Econ 102 — Infroduction 10 ECONOImMICs 11 R

April 4, 2005

TYPE B
FIRST MIDTERM EXAMINATION
(Time Allowed: 120 minutes)

PART I. ANSWER ALL OF THE FOLLOWING QUESTIONS. Show all of
your calculations clearly. If you do not show your calculations, you cannot

receive full points.

1.1. (10 pts) Some information about the economy of Happyland is provided in Table
1 below. HL refers to the currency used in Happyland

Table 1.1. Happyland Economy - 2004 (in billion HL)

Macroeconomic variables in Happyland in 2004 Billion HL
GDP 735
GNP 725
NNP 700
National Income 700
Personal Income 740
Disposable Income 650
Subsidies 10
Social security payments 30
Government purchases 90
Imports 40
Payments of factor income to the rest of the world 30
Net private investment (domestic) 150
Consumption expenditures (private) 450
Exports 60
Retained earnings (undistributed profits) 10
Indirect taxes 10
0
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1.1.f. (2 pts) Explain very briefly why income and expenditure approaches to the
measurement of national income give equal results.

1.2. (30 points) The economy of Taxland is described as follows:

C=10+0.6Y =50
T=100+0.2Y G=60
Where

C = Private consumption

T = Net taxes

I = Private investment
G = Government purchases
Y = National income, national output

Y4 = Disposable income
TL = The currency unit of Taxland

Show your calculations clearly in answering the following questions.

1.2.a. (2 pts.) Write the saving equation in terms of Y.




1.2.c. (3 pts.) The marginal propensity to consume out of Yqis

1.2.d. (3 pts.)Write the consumption equation in terms of Yq.

1.2.e. (1 pt.) Calculate the equilibrium level of Y for this economy by using the
Aggregate Expenditure method. The equilibrium level of Y is

1.2.f. (3 pts.) Are leakages equal to injections in this economy at equilibrium? Show it

by calculating the level of injections and leakages at equilibrium.
Injections= ML
Leakages (withdrawals)=

ML.

of Taxland at equilibrium

1.2.g. (2 pt.) The budget (deficit/surplus)
is TL.

1.2.h. (6 pts.) If the budget is as in (1.2. g) and the government wishes to achieve
budget balance by changing only the level of government purchases, then it must
/decrease) government spending by e gt T Since the
hases multiplier (k) is then Y would (increase/decrease)

___ TLand the e‘quilibrium Y becomes TL.
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TL. Since

1.2.k. (1 pt.) The balanced budget multiplier kgp for this economy is

1.3. (10 pts.) Assume that only three goods (A, B, and C) are produced in Microland.

Prices of those goods in Microland currency (ML) and the quantities produced (units)
in 1998 and 1999 are given in Table 1.3. Use 1998 as the base year in all of your

calculations.
Table 1.3. Prices and Production of A, B, C in Microland in 1998 and 1999

[ 1998 1998 1999 1999
L I Price Quantity Price Quantity

Goods (ML) (units) Goods (ML) (units)

Good A 1 100 Good A 2 120

Good B 2 200 Good B 3 200
Good C 5 100 Good C 10 98

Show your calculations clearly in answering the following qQuestions.
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10. Transfer payments are not included in the government component in the

calculation of GDP because
a. they do not represent a payment for a good o service.
b. they are not counted as income by any economic agent.
c. they do not generate additional income in the economy.
d. it is difficult to assess the market value of a transfer payment.
e. they are small enough to ignore when computing the national accounts.
11. An increase in the pensity 10 spend out of national income Wil cause
'a. a change 1n the slope of the AE curve.
b. an upward p
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Refer to the information provided in Table 2.1 below in answering e 4

Vi
Table 2.1 Labor Market in Maxiland
' 65%
[ Labor force participation rate o

Working age population 5%
Unemployment rate

13, Refer to Table 2.1. The labor force
a. equals 75.5 million
b. equals 136.5 million
¢. equals 150 million
d. cannot be determined from this information

14. Refer to Table 2.1. The total number of people employed i8

a. 12967 million,
b. 128.92 million.
¢. 126.96 mullion.
d. 131.83 nullion.
¢. cannot be determined from this information.

15. Refer to Table 2.1. The total population
a. is 210 million.
b. is 130.65 million.

c. 15 250.5 million.

d. cannot be determined from this information.

16. In a closed economy with no government, suppose consumption is $ 10000 when

income is § 9000 and MPS equals 0.1. When income increases to $ 9500
consumption is |

a. § 8500.

b. § 10450.
c. $ 10500.
d. $ 10050,

17. The demanders in the 2
goods and servi
a. households and business Hiins ces market are

b _
households, the government and the rest of the world
d business firmg ‘
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21. Refer to Table 2.2 At
consumption would be .
a. ML 1200.
b. ML 1350.
¢. ML 1450.
d. ML 1500.

ggregate income level of ML 1500 aggregate

22. Refer to Table 2.2. Assuming society’s MPC is constant, at an aggregilc income

of ML 2000, aggregate saving would be :

a. ML 50
b. ML 200
¢. ML -60

d. ML -150
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