**Question 6 Week 10 Ch 14. Quiz Question 
1. An economics student makes the following statement: ‘It’s easy to understand why the aggregate demand curve is downward sloping: When the price level increases, consumers substitute into less expensive products, which decreases total spending in the economy.’ Briefly explain whether you agree or disagree with the student’s statement. (0.2 marks) 
2. An article in The Economist magazine noted that ‘the economy’s potential to supply goods and services [is] determined by such things as the labour force and capital stock, as well as inflation expectations’ (The Economist, 2015). Do you agree with this list of the determinants of potential GDP? Briefly explain. (0.2 marks) 
3. A student was asked to draw an aggregate demand and aggregate supply graph to illustrate the effect of an increase in aggregate supply. The student drew the following graph: 
4. [image: page2image3651725584]
The student explained the graph as follows: 
An increase in aggregate supply causes a shift from SRAS1 to SRAS2. Because this shift in the aggregate supply curve results in a lower price level, consumption, investment and net exports will increase. This change causes the aggregate demand curve to shift to the right, from AD1 to AD2. We know that real GDP will increase but we can’t be sure whether the price level will rise or fall because that depends on whether the aggregate supply curve or the aggregate demand curve has shifted further to the right. I assume that aggregate supply shifts out further than aggregate demand, so I show the final price level, P3, as being lower than the initial price Level P1. 
Explain whether you agree or disagree with the student’s analysis. Be careful to explain exactly what—if anything—you find wrong with this analysis. (0.2 marks) 
d. An article in The Economist noted that in the first half of 2015, the value of Canadian oil exports declined and that ‘energy firms, which account for around a third of capital spending, are expected to slash investment by nearly 40% this year’ (The Economist, 2009). As a result, real GDP in Canada declined during the first six months of 2015. 
i. Use a basic aggregate demand and aggregate supply graph (with LRAS constant) to illustrate this situation. (0.2 marks) 
ii. On your graph, show the adjustment back to long-run equilibrium. (0.2 marks) 
**Question 5 week 11 Ch 16  (Quiz Question) 
1. a)  Why is the financial system of a country important for long-run economic growth? Why is it vital for economic growth that firms have access to adequate sources of funds?
2. b)  How does the financial system—either financial markets or financial intermediaries—provide risk sharing, liquidity and information for savers and borrowers?

3. c) What are the main roles of the Reserve Bank of Australia (RBA)? 
4. d)  How does the RBA control liquidity in the overnight money market? 
5. e)  Why does an open market purchase of government securities by the RBA increase bank reserves? Why does an open market sale of government securities by the RBA decrease bank reserves? 

***Question 5 Week 12 Ch 17
The hypothetical information in the following table shows what the situation will be in Australia in 2018 if the RBA does not use monetary policy. 
	YEAR 
	POTENTIAL GDP 
	REAL GDP 
	PRICE LEVEL 

	2017 
	$1700 billion 
	$1700 billion 
	110 

	2018 
	$1760 billion 
	$1780 billion 
	114 


1. a)  If the RBA wants to keep real GDP at its potential level in 2018, should it use an expansionary policy or a contractionary policy? Should the RBA be buying financial securities or selling them? (0.2 marks) 
2. b)  If the RBA’s policy is successful in keeping real GDP at its potential level in 2018, state whether each of the following will be higher, lower, or the same as it would have been if the RBA had taken no action. 
1. i  Real GDP 
2. ii  Potential GDP 
3. iii  The inflation rate 
4. iv  The unemployment rate (0.2 marks) 
3. c)  Draw a dynamic aggregate demand and aggregate supply graph to illustrate your answer. Make sure that your graph contains LRAS curves for 2017 and 2018; SRAS curves for 2017 and 2018; AD curves for 2017 and for 2018, with and without monetary policy action; and equilibrium real GDP and the price level in 2018, with and without policy (0.6 marks)








***Question 4 week 13 Ch 18
Assume an economy that can be described by the following Table 1. 
Table 1 
	Year
	Potential GDP
	Real GDP

	Price Level
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	1
	$1 020 billion
	$1 020 billion
	100

	2
	$1 080 billion
	$1 060 billion
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1. a)  Draw a dynamic aggregate demand and aggregate supply diagram to illustrate the state of the economy in Year 1. How can we characterise this position in Year 1? (0.3 marks) 

2. b)  Assume in Year 2 that no policy is pursued. Using information contained in Table 1, show in your diagram which you used for part a) where the economy would now be in Year 2. (0.3 marks) 
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3. c)  Illustrate and explain the appropriate fiscal policy to use in this situation in order for the economy to produce at potential GDP in Year 2. (0.4 marks) 
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