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NTHINTERNATIONAL COLLEGE SUBANG

[ IYPLOMA IN BUSINESS PROGRAMME (DIB/DBADL)
ECO 21042101 PRINCIPLES OF MACROECONOMICS
EINAL EXAMINATION: AUGUST 2014 SESSION

Ynstructions: This paper consists of STX (6) questions. Answer any FOUR {4) guestions in the
answer hooklet provided, All questions carry equal marks.

Craestion 1
The {ollowing information relates 1o Country A:

“T* represents investment spending and “G7 represents

Note:
s OV yepresents consumption,
government spending.
o Allthe information are in dollars, 5.
o Leave your answer in TWO (2) decimal potats.
{my  Fill up the following table.
Income (Y Congunpiien () Average Propensity fo
Clonsume
0
200
700 1.75
{4 murks)
by Briefly explain the lerm Marginal Propensity to Consume (MPC),
{2 marks)
(¢} Using the “aggregate expenditure ~output (AE-0)" method determine the equilibrium
Jevel of national income. Support your answer with caleulations.

(4 marks)
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(dy (i) Briefly explain the term “expansionary fiscal policy™. (5 marks)

(ii) The government has increased its spending by 300. What is the new equilibrium level of
national income? Use the expenditure muitiplier to derive your answer.
(5 marks)

(iii) Briefly explain how the multiplier process works in an economy. (5 marks)

Question 2

(a)  Using examples, explain any THREE (3) functions of money.
(% marks)

(by  How are the following tools used by the Central Bank to reduce aggregate demand?

(i) Open market Operations

{3 marks)
(1Y Required reserve ratio

{3 marks)
(i1i} Dxscount Rate

{3 marks)

{c)  Using diagrams, explain the effects of Central Bank’s actions in part (b} (i) on the money
market.
(7 marks)

Question 3

(a) (1} Define Consumer Price Index (CP1).
(3 marks)

(iiy Why is CPI an inaccurate measure for a family’s cost of living?
Provide TWO (2} reasons for your answer.
{7 marks)

(N Using AD-AS diagrams, explain TWO (2) causes of inflation.
(10 marks)

(¢)  How does higher inflation affect a couniry’s trade surplus?
{5 marks)
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Cuestion 4

{a)  Hxplain any THREE (3) types of unemployment with examples.

(9 marks)

{h) Table 1: Unemployment
Counlry A Country 3
Number of people employed 20 million 9 million
Number of peuple upemployed | million 2.5 million
Population aged 15-64 23.0million 25.0 million

Noter leave your answery in TWO (23 decimal points.

(11 Refer to the information given in Table 1. Which countey hag higher labor force and higher
wiemployment rate? Support your answer with caleulations.

{6 marks)
(it} Briefly explain the term “natural rate of unemployment”,

{3 marks)

(3it) According o AW Phillips, inflation and unemployment rate are negatively related. Is this
statement true? Disouss this statement with the help of o disgram,

{7 marks)

Cuestion 5

{a) You are given the following information of U.S.

Hems BRIV (axillion)
Compensation of employees [84.2
Personal Consumption Fapendiiure 2194
(LS exports of goods and services 17.8
Capital Consumption 11.8
Government Consumpiion 59.4
Property Income to Abroad i - 14.4
Indirect Business Tanes 14.4
Neg Private Dowmestic Investment 52,1
Transfer Payment 139
LIS, imports of goods and services 16.5
Personal Taxes 40.5
Net foreign factor income earned in LS 2.2
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Calenlale the country™s:

() Girass Domestic Product {GDPY at markel price

{3 marks)
(it} Net Domestic Product (NDP) at market price

{3marks)

(#i1) National Income (NI :
{3 marks) b

{b} Explain the differences between GDP and GNP by using examples.
(6 marks)

(¢ Should the following expenditures be recorded in GDP 20137 Briefly explain,
{1y In 2014, Mary asked her tailor to make a new dress for her birthday and she paid RM 200,
{2 marks)

{ii} Danny paid R 800 Tor 4 new smartphone in 2013, The phone was from last vear’s model
and curreritly it 15 on sales,

i
I
54
i
b

{2 marks)

{d) Describe THREE (3} factors that will increase the consumption expenditures in the country.
{G marks)

(estion 6

(a)  Briefly explain the components of Balance of Payment (BOP).
{6 marks)
(b} The lable shows the price indices for both exports and Imports of Country A,

Year Export Price Index import Price Index
Z010 120 160
2011 125 |35

(iy Dafine terms of trade.
{2 marks)
(i) Caloulate the terms of trade for year 2010 and 2011,
Leave your answers in TWO (2) decimal paints.
{2 marks)

{iti} From the calculations in part (1), explain whether the termy of trade in each year ig
beneficial to country A,
(3 rnarks)



ECOZIO4/2108 (1) / Page 5 of 8

ST

o

(c) Describe THREE (3) types of trade barriers that can be used to protect local producers,

{10 marks)

-THE END-
ECO2104(F)dugnst2014




