1. (7 points) Based on the following information, please answer questions a. and b.
	Year
	
	Good A
	Good B

	2018
	Price (Baht)
	9
	3

	
	Quantity (unit)
	4
	8

	2019
	Price (Baht)
	7
	5

	
	Quantity (unit)
	2
	6

	2020
	Price (Baht)
	6
	4

	
	Quantity (unit)
	3
	7



a. (4 points) Suppose that Good A and Good B are the only final goods produced in Thailand, find the Nominal Gross Domestic Product and the Real Gross Domestic Product of Thailand in 2019 and 2020 (2018 is the based year). Then find Real GDP growth rate in 2020 (change from 2019).
1 point for each of the following. 4 points maximum.
· NGDP19 = (7x2) + (5x6) = 44
· NGDP20 = (6x3) + (4x7) = 46
· RGDP19 = (9x2) + (3x6) = 36
· RGDP20 = (9x3) + (3x7) = 48
· Growth Rate = (48–36)/36 = 33%
*** Give 0 point if NO calculation is shown ***
*** Give 0.5 points if formula is shown but the answer is incorrect ***

b. (3 points) Find inflation rate of Thailand in 2020 (change from 2019) based on GDP deflator.
GDP Deflator = NGDP/RDGP x 100
1 point – GDP Deflator 2019 = 44/36 x 100 = 122
1 point – GDP Deflator 2020 = 46/48 x 100 = 96
1 point – Inflation rate = (96–122)/122 = – 21.3%
*** Give 0 point if NO calculation is shown ***
*** Give 0.5 points if formula is shown but the answer is incorrect ***






2. (5 points) Due to bad economic situation of Thailand trading partners. Thailand export has declined. Explain how this situation affect Thailand equilibrium national income (draw relevant diagrams to supplement your answer and explain the adjustment process from the old equilibrium national income/output to the new equilibrium national income/output.
1 point – correctly labelled Keynesian Cross
1 point – AE line shifts down
1 point – at the old Y, Y > AE // there is a surplus
1 point – inventories accumulate
1 point – this signals firms to reduce production // firms cut back production





















3. (6 points) You are given the information regarding the economy of Country A
C = 30 + 0.4 Yd	T = 10 + 0.2 Y		R = 20 – 0.1 Y
I = 60 + 0.62 Y	G = 70
Where,
Yd = Disposable income = Y + R – T		Y = National Income
C = Aggregate consumption expenditure	I = Aggregate investment expenditure
G = Government Expenditure		T = Tax
R = Government transfer payment to household
Please answer the following question
(6 points) Find the equilibrium national income and draw a relevant graph showing the equilibrium national income. Clearly label the slope and the intercept.
1 point – stating equilibrium condition: Y = AE or Y = C + I + G
1 point – correctly labelled AE diagram
1 point – correct slope of the AE line // slope = 0.9
1 point – correct intercept of the AE line // intercept = 164
1 point – correct Y* // Y* = 1640
1 point – free point for showing calculation for Y*
AE = 30 + 0.4(Y – 10 – 0.2Y + 20 – 0.1Y) + 60 + 0.62Y + 70
AE = 30 + 0.28Y + 4 + 60 + 0.62Y + 70
AE = 164 + 0.9Y
Y = 164 + 0.9Y
Y* = 1640
If the student fails to answer the correct values of Y*, slope, and intercept DUE TO calculation errors, please reward 1 point if the step to solve for Y* is correct.
For example, if a student did everything correctly except the Y*, slope and intercept, then that would be 4 points in total.



4. (9 points) Using the information of Country A given in Question 3, calculate the government spending multiplier (injection multiplier), tax multiplier, and balanced-budget multiplier. Interpret the value of each multiplier.

1 point – govt spending multiplier = 1 / (1-slope of AE)
1 point – govt spending multiplier = 10
1 point – interpretation: when G increases by 1, Y* increases by 10
1 point – tax multiplier = – MPC / (1-slope of AE)
1 point – tax multiplier = – 4
1 point – interpretation: when T increases by 1, Y* decreases by 4
1 point – BBM = (1-MPC) / (1-slope of AE)
1 point – BBM = 6
1 point – interpretation: when G and T both increase by 1, Y* increases by 6

5. (5 points) Draw the 2-sector (simple) circular flow model and explain with examples why the three approaches to calculate GDP – output, income, and expenditure – should give the same value of GDP.

6. (3 points) Briefly explain three limitations of the GDP concept.
1 point for each of the followings. 3 points maximum.
· GDP does not reflect quality-of-life factors, e.g., stress, crime rate
· GDP does not reflect inequality or income distribution
· GDP does not account for production of own consumption
· GDP does not reflect impacts on environment
· GDP does not account for underground production
· Goods produced may not improve standard of living, e.g., military products

7. (2 points) For the US, GNP is greater than GDP. However, for China, GDP is greater than GNP. Why?
1 point – the US citizens open a lot of factories abroad, so GNP of the US is high
1 point – the GDP of China is high because there are a lot of goods produced domestically, as a lot of foreign firms operate in China

8. (6 points) What is the Paradox of Thrift? Explain it with the saving-investment diagram.
1 point – correctly labelled saving-investment diagram
1 point – saving line shifts up
1 point – when saving increases, consumption falls
1 point – when consumption falls, AE (demand) falls
1 point – when AE falls, Y (output or income) falls
1 point – when Y falls, saving may decrease or remain the same   

9. (6 points) What is the multiplier effect? How does the size of the multiplier depend on MPC? Explain the intuition behind such relationship.

10. (3 points) Why are transfer payments not counted in a country’s GDP? Does this mean that GDP will not increase with transfer payments? Explain.
1 point – Transfer payment does not create new good // transfer payment is just a transfer of money.
1 point – No, transfer payment can increase GDP.
1 point – GDP only increases when people spend the transfer payment.
