
	A Canadian resident buys a skateboard manufactured in Canada by a German firm.

	 
	b. 
	A U.S. resident buys a Blackberry manufactured in Canada.

	 
	c. 
	A Canadian resident buys a souvenir in Paris.

	 
	d. 
	A Canadian resident buys Microsoft shares.



	4. If a province made an illegal activity such as gambling or prostitution legal, then, other things the same, what would happen to GDP?
	 
	a. 
	It would increase.

	 
	b. 
	It would decrease.

	 
	c. 
	It would not change because both legal and illegal production are included in GDP.

	 
	d. 
	It would not change because these activities are never included in GDP.






5. Which of the following is included in the consumption component of GDP?
	 
	a. 
	CPP/QPP payments

	 
	b. 
	purchases of foreign goods and services

	 
	c. 
	purchases of newly constructed homes

	 
	d. 
	goods produced but not sold during the reference period



6. A Canadian farmer invests in a new tractor made in Canada by a German company. What is the impact on investment and GDP?
	 
	a. 
	Canadian investment and German GDP increase, but Canadian GDP is unaffected.

	 
	b. 
	Canadian investment and GDP increase, but German GDP is unaffected.

	 
	c. 
	Canadian investment, Canadian GDP, and German GDP are unaffected, because tractors are intermediate goods.

	 
	d. 
	Canadian investment, Canadian GDP, and German GDP all increase.



7. Babe Ruth, the famous baseball player, earned $80,000 in 1931. Today, the best baseball players can earn 200 times as much as Babe Ruth in 1931. Are the best baseball players better off than Babe Ruth?
	 
	a. 
	Yes, the best baseball players today are better off than Babe Ruth was in 1931 because they earn much more.

	 
	b. 
	No, because prices have also risen.

	 
	c. 
	It cannot be determined because one cannot make judgments about changes in the standard of living based on changes in prices and changes in incomes.

	 
	d. 
	It cannot be determined without additional information regarding increases in prices since 1931.




	


Table 2
	Year
	Peaches
	Pecans

	2014
	$14 per bushel
	$9 per bushel

	2015
	$12 per bushel
	$14 per bushel




	8. Refer to Table 2 to answer this question. Suppose that the typical consumer basket consists of 5 bushels of peaches and 10 bushels of pecans and that the base year is 2014. What is the consumer price index for 2015?
	 
	a. 
	80

	 
	b. 
	100

	 
	c. 
	125

	 
	d. 
	200






9. Which change in the consumer price index shows the greatest rate of inflation?
	 
	a. 
	100 to 110

	 
	b. 
	150 to 170

	 
	c. 
	180 to 200

	 
	d. 
	220 to 245



	10. What does “substitution bias” in the consumer price index refer to?
	 
	a. 
	replacing old goods with new goods in consumer purchases

	 
	b. 
	replacing low-quality goods with high-quality goods in consumer purchases

	 
	c. 
	replacing expensive goods with cheaper goods in consumer purchases

	 
	d. 
	replacing old technology goods with new technology goods in consumer purchases






11. If the prices of New Zealand wool blankets imported into Canada increase, what happens to the GDP deflator and the CPI?
	 
	a. 
	The GDP deflator does not change; the CPI decreases.

	 
	b. 
	The GDP deflator decreases; the CPI increases.

	 
	c. 
	The GDP deflator and the CPI decrease.

	 
	d. 
	The GDP deflator does not change; the CPI increases.



12. Suppose that the CPI is currently 600 and was 100 in 1969. Then, according to the CPI, $300 today purchases the same amount of goods and services as what amount in 1969?
	 
	a. 
	$25

	 
	b. 
	$40

	 
	c. 
	$50

	 
	d. 
	$400


	
13. Suppose a country were to increase its saving rate. In the long run, what would also increase?
	 
	a. 
	its income and productivity levels

	 
	b. 
	its income growth rate and productivity level

	 
	c. 
	its income level and productivity growth rate

	 
	d. 
	its income and productivity growth rates






	14. Which statement best characterizes the variations in real GDP per person and its rate of growth across countries?
	 
	a. 
	Real GDP per person differs widely across countries, but the growth rate of real GDP per person is similar across countries.

	 
	b. 
	Real GDP per person is very similar across countries, but the growth rate of real GDP per person differs widely across countries.

	 
	c. 
	Real GDP per person and the growth rate of real GDP per person are similar across countries.

	 
	d. 
	Real GDP per person and the growth rate of real GDP per person vary widely across countries.






	15. Last year, real GDP per person in Olympus was $6500. The year before, it was $5500. What was the growth rate of real GDP per person?
	 
	a. 
	10 percent

	 
	b. 
	12.2 percent

	 
	c. 
	15.38 percent

	 
	d. 
	18.18 percent






	16. What do economists call the inputs used to produce goods and services?
	 
	a. 
	productivity indicators

	 
	b. 
	capitalization producers

	 
	c. 
	production functions

	 
	d. 
	factors of production






	17. What is one of the consequences of accumulating capital?
	 
	a. 
	Accumulating capital requires that society sacrifice consumption in the present.

	 
	b. 
	Accumulating capital allows society to consume more in the present.

	 
	c. 
	Accumulating capital decreases saving rates.

	 
	d. 
	Accumulating capital increases income inequality.






	18. What does “diminishing returns to capital” imply?
	 
	a. 
	Capital produces fewer goods as it ages.

	 
	b. 
	The value of new technology decreases over time.

	 
	c. 
	Increases in the capital stock eventually decrease output.

	 
	d. 
	Increases in the capital stock increase output by ever smaller amounts.




	
19. Which term refers to institutions that help to match one person’s saving with another person’s investment?
	 
	a. 
	the Bank of Canada

	 
	b. 
	the banking system

	 
	c. 
	the monetary system

	 
	d. 
	the financial system






	20. Which statement best describes a characteristic of a bond?
	 
	a. 
	The maturity of a bond refers to the amount to be paid back

	 
	b. 
	The principal of the bond refers to the person buying the bond

	 
	c. 
	A bond buyer cannot sell a bond before it matures

	 
	d. 
	the interest paid by a bond (yield) depends on its price.






	21. What do people who buy newly issued stock in a corporation provide?
	
	a. 
	They buy debt finance and so become part owners of the corporation.

	 
	b. 
	They buy debt finance and so become creditors of the corporation.

	 
	c. 
	They buy equity finance and so become part owners of the corporation.

	 
	d. 
	They buy equity finance and so become creditors of the corporation.






	22. If the nominal interest rate is 8 percent and the inflation rate is 4 percent, what is the real interest rate?
	 
	a. 
	0.44 percent

	 
	b. 
	4 percent

	 
	c. 
	6 percent

	 
	d. 
	12 percent






	23. What would most likely happen in the market for loanable funds if the government were to increase the tax on interest income?
	 
	a. 
	Interest rates would rise and savings would fall.

	 
	b. 
	Both interest rates and savings would rise.

	 
	c. 
	Both interest rates and savings would fall.

	 
	d. 
	Interest rates would fall and savings would rise.






	24. Which term refers to the fall in private investment due to government budget deficits?
	 
	a. 
	the Barro reduction

	 
	b. 
	the virtuous circle

	 
	c. 
	the Ricardian principle

	 
	d. 
	crowding out




	
	
25. How is the unemployment rate computed?
	 
	a. 
	by counting the number of employment insurance applications filed

	 
	b. 
	by dividing the number of unemployed by the number of persons in the labour force

	 
	c. 
	by determining the number of unemployed in the population aged 18 and older

	 
	d. 
	by counting the number of working-age persons who don’t have a job






	26. The following people are currently out of work: Deb, who is actively looking for a job; Ted, who is not looking for a job because he doesn’t think he could find one; Alex who is working part-time but is looking for full-time work; and Cam, who is not looking for a job because he takes care of his twin sons. Who does Statistics Canada consider to be unemployed?
	 
	a. 
	Deb

	 
	b. 
	Ted

	 
	c. 
	Kat

	 
	d. 
	Cam






	27. According to your text, what is NOT a reason that actual labour markets experience unemployment?
	 
	a. 
	unions

	 
	b. 
	job search

	 
	c. 
	flexible wages

	 
	d. 
	minimum-wage legislation






	28. Suppose that in 2015, the demand for construction workers increased and the demands for pipeline and oil field workers diminished. Which type of unemployment does this situation illustrate?
	 
	a. 
	frictional unemployment created by a sectoral shift

	 
	b. 
	structural unemployment created by a sectoral shift

	 
	c. 
	frictional unemployment created by efficiency wages

	 
	d. 
	structural unemployment created by efficiency wages






	29. What is the effect of minimum-wage laws on unemployment?
	 
	a. 
	Minimum-wage laws are the major cause of natural unemployment.

	 
	b. 
	Minimum-wage laws probably increase teenage unemployment.

	 
	c. 
	Minimum-wage laws mainly affect skilled workers.

	 
	d. 
	Minimum-wage laws have no impact on unemployment.






	30. What will an efficient wage most likely do?
	 
	a. 
	require increased turnover
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	b. 
	increase profitability

	 
	c. 
	help reduce the level of unemployment

	 
	d. 
	make the union stronger










