1. Use the following chart to answer Question 1:

( 14 points)  A country has the following economic information for two years:




Year 1


Year 2

CPI



100


105

Nominal GDP


$100Billion

$100Billion

Frictional Unemployment
2%


2%

Structural Unemployment
3%


3%

Total Unemployment

6%


8%

a)  Explain what each of the items on the left of the chart measures or indicates about the economy. (5pts)

b)  Draw a correctly labeled business cycle diagram.  Using two labeled points, identify the change between year 1 and year 2. (4pts)
c)  Explain how there could be an increase in total unemployment with no change in frictional or structural unemployment.  (1 pt)
d)  Generally speaking, describe the relationship between real GDP and unemployment and explain why this relationship exists (2 pts).
e)  Assume an economist looks at the Nominal GDP data ONLY and concludes the standard of living in this country must be the same for both years.  Provide 2 reasons why this is unlikely to be true. (2pts)
2. (6 points)  In the United States anticipated inflation was 2% in a given year.  Actual inflation was 4%.  Explain how and why this will affect the following:

a)  lenders (creditors)

b)  borrowers (debtors)

c)  the Federal Government

3. (7pts) Assume that the market for fruit juice is currently in equilibrium at a price of $2.00 and a quantity of 400 gallons.

a)  Draw a correctly labeled market graph showing the juice market in its current state (2 pts)

b)  On the same graph, show the effects of improved fertilizer and harvesting technology on equilibrium price and quantity. (2pts)

c)  On the same graph, show the effects of a government imposed supply restriction of 200 gallons using a line labeled SR. (2pts)

d)  Using your answer from part (c) explain how this supply restriction affects the market for juice. (1 pt)  
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