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Question 1: Suppose the information in the following table is for a simple economy that produces only 3 goods and services. Assume that all the cotton is used in the production of shirts.
	
	2009
	
	2014
	
	2015
	

	Product
	Quantity
	Price
	Quantity
	Price
	Quantity
	Price

	Shoes
	90
	50
	100
	50
	100
	65

	Pizza
	75
	2
	100
	2
	120
	2.25

	Glasses
	50
	30
	50
	30
	65
	25



A) Use the information in the table to calculate nominal GDP in 2014 and 2015.
     2014 = 100*50 + 100*2 + 50*30 = 6700
     2015 = 100*65 + 120*2.25 + 65*25 = 8395
B) What is the growth rate of nominal GDP from 2014 to 2015?
     (8395-6700)/6700 = 25.299%
C) Use the information in the table to calculate the real GDP for 2014 and 2015, assuming that the base year is 2009.
     2014 = 50*100+2*100+50*30= 6700
     2015 = 50*100+2*120+65*30= 7190
D) What is the growth rate of real GDP from 2014 to 2015?
     (7190-6700)/6700 = 7.313%
E) Calculate the GDP Deflator in 2014 and 2015 using 2009 as the base year.
     2014 = 100
     2015 = (8395/7190)*100 = 116.76
F) Calculate the inflation rate from 2014 to 2015 using the GDP deflator.
     (116.76-100)/100 = 16.76%

Question 2: Use the charts below to answer the question. 
	
	2014 Data
	2015

	Consumption
	92
	95

	Investment
	11
	12

	Gov't Purchases
	28
	27

	Exports
	13
	20

	Imports
	25
	21



	
	2013
	2014
	2015

	Nominal GDP
	112
	?
	 ?

	Real GDP
	112
	107
	 ?



A) Calculate Nominal GDP for 2014 and 2015.
     2014= 92+11+28+(13-25)=  119
     2015 = 95+12+27+(20-21)= 133
B) What is the growth rate in nominal GDP from 2014 to 2015?
     (133-119)/119 = 11.76%
C) If the 2015 GDP Deflator is 108, what is the real GDP in 2015?
     (133/108)*100= 123.15
D) What is the growth rate in real GDP from 2014 to 2015?
     (123.15-107)/107= 15.09%
E) Calculate the GDP deflator for 2013 and 2014.
     2013 = 100
     2014 = (119/107)*100 = 111.21
F) Calculate the inflation rate from 2014 to 2015 using the GDP deflator.
     (108-111.21)/111.21 = -2.89%

Question 3: Suppose the information in the following table is for a simple economy that produces only 3 goods and services. Assume that all the cotton is used in the production of shirts.
	
	2009
	
	2014
	
	2015
	

	Product
	Quantity
	Price
	Quantity
	Price
	Quantity
	Price

	Shoes
	90
	40
	100
	50
	100
	45

	Pizza
	75
	1
	100
	2
	120
	2.50

	Glasses
	50
	20
	50
	30
	65
	25



A) Use the information in the table to calculate nominal GDP in 2014 and 2015.
     2014 = 100*50 + 100*2 + 50*30 = 6700
     2015 = 100*45 + 120*2.50 + 65*25 = 6425
B) What is the growth rate of nominal GDP from 2014 to 2015?
      (6425-6700)/6700 = -4.1%
C) Use the information in the table to calculate the real GDP for 2014 and 2015, assuming that the base year is 2009.
     2014 = 40*100+100+50*20 = 5100
     2015 = 40*100+120+65*20 = 5420
D) What is the growth rate of real GDP from 2014 to 2015?
     (5420-5100)/5100 = 6.27%
E) Calculate the GDP Deflator in 2014 and 2015 using 2009 as the base year.
     2014 = (6700/5100)*100 = 131.37
     2015 = (6425/5420)*100 = 118.54
F) Calculate the inflation rate from 2014 to 2015 using the GDP deflator.
     (118.54-131.37)/131.37 = -9.77%

Essay Bank 2
Question 1: During the late nineteenth century in the US, many farmers borrowed heavily to buy land. During most of the period between 1870 and the mid-1890s, the US experience mild deflation: the price level declined each year.
A) Explain why the farmers felt burdened by deflation.
The decreasing price level raises the real interest rate. This means that the loan payments were increasing relative to other goods and services in the economy.
B) Explain how deflation might have affected employment in the farming industry.
Deflation would decrease employment because farmers output prices are decreasing. Moreover, the farmers’ land payments are increasing as discussed in (A).

Question 2: In many cases, workers and firms agree to wage contracts for a number of years.
A) Explain how unexpectedly high inflation would affect workers’ wage under contract.
High inflation would burden workers by decreasing their real wage.
B) Explain how unexpectedly low inflation would affect workers’ wage under contract.
Low inflation would benefit workers by increasing their real wage.

Question 3: In many cases, firms take out loans to purchase capital. These loans are repaid at a fixed nominal interest rate that is agreed on at the time of purchase.
A) Explain how unexpectedly high inflation would affect firms with loans on capital.
High inflation would benefit firms by lowering the real interest rate being paid on loans.
B) Explain how unexpectedly low inflation would affect firms with loans on capital.
Low inflation would burden firms by increasing the real interest rate being paid on loans. 

Essay Bank 3
Question 1: Consider an economy in macroeconomic equilibrium in the aggregate demand and supply model.
A) Draw the equilibrium. (Make sure to include all 3 curves and to label axes and curves.)
[image: CUA2 Graph 1.jpg] 

B) Suppose there is a shortage or workers. Show how this affects the equilibrium on the graph. Also, state how the price level and real GDP change.
real GDP decreases, price level increases
[image: CUA2 Graph 1.jpg]

Question 2: Consider an economy in macroeconomic equilibrium in the aggregate demand and supply model.
A) Draw the equilibrium. (Make sure to include all 3 curves and to label axes and curves.)
[image: CUA2 Graph 2.jpg]

B) Suppose there is a supply shock on oil. Show how this affects the equilibrium on the graph. Also, state how the price level and real GDP change.
real GDP decreases, price level increases
[image: CUA2 Graph 2.jpg]

Question 3: Consider an economy in macroeconomic equilibrium in the aggregate demand and supply model.
A) Draw the equilibrium. (Make sure to include all 3 curves and to label axes and curves.)
[image: CUA2 Graph 3.jpg] 

B) Suppose there is an increase in government expenditures. Show how this affects the equilibrium on the graph. Also, state how the price level and real GDP change.
real GDP increases, price level increases
[image: CUA2 Graph 3.jpg]
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