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Bremmer I




November 3, 2009
3rd In-Class Exam - - Chapters 9, 11-14
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Holding everything else constant, which of the following would cause a decrease in consumption?

A.
A decrease in taxes.





D.
An increase in consumer confidence

B.
A decrease in the price level.



E.
An increase in wealth.


C.
A decrease in future expected income.
___
2.
Everything else held constant, which of the following would cause an increase in investment?

A.
A decrease in expected profits caused by a deep recession.



B.
An increase in the price of capital.

C.
A decrease in capacity utilization caused by a recession.

D.
An increase in taxes.


E.
None of the above.
___
3.
Holding everything else constant, which of the following would cause a decrease in U.S. net exports?


A.
An increase in the price level of a foreign trading partner.

D.
A decrease in the U.S. price level.

B.
A foreign trading partner enters a recession.




E.
Both  A and D.


C.
A weaker dollar.

___
4.
Assume a country’ price level has doubled in 35 years.  The approximate annual percent increase in the price level during this time period has been:


A.
200 percent.

B.
20 percent.

C.
5 percent.

D.
2 percent.

E.
0.5 percent.
___
5.
According to the loanable funds approach, which of the following would cause a decrease in the equilibrium nominal interest? 

A.
A decrease in the riskiness of bonds.


D.
The Federal Reserve decreases the money supply.

B.
An increase in the government budget deficit.
E.
A business cycle expansion with increases in real GDP.

C.
An increase in expected inflation.

___
6.
Which of the following would cause a decrease in the demand for loanable funds?

A.
A decrease in wealth.





D.
An increase in the interest rate expected in the future.

B.
An increase in expected inflation.


E.
The country enters a deep recession with falling real GDP.

C.
An increase in the nominal interest rate.
___
7.
If the federal government implements programs so that the unemployed are more quickly matched with jobs, then:

A.
the natural rate of unemployment will increase.

C.
the natural rate of unemployment will not change.

 

B.
the natural rate of unemployment will decrease.

D.
the natural rate of unemployment could either increase or decrease.

___
8.
Discouraged workers are included in the calculation of the:



i.
unemployment rate.



ii.
labor-force participation rate.



iii.
working-age population.


A.
i only.

B.
ii only.

C.
i and ii.

D.
iii only.

E.
ii and iii.

___
9.
Which of the following describes a situation in which a person is hurt by inflation?


A.
A person who lends money during a period of time when actual inflation is less than anticipated.


B.
A retiree whose pension is adjusted for inflation.


C.
A person paid a fixed income during an inflationary period.


D.
A person who borrows money during a period when actual inflation is greater than expected.


E.
A firm that can change its price lists with zero menu costs.
___
10.
Suppose the CPI for the year 2005 is 172.3.  This number means that:


A.
on average, goods cost $173.20 each in the year 2005.
D.
prices rose 72.3 percent since the base year.

B.
prices rose 72.3 percent between 2004 and 2005.


E.
prices rose 172.3 percent between 2004 and 2005.

C.
prices rose 172.3 percent since the base year.
___
11.
The advice to “retrain” would be the most appropriate for which of the following types of unemployment?

A.
frictional unemployment
B.
structural unemployment
C.
cyclical unemployment
D.
seasonal unemployment

___
12.
In calculating GDP, which of the following would not be included in investment, as defined by economists?

A.
Ford adds 1,000 new cars to its inventories.

B.
Ford buys a new robotic machine that was made in Ohio by a Chinese-owned company.

C.
Ford buys $1 million of U.S. Treasury bills.


D.
Ford builds a brand new automotive assembly plant in Alabama.

E.
A Ford executive builds a brand, new $1.5 million home in a suburb of Detroit.
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___
13.
Referring to Figure 1, if a pure monopolist lowers price from $5 to $4, the marginal revenue of the sixth unit of output:

A.
is equal to $24.


B.
is equal to $4.

C.
is equal to $1.


D.
 is equal to -$1.


E.
cannot be determined from the information given.

___
14.
If a monopolist’s demand is elastic, marginal revenue is:


A.
zero.



D.
greater than price.

B.
negative.


E.
equal to price.

C.
positive.

___
15.
Assume a profit-maximizing monopolist is earning an economic profit of $67.  If the government imposes a $100 lump sum tax on the firm that must be paid whether it produces or not, then:


A.
in the short run, the firm will raise price and decrease output.








D.
Both A and C.

B.
in the short-run, the firm will continue charging the same price and produce the same output.

E.
Both B and C.

C.
holding everything else constant, the monopoly will leave the market in the long run. 

Part II. Short Answer Questions (55 points total).  For each of the following questions, give a concise, but complete answer.  When appropriate, use math, graphs, or equations to help explain your answer.  Completely label all graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Sketch the demand and supply for loanable funds.  Illustrate and describe how a decrease in the price level will affect the equilibrium nominal interest rate.  Holding everything else constant, how do the lower price level and the change in nominal interest rates affect the exchange rate, investment and net exports?  Holding everything else constant, is the dollar weaker or stronger?  Explain.  (10 points)
2.
A natural monopoly has a declining ATC as output increases.  Draw the monopolist’s demand, MR, ATC and MC curves.  On the graph, show the: (a) “socially optimal” price if the monopoly was regulated, (b) “fair-return” price if the monopoly was regulated, and (c) the profit-maximizing price for the unregulated monopolist.  (10 points)
3.
Table 1 list the total revenue (TR) and the total cost (TC) for various outputs of a pure monopolist.  Answer the following questions using the data in Table 1.  (15 points)
	Table 1

	Output
	TR
	MR
	TC
	MC

	0
	$0
	- - -
	$250
	- - -

	5
	250
	
	350
	

	10
	450
	
	475
	

	15
	600
	
	625
	

	20
	700
	
	800
	

	25
	750
	
	1000
	

	30
	750
	
	1225
	

	55
	700
	
	1475
	


A.
What are the MR and MC at each output?  Fill in the empty spaces in Table 1.   (5 points)
B.
At what output is demand inelastic?  How can you tell?  (2 points)
C.
In the short run, what is the profit-maximizing (or loss-minimizing) output?  Why?  (2 points)
D.
Given you answer in part C, what is the dollar value of the per unit price the monopoly charges and what is the dollar value of the profit or loss?  (4 points)
E.
Holding everything else constant, what does the monopolist do in the long run?  (2 points)
4.
Answer the following questions regarding GDP, unemployment and inflation.  Show your work for partial credit.  (12 points)
A.
Table 2 lists the Bureau of Labor Statistics employment data for December 2007 (when the current recession began) and September 2009.   All this data refers to the civilian noninstitutional population that is 16 years old or over.  Answer the following questions using the data in Table 2.

	Table 2

	
	Population

(in thousands)
	Employed

(in thousands)
	Unemployed

(in thousands)

	December 2007
	233,156
	146,294
	7,541

	September 2009
	236,322
	138,864
	15,142



i.
What was the labor force participation rate in December 2007?  (2 points)

ii.
What was the unemployment rate in September 2009?  (2 points)


iii.
Looking at the employment data, how many jobs have been lost since the recession?  (2 points)
B.
Table 3 lists nominal GDP and the GDP deflator for the fourth quarter of 2007 (the beginning of the current recession) and the third quarter of 2009 which ended last September.  Answer the following questions using the data in Table 3.
	Table 3

	
	Nominal GDP

(in billions of dollars)
	GDP Deflator

(2005 = 100)

	4th quarter, 2007
	$14,338
	107.07

	3rd quarter 2009
	$14,302
	109.89



i.
What is the inflation rate between the 4th quarter of 2007 and the 3rd quarter of 2009?  (3 points)


ii.
What was the real GDP in the 3rd quarter 2009?  (3 points)
5.
Assume a coupon bond will mature in two years.  At the end of both years it pays a $100 coupon.  In addition, at the end of two years when the bond matures it will pay a face value of $1,000.  Answer the following questions about this bond.  (8 points)

A.
Calculate the price of the bond if the current interest rate is 3%.  Show your work for partial credit.  (4 points)
B.
Assume the interest rate increases to 5%.  What happens to the bond price, household wealth and consumption, holding everything else constant?  No calculations are necessary; just describe the direction of the changes.  (4 points)
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