2023 FRQ Questions Set 1
1 Assume the economy of Vanderlandia is in short-run equilibrium with a real GDP of $500 million. The full-employment level of real GDP is $550 million.
(a) Draw a correctly labeled graph of the aggregate demand, short-run aggregate supply, and long-run aggregate supply curves, and show each of the following.
(i) The current equilibrium real output and price level, labeled Y₁ and PL₁, respectively.
(ii) The full employment output, labeled YF.
(b) Assume no policy action is taken to restore full employment.
(i) Explain how the economy will adjust in the long run.
(ii) Following the long-run adjustment process, will the price level in Vanderlandia be greater than, less than, or equal to PL₁ shown on your graph in part (a)?
(c) Assume instead that policymakers in Vanderlandia are considering changing government spending to restore full employment in the short run and that the marginal propensity to save is 0.2.
(i) Calculate the minimum change and state the direction of change in government spending required to completely close the output gap in the short run. Show your work.
(ii) On your graph in part (a), show the short-run effect of the change in government spending in part (c)(i), labeling the new equilibrium price level PL₂.
(d) Draw a correctly labeled graph of the loanable funds market, and show the effect of the change in government spending in part (c)(i) on the equilibrium real interest rate.
(e) Based on the change in the real interest rate shown on your graph in part (d), what will happen to each of the following?
(i) The price of previously issued bonds
(ii) The rate of economic growth in the long run. Explain.











2 The economy of Noralandia is in short-run equilibrium with an actual inflation rate that is currently higher than the expected inflation rate.
(a) Draw a correctly labeled graph of the short-run and long-run Phillips curves. Label the current short-run equilibrium point as X.
(b) The banking system in Noralandia has ample reserves. Identify a specific monetary policy action that the central bank of Noralandia would take to bring the inflation rate closer to the expected inflation rate.
(c) Noralandia has an open economy and a flexible exchange rate. Based solely on the effect of the monetary policy action identified in part (b) on interest rates in Noralandia, will there be an increase, a decrease, or no change in the flow of international financial capital into Noralandia? Explain.
(d) Based on your answer to part (c), what will happen to the international value of Noralandia’s currency? Explain.









3 Assume that in the country of Zeta, the civilian noninstitutional population aged 16 and over is 1,000,000. The labor force participation rate is 70%, the unemployment rate is 9%, and the natural rate of unemployment is 5%.
(a) Calculate the number of people in Zeta that are unemployed. Show your work.
(b) Is the economy of Zeta currently experiencing a recessionary gap, an inflationary gap, or no output gap? Explain.
(c) Consumer goods and capital goods are produced in the country of Zeta. Draw a correctly labeled graph of the production possibilities curve for Zeta. Indicate a point, labeled A, that represents the current state of Zeta’s economy.
(d) If some individuals who are counted as unemployed in Zeta stop looking for work, what will happen to each of the following?
(i) The labor force participation rate. Explain.
(ii) The unemployment rate.






2023 FRQ Questions Set 2
1 The economy of Northland is in short-run equilibrium with an actual unemployment rate of 7% and an actual inflation rate of 1%. The natural unemployment rate in Northland is 5%.
(a) Using the relevant numerical values given, draw a correctly labeled graph of the short-run and long-run Phillips curves. Label the current short-run equilibrium point as X. Plot the relevant numerical values provided on the graph.
(b) Is the expected inflation rate greater than, less than, or equal to 1%? Explain.
(c) Assume the marginal propensity to consume is 0.9.
(i) If the government decreases income taxes by $20 billion, calculate the maximum change in aggregate demand. Show your work.
(ii) If instead the government increases spending by $20 billion, calculate the maximum change in aggregate demand. Show your work.
(d) On your graph in part (a), show a possible new short-run equilibrium point labeled Z that would result if the government increases spending and there is no change in inflationary expectations.
(e) How would an increase in unemployment compensation affect aggregate demand in the short run? Explain.
(f) Assume instead the government takes none of the preceding policy actions. (Northland is still in short-run equilibrium; the actual unemployment rate is 7%, the actual inflation rate is 1%, and the natural unemployment rate is 5%.) What will happen to each of the following in the long run?
(i) The short-run aggregate supply curve. Explain.
(ii) The short-run Phillips curve.
(iii) The actual unemployment rate.
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2 The United States and South Africa are trading partners with flexible exchange rates, and the United States current account balance with South Africa is zero.
(a) Assume real income in the United States increases while real income in South Africa remains the same. Will United States net exports increase, decrease, or remain unchanged? Explain.
(b) Based on your answer to part (a), what will happen to each of the following?
(i) The capital and financial account balance in the United States
(ii) Actual unemployment in South Africa in the short run. Explain.
(c) The currency of the United States is the dollar (USD), and the currency of South Africa is the rand (ZAR). Draw a correctly labeled graph of the foreign exchange market for the rand and show the effect of the increase in real income in the United States on the international value of the rand.










3 Assume that the economy of country Zen is in long-run macroeconomic equilibrium.
(a) Draw a correctly labeled graph of the aggregate demand, short-run aggregate supply, and long-run aggregate supply curves, and show each of the following.
(i) The current equilibrium real output and price level, labeled Y₁ and PL₁, respectively.
(ii) The full-employment output, labeled YF.
(b) On your graph in part (a), show the short-run effect of an increase in consumer confidence. Label the new equilibrium real output Y₂ and the new equilibrium price level PL₂.
(c) Assume that the banking system in Zen has ample reserves. Suppose that the central bank’s goal is to maintain a stable price level at PL₁. Based on the change in the price level shown in part (b), identify one specific monetary policy action the central bank would take to achieve its goal.
(d) Based on the monetary policy action identified in part (c), will real output increase, decrease, or stay the same in the short run? Explain.





