
ECO 120: Global Macroeconomics Name:

Practice Exam 1

1. Suppose the following production possibilities frontier represents quantities of manufactured goods and services

(the contribution of each to real GDP in billions of dollars) that can be produced in Wisconsin when using all

of its resources e�ciently.

Manufactured Goods 0 5 10 15 20

Services 100 90 70 40 0

(a) (5 points) Graph the production possibilities frontier. Label the portions of the �gure that represent

e�cient levels of production, ine�cient levels of production, and impossible levels of production.

(b) (5 points) Compute the marginal opportunity costs for each positive level of manufactured goods given in

the table.

(c) (5 points) Suppose an economy is not producing e�ciently. Is it possible to increase production of

manufactured goods without decreasing production of services? Illustrate with the above production

possibilities frontier.

(d) (5 points) Suppose there in an improvement in technology for producing manufactured goods. Illustrate

the impact on the production possibilities frontier. Is it possible that production of services could increase

as a result? Describe and illustrate.
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2. (5 points) Suppose Florida farmers can use their agricultural resources to produce oranges and/or tomatoes.

Suppose industry experts expect the price of orange juice to fall in upcoming years. Describe and illustrate the

impact on today's market for tomatoes.

3. (5 points) Suppose people expect economic growth to pick up which may result in more employment oppor-

tunities and higher income in the future. Describe and illustrate the impact on the price and quantity of new

houses.

4. (10 points) Suppose the price of gasoline increases and quantity of gasoline consumed in the United States

increases. What might cause this to happen? Provide a real world example and illustrate the impact with

appropriate graphs.
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5. (10 points) Suppose people expect a decline in �nancial asset values in American stock markets. Describe and

illustrate the impact this could have on the value of the U.S. dollar relative to the Euro.

6. (10 points) Suppose there is an increase in preference for European made �nal goods among American people.

Describe and illustrate the impact on the value of the U.S. dollar relative to the Euro.

7. (10 points) Suppose there is a decrease in the average level of income in South Korea, and that Japan is a

signi�cant trading partner. Describe and illustrate the impact on the value of the Japanese Yen relative to the

Korean Won.
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8. Suppose an economy produces only veggie burgers and soy dogs, and the prices and quantities that prevailed

for 2008 and 2009 were given by:

2014

Price Quantity

Veggie Burgers $3.50 50

Soy Dogs $5.00 90

2015

Price Quantity

Veggie Burgers $4.50 65

Soy Dogs $6.00 100

(a) (10 points) Compute the growth rate of production using 2014 as a base year.

(b) (10 points) What was the in�ation rate from 2014 to 2015?

(c) (10 points) Suppose you earned $15 per hour in 2008 and you earned $20 per hour in 2014. What was the

growth rate of your nominal wage? Which year did your wages have greater purchasing power? Explain.
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