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Macroeconomics
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Please note: 

· First check the exam paper: are there 4 pages / all pages well readable?

· Please use the boxes for your answers. You do not need own paper. 

· The complete solution method must be traceable!

· They can achieve 45 points – in 45 minutes! => one point is approximately worth one minute; 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!  

· Permitted are:  Pens, ruler, calculator (without word processing function), dictionary German/English.

· Please do not use a pencil (except in diagrams) nor red pens

· Mobile Phones have to be switched off !
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5 Principles of Economics 
 (14 points)
5.1 Why do we have to operate economically? (2 P)
Mankiw states in his Principles of Economics: “Markets are usually a good way to organise economic activity“.   Explain this theses using the economic theory. (4 P)
5.2 Another principle states: „Governments can sometimes improve market outcomes”.
Explain this statement with respect to your argumentation in question 5.2. (What are the preconditions under which governments should intervene in markets? (4 P)
5.3 The trade-off between equity and efficiency is frequently discussed in economics. Explain the difference referring to the allocation- and the distribution-target of economic policy. (4 P)
6 You are in an economy whose consumption is equal to the following function: 
                                                       C = 50 + 0.9 Y 
 (16 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 200.

6.1 Complete the following table:    
(3 P)
	Income 
	0
	100
	200
	300
	400
	500
	600
	700
	800
	900
	1000

	Consumption
	
	
	
	
	
	
	
	
	
	
	


6.2 Now plot your consumption function, investment and aggregate demand on the 45° diagram below. Clearly identify the equilibrium level of income.  
(4 P)
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	


6.3 Calculate the equilibrium level of income.  
(4 P)
We are able to increase the investment by I = 50
Plot and calculate the new equilibrium. You will find, that Y is significantly larger than I. Explain this effect – what is its economic name?  
(5 P)
7 National Accounting 
(10 Points)
7.1 Fill the empty boxes in the following circular flow model. Explain the concepts and the basic result of the model. Why are there two circles?  (4 P)
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7.2 What is the difference between the „product approach“ and the „earnings approach“? (Your don’t have to reproduce a definition but explain the concepts).   (3 P)
7.3 What is the difference between GDP, GNI and NNI. Explain the concepts    (3 P)
8 The Consumption function in the Income-Expenditure model is C = 1000 + 0,75 Y. 
[5 Points]
Y* is  20.000. What is the marginal, what the average propensity to consume?
[3 Points]
C’:  marginale Konsumneigung ist hier 0,75
C/Y:  C = 100 + 0,75 * 20.000 = 16.000
also ist C / Y = 16.000 / 20.000 = 0,8
Investment is 2000. Calculate the equilibrium income.  
[2 Points]
Multiplikator: m = 1 / (1-C‘) = 4

 Y =  I * m = 1200












Good Luck !
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