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2. The table provided shows economic data for the country of Louland. The base year is year 1, and the GDP 
deflator in year 2 is 115. 

Year 1 Year 2 

Nominal GDP 800,000 1,035,000 

Population 1,000 1,200 

(a) Calculate real GDP in Louland in year 2. Show your work. 

(b) How would the change in real GDP from year 1 to year 2 affect the demand for money and the nominal 
interest rate in Louland? 

(c) Did the standard of living of the average citizen in Louland increase, decrease, or remain the same from 
year 1 to year 2 ? Explain using numbers. 

(d) What was the numerical value of the inflation rate from year 1 to year 2 ? 

(e) If nominal wages increased by 10% from year 1 to year 2, what happened to the real wages of workers in 
Louland during this time? Explain. 

__________________________________________________________ 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 

GO ON TO THE NEXT PAGE. 
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2. The table provided shows the quantity and price of food and clothing, the only two goods produced and 
consumed in the country of Maltrose, in year 1 and year 2. Assume that year 1 is the base year. 

Year 1 Price Year 1 Quantity Year 2 Price Year 2 Quantity 

Food $10 12 $13 10 

Clothing $5 16 $4 20 

(a) Calculate the nominal GDP in year 2. Show your work. 

(b) Calculate the GDP deflator in year 2. Show your work. 

(c) What was the numerical value of the inflation rate from year 1 to year 2 ? 

(d) Assuming that the expected inflation rate between years 1 and 2 was 3%, were each of the following better 
off, worse off, or unaffected as a result of the economic conditions between year 1 and year 2 ? 

(i) People living on a fixed income 
(ii) Borrowers with fixed interest-rate loans. Explain. 

__________________________________________________________ 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 

GO ON TO THE NEXT PAGE. 
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__________________________________________________________ 
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2. Assume that commercial banks must hold a minimum of 20% of their deposits as reserves. Now suppose that 
the central bank of the country sells $100,000 of government bonds to commercial banks. 

(a) Calculate the maximum change and state the direction of change in the money supply as a result of the 
central bank bond sale. Show your work. 

(b) Draw a correctly labeled graph of the money market and show the effect of the change in the money supply 
identified in part (a) on the nominal interest rate. 

(c) Given the change in the money supply in part (a), if the velocity of money is constant, what will happen to 
the nominal gross domestic product? Explain. 

(d) Based on the change in the nominal gross domestic product in part (c), what happens to the price level if the 
real gross domestic product is constant? 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 
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3. Flowerland is an open economy with a flexible exchange rate regime. The natural rate of unemployment is 5%, 
the frictional rate of unemployment is 4%, and the actual rate of unemployment is 7%. 

(a) What is the numerical value of the cyclical rate of unemployment in Flowerland? 

(b) Assume the foreign demand for lavender oil produced in Flowerland increases. What will happen to each of 
the following in Flowerland in the short run? 

(i) Aggregate demand. Explain. 
(ii) Cyclical unemployment. 

The table shows the market basket quantities and prices of lavender oil and roses, the only two goods produced 
in Flowerland. 

Goods 
Quantity 
(in units) 

2019 
Price per Unit 

2020 
Price per Unit 

Lavender oil 40 $3 $4 

Roses 4 $20 $25 

(c) Assume 2019 is the base year. Based on the data in the table, calculate the price index for year 2020 in 
Flowerland. Show your work. 

(d) If nominal income in Flowerland increased by 20% from 2019 to 2020, will the standard of living of the 
average citizen of Flowerland increase, decrease, or stay the same from 2019 to 2020 ? Explain. 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 

GO ON TO THE NEXT PAGE. 
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STOP 

END OF EXAM 
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