BUSC 1A Sample Exam 2
TRUE (T) OR FALSE (F)
____1.  An increase in interest rates will raise investment.
____2.  If the dollar depreciates, net exports will rise.
____3.  The frictional unemployment rate plus the cyclical unemployment rate equals natural unemployment rate.
____4.  If the economy is operating at natural unemployment rate, there is full employment.
____5.  The price level is the weighted average of the prices of all goods and services in the economy.
 
PROBLEMS: 
1. Complete the following table, and calculate the inflation rate.
---------------------------------------------------------------------------------------
YEAR      NOMINAL GDP     PRICE INDEX      REAL GDP   INFLATION RATE
---------------------------------------------------------------------------------------
1            $507.2                 100                  507.2                 
2.            663.0              ________              581.57             _________
3.            _______                121                 730.25             _________
4.            1382.6                  130                _________         _________
5.            5049.6                  126                 _________        __________            
----------------------------------------------------------------------------------------- 
Using the rule of 72, how long would it take for the price level to double if inflation persisted at 5% per year? _____________________________________________
 
2. The table below shows the data for Nation A. Depreciation is zero.      
-------------------------------------------------------------
Consumption expenditure                  500 billion
Government purchases                      140 billion
Gross domestic investment                 60 billion
Imports                                             80  billion
Exports                                             100 billion
Net taxes                                           120 billion
----------------------------------------------------------------             
Using the above data, what is the value of Nation A's 
a. GDP:   _________________________________________
b. Aggregate income: ______________________________
c. Aggregate expenditure:  __________________________
d. Current account balance: _____________  Surplus or Deficit?_____________
e. Government budget balance:______________ Surplus or Deficit?_____________ 
3. The following table shows nominal GDP for the 3 years and the price indices for each of the 3 years.            
----------------------------------------------------------------------------------------        
YEAR                    NOMINAL GDP            GDP DEFLATOR      REAL GDP
YEAR 1                     104                             121               ____________ 
YEAR 2                      56                               91                ____________     
YEAR 3                      91                              100               ____________  
--------------------------------------------------------------------------------------------    
a. Calculate the real GDP in each year.             
b. Which year appears to be the base year? ____________       
c. Between Year 1 and Year 2, the economy experienced inflation or deflation? _____
    Between Year 2 and Year 3, the economy experienced inflation or deflation? _____
d. By how many percentages did the price level fall from Year 1 to Year 2? _________
    By how many percentages did the price level rise from Year 2 to Year 3? _________
e. Which year did this economy experienced expansion? ________________
    Which year did this economy experienced contraction? ________________
4. Suppose that AD and AS for a hypothetical economy are as shown in the following table. The full employment real GDP is 300B.
----------------------------------------------------------------------------------------------------------
Amount of real domestic output demanded  Price level        Amount of real domestic output supplied  
(in billions)                                     (price index)     (in billions)
----------------------------------------------------------------------------------------------------------
$100                                                           300                                        $500     
  200                                                           250                                          400
  300                                                           200                                          300
  400                                                           150                                          200
  500                                                           100                                          100
----------------------------------------------------------------------------------------------------------a. Use these sets of data to graph the AD and AS curves.  What will be the equilibrium price level and level of real domestic output in this economy? ____________
Is the equilibrium real output also the absolute full-capacity real output? _____
 b. Suppose that buyers desire to purchase $200B of extra real domestic output at each price level.
Which curve will shift?____________ What factors might cause this change ?_________
What is the new equilibrium price level and the level of real output? _______________
