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  BSB113 2016 

  Summary information about the final exam 
   

When Check QUT Examinations portlet (located on the Study page of QUT Virtual). 
 Exam details will only appear after the examination timetable for the relevant teaching period has been released. 

What time See above   
    

How long 2 hours   
    

What is it worth 50%   
    

What is the style of the exam?  How does the exam match up to what we have been taught? 
   

The exam will consist of 5 sections:   

A.  GDP, income and economic growth  A.  lecture wk 8, connecting video series for tutorial 8, tutorial 8 (wk 9), ch 

   12, practice and review quiz (lec 8 and tute 8) 

B.  Unemployment and inflation  B.  lecture wk 9, connecting video series for tutorial 9, tutorial 9 (wk 10), ch 

   13, practice and review quiz (9 and tute 9) 

C.  Monetary policy   C.  lecture wk 10, connecting video series for tutorial 10, tutorial 10 (wk 

   11), chs 15 and 161, practice and review quiz (lec 10 and tute 10) 

D.  Fiscal policy   D.  lecture wk 11, connecting video series for tutorial 11, tutorial 11(wk 12), 

   ch 17, practice and review quiz (lec 11 and tute 11) 

E.  International trade   E.  lecture wk 12, connecting video series for tutorial 12, tutorial 12 (wk 

   13), ch 18, practice and review quiz (lec 12 and tute 12) 

    
 Students are required to answer ALL the questions in 3 SECTIONS only.  
 The questions are short answer theoretical and applied economic questions.  
 Answers are to be recorded on the exam paper in the space provided.  
 It is closed book exam. You will not be allowed any notes in the exam.  
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 Selected reading from chapter 16 refer to week 10 folder on BB. 
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GDP, income and economic growth 
 

Learning objectives 
Students should be able to: 
Explain how total production in an economy is measured.  
Total production is measured by GDP – the market value of all final goods and services produced in a 
country during a period of time 
measuring the value of total production in the economy (by calculating GDP) = measuring the value 
of total income. 
GDP is not a perfect measure of total production. 
MARKET VALUE APPROACH 

Quantity of product * price per unit ($) = Value ($) 

TOTAL (GDP) = total of all product values 

 
MARKET VALUE ADDED APPROACH 

value that goods or services sell for – cost of intermediate goods = value added 

GDP = total of value added by each firm 

 
Discuss the importance of long-run economic growth and its impact on living standards.  
Long-run economic growth is the process by which rising productivity increases the standard of living 
of the typical person.  

- more goods and services are produced i.e.  GDP grows.    
- Therefore people can buy and consume more goods and services.     
- determine living standards by the level of GDP.  Countries with higher GDP growth have 

higher living standards.    
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Sample questions 

Question 1 
Suppose that the following table represents the goods and services produced in a very simple 
economy in 2009 and 2010. Assume that steel is used as an input in the production of cars. Assume 
that 2009 is the base year. Use the information in Table 1 to compute real GDP in the years 2009 
and 2011. 
 
  2009  2011  
 Product Quantity Price Quantity Price 
 Steel 1000 $100 1200 $12 
 iPods 5000 $300 4500 $20 
 Cars 500 $25 000 1750 $3 
 Legal Services 100 $2,000 210 $45 
 
Question 2 
……………………. 
 
 
Sample answers………………….. 
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Monetary policy 
 

Learning Objectives 
Students should be able to: 
Define money and discuss its functions.  
Money - Assets that people are generally willing to accept in exchange for goods and services or for 
payment of debts. 
functions of money: 

1. medium of exchange  money in return for goods or services 
2. unit of account  establishing monetary value of goods or services 
3. standard of deferred payment  can serve as a standard of deferred payment in borrowing 

and lending 
4. store of value  money allows value to be stored easily if not used all at once 

 
Discuss the definitions of the money supply used in Australia today.  
M1 -  The narrowest definition of the money supply which is composed of all currency in 
 circulation plus the value of all demand deposits with banks. 
 (demand deposits/current deposits –  deposits in financial institutions that are  
      transferable by cheque, debit cards at EFTPOS  
      terminals, or electronic transfer between accounts) 

o includes paper money and coins in circulation (currency) 
M3 -  M1, plus all other deposits of the private non-bank sector with domestic and foreign-owned 
 banks operating in Australia. 

o includes term deposits with banks and other authorised deposit-taking instructions 
e.g. building societies, credit unions 

o currency only accounts for 4% of M3 in total 
Broad money -  M3, plus deposits with non-bank deposit-taking institutions minus holdings of  
  currency and deposits of non-bank depository corporations. 
  e.g. finance companies, money market corporations and cash management trusts 

o widest measure of Aus’ money supply 
**wealth isn’t money – it’s the physical buildings, assets etc 

 

 
 
Explain how financial institutions create money.  

- they are profit-making private businesses 
- key role that banks and other financial institutions play in the economy is to accept deposits 

and make loan 
- by doing this, they create demand deposit accounts from which money can easily be 
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withdrawn ‘on demand’ 
- SIMPLE MONEY MULTIPLIER/SIMPLE DEPOSIT MULTIPLIER (textbook): 

total deposit created = 
initial deposit

r
 

simple money multiplier (k) = 
total deposit

initial deposit
 

k = 
1

r
 , where r = reserve requirement ratio 

- the process of banks making new loans increases the volume of demand deposit account 
balances and the money supply 

- the process will continue until no banks have excess reserves 
simple deposit multiplier – ratio of the amount of deposits created by banks  to the amount 
of new reserves 

 
RBAs two main essential roles: 

- to maintain financial integrity and stability of Australia’s financial system 
- to manage and implement monetary policy. 
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Define monetary policy and describe the main goals of monetary policy in Australia.  
Monetary policy refers to the actions taken by the RBA to manage interest rates to pursue 
macroeconomic objectives. 
main goals of monetary policy in Australia: 

1. full employment of the labour force 
2. stability of the Australian currency 
3. economic prosperity and welfare for the people of Aus 

 **objective C is subsumed under A & B 
 **objective A & B are achieved by keeping CPI inflation within 2-3% 

 
Assess the arguments for and against the independence of the Reserve Bank of Australia.  

FOR AGAINST 

- to avoid inflation 
o when government is spending 

more than its collecting in taxes, 
it must borrow difference by 
selling bonds 

o developing countries find it 
difficult to find anyone other 
than central bank to buy bonds 

o more bonds central bank buys, 
faster the money supply grows & 
the higher the inflation rate will 
be 

- if government controls central bank, 
may be used to further political interests 

o high unemployment isn’t good 
for re-election  if government 
controls central bank, can be 
tempted before an election to 
drive down interest rates to 
increase production & 
employment even if it leads to 
higher inflation and economic 
costs in the long-term 

- because majority of those deciding 
monetary policy don’t have to run for 
election, aren’t accountable for their 
actions to the ultimate authorities in a 
democracy 

- some economists and politicians argue 
that RBA should operate like other parts 
of the executive branch of government 

o members of RBA would only 
serve as long as government 
wanted them to 

o if government didn’t like current 
monetary policy, would have 
authority to dismiss members of 
the board and appoint new ones 
in their place 

o when government ran for re-
election, the voters would have 
an opportunity to express their 
approval/disapproval of the 
government’s actions regarding 
monetary policy 
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Sample questions 
Question 6 
Suppose a bank has the following balance sheet: 
 

Assets  Liabilities  

Reserves $14,000 Deposits $100, 000 

Loans $90,000 Net worth $4,000 
 
If the bank's usual reserve ratio is 10% how much excess reserves does the bank have? What is the 
maximum amount that the bank can expand its loans? 
 
Question 7 
………………………………. 
 

Sample answers……………………….. 
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International trade 
 

Learning Objectives 
Students should be able to: 
Discuss the importance of international trade to Australia.  
Over the past 50 years international trade has grown significantly, with a huge increase in the 
volume and value of exports and imports flowing between countries throughout the world. 
International trade has grown because it makes people better off. 
 
Understand the difference between comparative advantage and absolute advantage.  
comparative advantage shows that people from two different nations will be made better off 
trading those goods and services which each can produce at a lower opportunity cost. A person, 
firm, or country with an absolute advantage in producing a good or service can produce more of the 
good or service than competitors when using the same amount of resources. A person, firm, or 
country has a comparative advantage in producing a good or service if they have a lower 
opportunity cost than a competitor has.  

- countries trade on the basis of comparative advantage, not absolute advantage 
 
Explain how countries gain from international trade.  
With international trade nations specialise in the production of the products they export 

- when a country specialises in producing goods where it has a comparative advantage & 
trades for the other goods it needs, the country will have a higher level of income and 
consumption 

- although the population of a country as a whole benefits form trade, companies and their 
workers that are unable to compete with lower-cost foreign products lose 

 
Discuss the sources of comparative advantage.  
main sources of comparative advantage: 

1. climate & natural resources 
2. relative abundance of labour and capital 
3. technology  process firms use to turn inputs into goods and services 
4. external economics  lower costs result from increases in the size of the industry in an area 

 
Analyse the economic effects of government policies that restrict international trade.  
tariff –     tax imposed by governments on imports 
quota –    numerical limit imposed by a government on the quantity of a good 
    that can be imported into the country 
voluntary export restraint –  an agreement negotiated between two countries that places a  
    numerical limit on the quantity of a good that can be imported by 
    one country from the other country 
price floor -    legally determined minimum price that sellers may receive 

- these policies reduce imports and increase production from domestic producers 
- therefore reduce the efficient allocation of resources as less efficient domestic industries are 

supported, leading to higher domestic prices, encouraging an oversupply of domestic 
producers 

 
What are the five types of protectionism? 
types of trade restrictions: 

- tariff 
- quota/voluntary export restraints 
- government support policies 
- procurement restrictions 
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- health and safety requirements 
 

  



10 
 

Sample questions 
Question 11 
Explain comparative advantage and absolute advantage, provide an example to illustrate these 
concepts, and discuss the sources of comparative advantage. 
 
Question 12 
………………………….. 
 
Sample answers…………………………. 


