Macroeconomics Assessment May 2020 - Chapters 30-35		
Each question is worth 8 marks. Please write your answers in Word or on a Google Doc, load in any graphs, and submit your final work in an email. 
Topic: Inflation and Unemployment
1. Suppose the economy is initially at potential GDP (Y*) and then there is a sudden increase in the demand for Canadian exports. What will be the impact on the AD curve and real GDP?  Will there be an output gap? (2 marks) Graph this situation.  (2 marks) Given the circumstances, what will happen if the Bank of Canada validates the output gap with monetary action? (2 marks) On your graph show what will happen to AD and AS with continued money validation. Explain as necessary (2 marks)

2. Unemployment is an important indicator of the health of the Canadian economy. Assume that with the economy at full employment, the government implements a contractionary fiscal policy.  How does the actual unemployment rate at the new short-run equilibrium compare with the natural rate of 	unemployment (NAIRU)? (2 marks) Assume that a significant number of workers are involuntarily 	changed from full-time to part-time employment.  Explain how this event will affect the number of people who are officially classified as unemployed. (1 marks) Assume that the government reduces the level of unemployment compensation.  How might this move affect the natural level of unemployment (NAIRU)? (2 mark) At NAIRU, what forms of unemployment exist in the economy? (1 mark) What steps would you suggest the government should take to reduce these forms of unemployment? (2 marks)

3. Country Z is experiencing severe and unanticipated cost-push inflation. Explain the effect this inflation will have on each of the following: A family with savings in a fixed-interest-rate time deposit account and a business repaying a long-term, fixed-interest-rate loan. (2 marks) Identify a monetary operation that could be implemented to reduce inflation (1 mark).  What fiscal action could be employed? (1 mark)  Suppose that Country Z validates this inflation with expansive monetary policy.  Indicate the effect on nominal interest rate and inflationary expectations (2 marks). Assume that this country is now experiencing accelerating inflation.  Outline the steps necessary to bring inflation back under control. (2 marks)	



Topic: Fiscal Policy Consequences

4. Assume that the Canadian government is initially operating with a balanced budget and no deficit.  Now consider a need for unanticipated expansionary fiscal policy. What will be the impact of this fiscal policy change on the government’s budget? Explain. (2 marks) If the government finances this move with the sale of government bonds, what will be the impact on bond prices, returns and national interest rates? (2 marks) What could be the impact of this interest rate change on AD and output in an open economy?  Explain. (2 marks). Classical economists argue that this mechanism you have described can weaken the strength of fiscal policy.  What action could moderate the extent of this classical argument?  Explain. (2 marks)

5. Explain what would happen in the following circumstances…ceteras parabis. What would happen to interest rates if the Canadian government went further into debt to finance a move towards more-expansive fiscal policy? Explain. (2 points) What impact might such an interest rate change have on investment and trade? (2 points) What would happen to the exchange rate on the Canadian dollar if inflation significantly increased in Canada? Explain. (1 point)






Topic: Trade Patterns

6. Assume that free trade exists between Canada and the US in the market for refrigerators, and the illustration below shows the market for refrigerators in Canada.  The autarkic price for refrigerators in Canada is P2 and the world price is P0. 
[image: https://lh3.googleusercontent.com/L11eCIL6LHFkENDOKy0G9SempyIicy4Z3aa4ae4_jUA8IU1nr5KMc9IXlgMZPm0qlgj4vYjKwf-XAe0BhbcyluU9Fo_zOz8gBQJzc6vWFrW7xgZOqceYoEiJ3EvBOJPkBc4ZD8Zi]


What is the free-trade market price for refrigerators and at this price, how many refrigerators will be imported into Canada? (2 mark) Assume that lobbyists persuade the Canadian government to impose a tariff on refrigerators to increase manufacturing jobs in Quebec. This tariff is equal to P1 – P0. 
Using the labelling on the graph…What will be the gain/loss in consumer surplus? (1 mark) What will be the gain/loss in producer surplus? (1 mark) What will be the revenue generated by the government through the tariff? (1 mark) What is the gain/loss in total surplus generated through this tariff? (1 mark) What other measures would you suggest the government employ to build manufacturing jobs in Quebec as an alternative to tariffs? (2 marks)


7. Suppose that Spain is currently producing 90 units of wine and 10 units of cheese, but to produce 10 more units of cheese it must sacrifice 30 units of wine. Further, suppose that Portugal produces 45 units of wine and 45 units of cheese, but to produce 10 more units of cheese it must sacrifice only 10 units of wine.  Which country has an absolute advantage in cheese? (2 mark) Which country has a comparative advantage in wine? (2 mark) Draw a Production Possibility Graph for Spain and illustrate how it could benefit from trade with Portugal. (2 marks) If Spain did specialize in the production of one good, what other cost benefits might be achieved? (2 marks)
Topic: Trade and Accounting

8. Ireland and Japan are assumed to produce only wool and steel, to have full employment, and complete mobility of resources between industries. Their production possibilities boundaries before trade are drawn in solid lines. It is assumed that the two countries have the same amount of resources. Their consumption possibilities after trade are shown by the dotted lines. The outputs of wool and steel are given in physical units.

[image: https://lh3.googleusercontent.com/2pwA8pyMaaa5z4nxrFymq8Dm-rcan9dFdq31Ou_gIiX3NglDqNpzGrrk7peq5ZIqmOjyYFORFvC19KgiJbKecAZBILEcTSJHRZQjlgJe8rzh5sU-czTuFsi2Eju62_XNWBspoSMQ]

Which country has an absolute advantage in the production of wool? (1 mark) Which country holds a comparative advantage in the production of wool? (1 mark) If these two countries engage in trade, which products would each nation trade? What would be a possible condition (relative price) for mutually beneficial exchange to occur? Explain your reasoning (3 marks) What are the economic benefits that come from trade for these nations? (1 mark) If there is an increased demand for Japanese steel, what would be the impact on the exchange rate for the Japanese unit of currency (the Yen) and what would Japan expect to see in its balance of payments accounts? (2 marks)

9. Using a correctly labelled diagram, illustrate the loss in total surplus that would occur if a country implements a tariff on imported goods. (2 marks).  Be sure to fully explain your diagram. (2 marks) Using another correctly labelled diagram, illustrate the loss in total surplus that would occur if a country implements a quota on imported goods. (2 marks).  Be sure to fully explain your diagram. (2 marks)
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