
Economics 313 
Fall 2013 
Midterm Exam #1 
 
 
Do any FIVE of the following six questions (20 points each – if you do all six problems, 
the third highest score will be omitted): 
 
1.  Define the following terms: (a) Unemployment, (b) Implicit price deflator, (c) value 
added, (d) expenditure function, (e) Phillips curve 
 
 
2. (a) Derive the LM curve from the money demand – money supply diagram. (b) 
Explain intuitively why the LM curve slopes upward. (c) Use the money demand – 
money supply diagram to show graphically how the LM curve shifts when the price level, 
P, increases. 
 
 
3. (a) Explain intuitively why the IS curve slopes downward. (b) Use the 45-degree line 
diagram to show how the slope of the IS curve changes if the responsiveness of 
investment to the interest rate increases. Explain intuitively. (c) Use the 45-degree line 
diagram to show how the IS curve shifts when there is an increase in taxes. 
 
 
4. (a) Use the IS-LM diagram to show how income and the interest rate change when 
there is an increase in government spending. (b) Explain the result intuitively. (c) Use the 
diagram from part (a) to illustrate crowding out. What does the term crowding out refer 
to? 
 
 
5.  For the model 
 
 𝐶 = 𝑐! + 𝑐! 𝑌 − 𝑇!  
 𝐼 = 𝑏! + 𝑏!𝑌 − 𝑏!𝑖 
 𝐺 = 𝐺! 
 
(a) Find the equilibrium value of Y. (b) What is the value of the multiplier? (c) Show the 
equilibrium graphically on a 45-degree line diagram. 
 
 
6. Suppose the Federal Reserve adjusts the money supply so that the interest rate stays 
constant. Thus, if there is a shift in the IS curve, the Fed will adjust M to ensure that there 
is no change in the interest rate. (a) Show how the Fed would react to an increase in 
autonomous consumption. (b) Is the change in output due to the change in autonomous 
consumption bigger or smaller than it would be if the Fed didn’t react at all to the shift in 
the IS curve? Explain intuitively. (c) Does the Fed buy or sell bonds in response to the 
shift in the IS curve? Explain. 


