Economi cs 1012A
I ntroduction to Macroecononi cs
Spring 2004
Dr. R E. Mieller
First M dterm Exam nation
February 13, 2003

Foll ow the instructions for each of the two parts of this examination. This
examis worth 100 points total and will count as 20 per cent of your fina
course grade.

NOTE: The use of calculators is prohibited.

PART | : MULTIPLE CHO CE - Answer all of the foll owi ng questions by selecting

the nost appropriate answer on your bubble sheet. Each question is worth 3
points (60 points total).

1. Price rationing neans that whenever there is a need to ration a good in a

free market,

a. the price of that good will rise until the market clears.

b. the price of that good will fall until the market clears.

c. price will remain constant but supply will increase until the market
clears

d. price will remain constant but demand will decrease until the market
clears

2. Hyperinflation is
a. a period of declining aggregate output.
b. a period of high prices and hi gh unenpl oynent.
c. a sustained increase in the overall price |evel
d. a period of rapid increases in the overall price |evel

3. A study of the inpact of an econonic stinulus package on the nunber of
jobs created in the economy woul d be consi dered

a. industrial organization.
b. macroecononics
c. descriptive economn cs
d. microeconomnics
4, If the inflation rate is greater than the interest rate, the real

interest rate is
a. hegative.

b. positive.
c. either positive or zero
d. zero
5. The governnent reduces the personal incone tax rates to encourage

i ncreased consunption spending. This is an exanpl e of
a. a fiscal policy.

a nonetary policy.

an i ncones policy.

a supply-side policy.
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10.

11.

12.

The Pizza Wrld restaurant had to increase the price of its pizzas due to
hi gher input costs, but found that the nunber of pizzas sold actually

i ncreased slightly. The likely explanation is:

a. a violation of the | aw of supply.

b. an outward shift in the demand curve for dinners.

c. an elastic demand

d. a violation of the |aw of demand

E

ich of the follow ng statenments is FALSE?

a. Profits earned abroad by Canadi an conpani es are counted in Canada's
G\P

b. Profits earned in Canada by foreign-owned conpani es are not counted in
Canada' s GNP

c. The incone of foreigners working in Canada is counted in Canada's GNP
as long as those foreigners work for a Canadi an-owned conpany.

d. The product produced by Canadian citizens, even when those citizens

are working abroad for a foreign conpany, is counted in Canada's GNP

The quantity demanded of Pepsi has decreased. The best explanation for
this is that

a. the price of Pepsi increased

b. the price of Coca Cola has increased

c. Pepsi consuners had an increase in incone

d. Pepsi's advertising is not as effective as in the past.

Wi ch of the following is held constant al ong the denmand curve?
a. price of the good

b. quantity

c. incone

d. both a and b

A toy store adds bicycles to its inventory in 1998 in anticipation of an
i ncreased denmand for bicycles. But the store is not able to sell the
bi cycles in 1998. The bicycles the toy store added to its inventory

a. will not be counted in 1998 CGDP, because they were not sold in 1998

b. will not be counted in 1998 GDP because they are internedi ate goods.

c. will be counted in 1998 GDP as part of gross private investnent.

d. will be counted in 1998 GDP as a durable consunption expenditure

If the unenploynent rate increases from10%to 12% the

a. econony's production possibility frontier will shift back and to the
left.

b. econonmy wil
c. econony W |

nove cl oser to the production possibility frontier

I
I nove farther away fromthe production possibility

frontier.
d. econony will nove up its production possibility frontier
Two variables are said to be if one variabl e changes

when the other variabl e changes.
a. dependent

b. correl ated

c. causally rel ated

d. statistically related
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13.

14.

15.

16.

17.

If the personal saving rate is 5% and personal saving is $10 billion, the
val ue of personal disposable incone

a. is $200 billion.

b. cannot be determ ned fromthis information

c. is $500 billion.

d. is $50 billion.

In Arbez, there are 80 000 persons in the | abour force and the
unenpl oynent rate is 25% As the econonmy nobves out of a recession and job
openi ngs increase, 20 000 di scouraged workers becone "encouraged" and

begin searching for jobs. The unenpl oynent rate will becone
a. 40%
b. 25%
c. 20%
d. 30%

To nmeasure where the econony is in the business cycle, it is necessary to

know

a. both the level of economic activity and the rate of change in econom c
activity.

b. the level of econonic activity.

c. the rate of change in the price |evel

d. the rate of change in econonic activity.

Refer to Figure 5-2. Suppose there are conpletely free markets and
Eur opeans can purchase grain at the world price of Py In such a

situation, Europeans woul d
a. produce @ and inport amunt Q.

b. produce Q@ and inport amunt QxQz.
c. produce Q and inport amunt QQs.
d. produce Qg and inport amount QQQp.

Refer to Figure 5-2. Assune that originally, in a free grain narket
envi ronnent, Europeans are at world price Py |f Europeans bring in a

price floor Pf to assist their farners, which of the follow ng woul d nost

likely result?
a. contraction of European grain consunmption fromQ3 to Q.

b. contraction of European grain consunption from@ to Q.
c. expansion of European grain production fromQ to Q.
d. expansion of European grain production from@ to Q.
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Figure 5-2
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Do

Qo Q4 Qg Quantity
Producti on Per Day
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Mat t hew Andr ew

AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA
W ndows washed 10 12

Rugs vacuumned 2 3
AAARAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAARAA
Figure 2.1

18. Refer to Figure 2.1. To nmexinize total production

a. Matthew should wash wi ndows and vacuum rugs, but Andrew should only
wash wi ndows.

b. Matthew shoul d specialize in vacuum ng rugs and Andrew shoul d
speci alize in washing wi ndows.

c. Andrew shoul d specialize in vacuum ng rugs and Matthew shoul d
speci alize in washing wi ndows.

d. Matthew and Andrew should both split their tinme between washing
wi hdows and vacuum ng rugs.

19. Refer to Figure 2.1. For Andrew, the opportunity cost of vacuum ng one
rug is
a. 2 wi ndows washed
b. 8 wi ndows washed
c. 1/4 of a wi ndow washed
d. 4 wi ndows washed

AAAAARAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAARAAAAAAAARAAAAAAAAA

Units Price Price Price
consumed Period 1 Period 2 Period 3
AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA
Good A 4 $1. 00 $1.50 $2. 00
Good B 10 $1.50 $2. 00 $2. 00
Good C 6 $2. 00 $2.50 $3. 00

AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA
Figure 8.2
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20. Refer to Figure 8.2. If period 2 is the base period, the period 2 price
index is
a. 132. 26.
b. 100.
c. 41.
d. 1.
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Part I1: Short Answer - Answer any four of the followi ng five questions in the
space provided. Be sure to show your work. Each question is worth 10 points
(40 points total).

1. Define the Consunmer Price Index (CPl). List and explain the 4
limtations of CPI.

2. Define inflation and explain the 4 costs of inflation.
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The foll owi ng set of equations represents the demand an supply of DVDs:

Qs = -25 + 8P
Q = 125 - 2P

a) VWhat is the equilibriumprice and quantity in this market? Show
your work.

b) Now assunme that demand increases to Qdl = 150 - 2P. Solve for the
new equilibriumprice and quantity? Show your work.
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c) If the government decided that the price of DVDs should not rise
above the original price in part (b), then what woul d happen in
the market when the price ceiling was inplenented, would there be
ei ther excess demand or excess supply? Calcul ate the exact anmount

of the shortage or surplus.

d) Draw a graph to illustrate your answers in parts (a), (b), and (c)
above.
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4, You are given the follow ng information about a fictional, two-good

econony:

Year VWheat (Bushel s) St eel (tonnes) VWheat Price Steel Price
Year 1 100 20 $10 $50
Year 2 110 16 $12 $55
Year 3 115 12 $14 $60

a) Cal cul ate real and nominal GDP for each year. Show your work.

b) Cal cul ate the GDP deflator for each of the three years. Assune

that Year 1 is the base year. Show your work.

c) Calculate the rate of inflation for Year 2 and Year 3. Show your
wor k.
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5. Say you want to check into a Calgary hotel follow ng the examtoday and
spend your reading week in Calgary. You check on-line and find out the
Delta Bow Vall ey Hotel in downtown Cal gary charges $65 per night for
Friday and Saturday, but this increases to $148 per night from Sunday
t hrough Thursday. The situation is simlar at other downtown Cal gary
hot el s. Your traveling conmpanion thinks this is unfair. You say it's
sinpl e econom cs. Using the appropriate diagrans, try to explain this
to your traveling conpanion.
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PART II: SHORT ANSWER

1 CPl: Definition: is the price index calculated every nonth using the
price of a standardi zed bundl e of goods neant to represent the
consunption of the average consuner.

4 Limtations: 1. Basket may not reflect what is actually
pur chased.

2. Consuners substitute as prices change.

3. Consunption bundl e changes over tinme, (e.g.
Current basket is 1991)

4, Qualitative changes in products over tine, (e.g.
1991, 286 Conputer)

2. Definition: Inflation is an increase in the overall price |evel
4 Costs: 1. Changi ng distribution of inconme: Fixed-incone earners
suffer during inflation.
2. Lendi ng distortions:

a) Deci si ons based on the real interest rate which
is the difference between the interest rate and
i nflation.

b) Inflation that is higher than expected benefits
debtors and | ower than expected benefits
creditors.

3. Admi ni strative costs and inefficiencies
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4, I ncreased risk and sl ower econoni c growt h.

a -25 + 8P = 125 - 2P Q = 125-2(15) =95 =
150 = 10P
P, = $15
b -25 + 8P = 150 - 2P Q = 150-2(17.50) = 115 = Q
175 = 10P
P, = $17.50
C. Excess Demand: ED = Q, - Q = (150-2(%$15)) - 95 = 25
d. Graph with above information goes here.
4, a. Nominal: N1 = 100($10) + 20($50) = $2000
N2 = 110($16) + 16($55) = $2200
N3 = 115($14) + 12($60) = $2330
Real: R1 =100($10) + 20($50) = $2000
R2 = 110($10) + 16($50) = $1900
R3 = 115($10) + 12($50) = $1750
b. Deflator: GDPd1 =(2000/2000) *100 = 100
GDPd2 =(2200/1900) * 100 = 116
GDPd3 =(2330/1750) * 100 = 133
C. Inflation: Year 2 = ((116-100)/100)* 100 = 16%
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Year 3 = ((133-116)/116)* 100 = 15%

5. This is sinply Dand S. On the weekends, demand is |ow, so the denmand
curve shifts to the left and prices per night decrease. On Sunday,

busi ness travelers start arriving in Calgary and the demand curve shifts
to the right again, resulting in a higher price.
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