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Economics II   Macroeconomics (BIM)
Midterm – Wednesday, 16 December 2015    (30 min.)
Please note: 

· At first please check the exam paper: are there 5 pages / all well readable?

· Please only work in the exam paper; use the boxes for your answers. Do not use own paper!  

· Your calculations should be shown. The complete solution method must be traceable! 

· You can achieve 30 points – in 30 minutes! => one minute is approximately worth one point; please consider the indicated scores.  The tasks are formulated that way that usually short answers are required. Therefore do not spend too much time with "inferior" tasks!  
(  To obtain a 100% marks you have to achieve 30 points. There are four tasks worth 10 points each   you have to answer only 3 of the four tasks!
you can also work on / mix parts of all questions but I do not recommend to do all tasks. 
· Permitted are:  pens, ruler, calculator (without word processing function), English language dictionary. 
· Please do not use a pencil (except in diagrams) or red pens.
· Mobile phones have to be switched off!
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Task 1 Economic Policy 
[10 points]
1.1 Fiscal and Monetary Policy: Briefly characterize both types of policy. Who / which institution is responsible for the respective policies?
[4 pt]
1.2 Describe and define M1, M2 and M3 (no literal definition but your description). What is in M2 but not in M1 - which concept is used by the ECB?
[3 pt]

M1 is currency and demand deposits; M2 adds savings accounts, small time deposits, and money market funds to M1.

M1 is labeled “transactions money” and reflects a good deal of transactions demand. he opportunity cost of holding M1 is the interest rate (or the difference between low rates paid on NOW accounts and higher rates that can be earned elsewhere). 

1.3 What could be a potential advantage of a relatively high Minimum Reserve? 
[3 pt]

Task 2 You are in an economy where the consumption is equal to the following function: 
                                       C = 5000 + 0.9 Y
[10 points] 
The economy has no government expenditure and does not have any foreign trade at present but does have investment expenditure, which is constant at 1 000. 
2.1 Complete the following table:    
(3 P)
	Income 
	0
	500
	1000
	5000
	10000
	20000
	30000
	40000
	50000
	60000
	70000

	Consumption
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2.2 Calculate the equilibrium level of income.  
(2 P)
2.3 Now plot your consumption function, investment and aggregate demand on the 45° diagram below. Clearly identify the equilibrium level of income.  
(3 P)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


2.4 What happens if now the Government spends 1000?  
(2 P)
Task 3 Concepts of Macroeconomics / Policy
[10 points]
3.1 What is Sustainability?
[7 pt]
a) general discussion of the concept
b) Describe the “dashboard” suggested by some experts (who?) in 2010 (= explain idea, some examples for the columns, …)
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3.2 Name 2 examples of monetary policy
[3 pt]

Task 4 National Accounting 
(10 Points)
4.1 According to Keynes, how should market outcomes be influenced by the government?
(4 P)
4.2 Do you think Keynesian mechanisms were the right choice to fight the economic recession during the financial crisis?
(3 P)
4.3 Why might a Minimum Wage not be positive from point of view of bringing 
young European Citizens into jobs?
(3 P)

Good Luck !
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