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Question 2: Short 5 points 
 

(a)  Calculate real GDP in Louland in year 2 as 900,000 and show your work. 

Real GDP =  
Nominal GDP
GDP Deflator

× 100 =
1,035,000

115
× 100 = 900,000 

1 point 

(b) State that the demand for money would increase and the nominal interest rate would 
increase. 

1 point 

(c) State that the standard of living of the average citizen in Louland decreased from year 1 
to year 2 and explain that the real GDP per capita in year 1 was 800 and the real GDP per 
capita in year 2 was 750. 

1 point 

(d) State that the inflation rate from year 1 to year 2 was 15%. 1 point 

(e) State that real wages decreased and explain that nominal wages increased by less than 
the inflation rate (10% < 15%). 

1 point 

 Total for question 2 5 points 
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Question 3: Short 5 points 
 

(a)  State an increase in government spending, a decrease in taxes, or an increase in transfer 
payments.  

1 point 

(b) State that the real interest rate will increase and explain that government borrowing will 
increase, which will increase the demand for loanable funds (or decrease the supply of 
loanable funds). 

1 point 

(c)  Draw a correctly labeled graph of the foreign exchange market for the ringgit.  

 

1 point 

  For the second point, the graph must show an increase in the demand for the ringgit (or a 
decrease in the supply of the ringgit), resulting in an appreciation of the ringgit. 

 

1 point 

 Total for part (c) 2 points 

(d) State that Malaysia’s imports will increase and explain that the appreciation of the ringgit 
will make Japanese goods relatively less expensive than they were before. 

1 point 

 Total for question 3 5 points 

 


