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THE UNIVERSITY OF WESTERN ONTARIO

LONDON ‘ CANADA

B. Hammond ) ECONOMICS 1022B-003 March 13,2010

MID-TERM TEST #2

INSTRUCTIONS

1.

2.

The test starts at 1 pm and ends at 3 pm.

The multiple choice questions are to be answered on the Scantron answer form

. The test contains 16 pages and 50 questions.

There are no washroom breaks allowed during the test.

. Only non-programmable calculators are allowed.

Only the following items are allowed at your desk:

Pencils

Erasers

Rulers

Calculator (without the case)

Student card (without the plastic wallet)

o ppop

Drinks, food, pencil cases, calculator cases, the plastic wallet holding your student
card and cell phones are not allowed. The possession of a cell phone at your desk
may be considered an attempt to cheat and will be dealt with accordingly.

Further instructions are on the reverse-of this page.
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MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the

question.

1) Complete the following sentence. A household
consumes or pays taxes out of disposable income.
_ B) only consumes out of disposable income. | :
) GQ consumes, saves, or pays taxes out of disposable income. -

‘B consumes or saves out of disposable income. )
E) None of the above.

2) If consumption is $8,000 when disposable income is $10,000, the marginal propensity to consume
A)is 1.25. ) :

B) is 0.50.
C) is 0.75.
D) is 0.80.
E)cannot be determined from the information given.

3) When the consumption function lies below the 45° line, households
re saving some portion of their disposable income.
'B) spend all of any increase in disposable income.
€) save all of any increase in disposable income.
D) consume more than their disposable income.
~ E) are dissaving.

4) An increase in autonomous consumption
A) changes the slope of the consumption function.
B) shifts the consumption function downward. )
C) creates a movement upward along the consumption function.
@ shifts the consumption function upward.
E) creates a movement downward along the consumption function.

5) If real GDP is $3 billion and aggregate planned expenditure is $3.5 billion, then inventories
/49 remain the same and production decreases.
B) decrease and production increases.
&, increase and production decreases.
decrease and production decreases.
B) increase and productions increases.

6)IfAE=100+0.7Yand Y = 300, then unplanned inventories
A) increase by 200.
‘B) decrease by 10.
¥ (C)increase by 10.
D) decrease by 200.
E) do not change and equilibrium exists.
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7) A change in consumption, in response to a change in income, is
A) induced consumption.
B) unplanned consumption. ‘-
C) planned consumption.
. D) autonomous consumption.
{B) equilibrium consumption.

W

Use the figure below to answer the Jfollowing question.

Aggregate plunn:ed expendilure
{hillions of 2002 dollars}

400 45 lins

300

200 frossssneneion g :

100

50

28 i ; ; .

a 100 200 300 400
Real GDP fbillions of 2002 dollars)

Figure 1

The economy shown in the graph does not engage in international trade and has no government, Planned
aggregate expenditure equals the sum of consumption expenditure (C) and investment ).

8) Refer to Figure 1. The multiplier for this economy is
A)2. B) 3. ©y2s. D) 4. E)1.
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Use the table below to answer the following question.
Table 1

The followmg table shows the relatlonsh1p betwcen aggregate planned
expenditure and GDP.in the hypothetical economy of Econoworld.

Real GDP Aggregate planned
_ (billions of 2002 expenditure
dollars) (billions of 2002 dollars)

o 100

200 260

400 420

600 580

800 740

9) Refer to Table 1. If investment increases by $25 billion, the real GDP becomes

A) $600 billion.
)$625 billion.
) $525 billion.
D) $675 billion.
- E) $725 billion.

10) If there is a decrease in autonomous expenditure, the new AE curve is e
A) flatter than the original AE curve.
B) parallel and above the original AE curve.
C) steeper than the original AE curve.
@ parallel and below the original AE curve.
E) none of the above.

11) A decrease in the price level

A) increases aggregate expenditure, but has no effect on the aggregate demand curve.
B) has no effect on aggregate expenditure.
@mcreases aggregate expenditure-and produces a leftward shift of the aggregate demand curve,
)

increases aggregate expenditure and produces a movement along the aggregate demand
curve.

E) increases aggregate expenditure and produces a ri ghtward shift of the aggregate demand
curve.
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12) Suppose there is an increase in exports. Assuming the price level is held constant, which one of the
followmg best describes the sequence of changes in the economy?
Induced expenditure increases, real GBP-inercases, autonomous expendlture increases, real
GDP increases more, autonomous expenditure increases again, etc.
\B)\Autonomous expend1ture increases, induced expenditure increases, rea GDP inereases, and
the price level rises.
~C) Induced expenditure increases, realGDP inereases, autonomous expenditure increases, and
the price level increases, lowering autonomous expcnd1ture and real GDP increases by a
smaller amount.
~ D) Induced expenditure increases, autonomous expenditure increascs, reﬁ—%ges, and
consumption increases. '
\EQ Autonomous expenditure increases, reak-GRP inereages, induced expenditure increases, real
GDP increases more, induced expenditure increases again, and the process continues until
equilibrium expenditure is reached.

Use the information below to answer the following questions.

Fact'1l

The marginal propensity to consume is 0.9, the marginal tax rate is 0.2 and the marginal propensity to import is
0.15.

13) refcr to Fact 1. What is the autonomous tax multiplier?

@ 2.33 B)-2.09 C)-9.00 D)2.33 E)-1.58
14) Refer to Fact 1. How much should the government increase spending by if they want to raise GDP
by $100 miilion?
A) $63.3 million _uRL
B) $90 million 44}5&;
C) $111.1 million
$42.9 mitlion
) $47.8 million
15) If outlays exceed revenues, the government's budget balance is , and the government has

a budget
A) zero; surplus
B) positive; surplus o} 1\
C) positive; deficit O
negative; deficit c ‘l ' 5
E) negative; surplus
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16) The government of Ricardia's budget lists the following projected revenues and outlays: $25
million in personal income taxes, $15 million in corporate income taxes, $5 million in indirect
taxes, $2 million in investment income, $30 million in transfer payments, $12 miltion in

government expenditure, and $8 million in-debt interest. Ricardia has a government budget
A) surplus of $57 million. - 0

@)
B) surplus of $3 miilion. - Y% 20
C) deficit of $13 million. : 15 19850 ,
D) surplus of $13 million. ' CHT . B '
eficit of $3 million. &

17) Everything else remaining the same, as the economy enters a recession,
' Ay induced taxes rise and interest payments on the debt rise.
‘B) induced taxes and transfer payments rise.
G)interest payments on the debt rise and induced taxes fall.
Ry government outlays tend to fall and induced taxes fall.
government outlays rise and induced taxes fall.

18) A structural deficit

A) exists even if real GDP equals potential. .
R) equals the cyclical deficit plus the actual deficit. ./
®) is greater than a cyclical deficit.

- B is present only if real GDP is greater than potential.
E) none of the above.

19) Which one of the following statements is true, using absolute values? The autonomous tax
multiplier

A) is larger than the government expenditure multiplier.

@always equals the government expenditure multiplier.

C) is smaller than the government expenditure multiplier.

D) is larger than the government expenditure multiplier during expansions.

E) has the same value as the government expenditure multiplier except during recessions.

N 3 . -
20) Due to automatic stabilizers, when income rises

A) the economy will automatically move to full employment.
B) government outlays rise and revenues fall.

C) government outlays equal revenues.

D) government outlays fall and revenues rise.

E) the economy will automatically return to its original level of real GDP.

D-5
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Use the figure below to answer the Jfollowing question.

Qutlays, revenves, and budget balance
(bitlions of 2002 dallars)

Revenues
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100

i 4o b
0 500 600MYOOPTB00 900
Real GDP {billions of 2002 dollars)

Figure 2

21) Refer to Figure 2, which shows the outlays and revenues for the government of Pianoland. If
potential GDP is $750 billion, and actual real GDP is $650 billion, the cyclical deficit is
Zero.
- B) $40 billion.
®).equal to the structural deficit. ' \
By $180 billion. - =l | ¥
E)$60 biltion. GPP =1 DS =D
22) When real GDP equals potential GDP of $12 trillion, the budget deficit is $1 trillion. Real GDP
actually equals $14 trillion and the budget surplus is $3 trillion. The economy has a structura]
and a cyclical .
A) surplus of $3 trillion; surplus of $2 trillion
deficit of $1 triltion; surplus of $4 trillion .
surplus of $4 trillion; deficit of $1 trillion
D) deficit of $4 trillion; surplus of $1 trillion
~E) deficit of $1 trillion; surplus of $2 trillion

'\\ IRIONE “

23) Which of the following is an example of a fiscal policy designed to counter a recessionary gap?
@imcreasing transfer payments
R) increasing debt interest payments .
&) decreasing government expenditures on goods and services
’ R) increasing taxes .
E) decreasing transfer payments
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24) In the short run, an increase in autonomous taxes will
L. shift the aggregate demand curve leftward. °
II. decrease real GDP,
111 increase the government expenditure multiplier.
IV.increase the autonomous tax multiplier.
A)Tand Il are correct.

B) only I is correct.
@ and II are correct.

) 11 and IV are correct.
E) L, I, and 111 are ¢orrect.

25) Which one of the foHowing is not a function of money?
A) unit of account
B) means of payment
C) store of value

medium of exchange
@measure of liquidity
26) Which one of the following is #of money?
) A chequable deposit.
@A credit card.
. 2§ Canadian currency.

Pj A fixed term deposit.
E) A non-chequable deposit.

27) The Bank of Canada does not do which of the following?
&) Lend money to the public.
B) Act as a lender of last resort to banks.
C) Issue bank notes.
D) Hold government of Canada securities.
E) Supervise chartered banks.

28) Whenever desired reserves exceed actual reserves, the bank

A) will go out of business.
will call in loans.
C) is in a profit-making position.
D) can make new loans.
E) has excess reserves.

D-7
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Use the information below to answer the following question.
Fact 2
The Bank of Speedy Creek has chosen the _folloWing initial balance sheet:

Assets | Liabilities

Reserves $40 | Deposits $500
Loans  $460
$500

29) Refer to Fact 2. Based on the Bank of Speedy Creek's initial balance sheet, what is its desited
reserve ratio?

A) 25 percent
@ 8 percent
C) 40 percent
D) 4 percent
E) 12.5 percent

30) The opportunity cost of holding money increases when the
A) income of consumers increases.
r®interest rate rises.
C) price of goods and services decrease.
D) purchasing power of money increases.
E) income of consumers decreases.

D-8
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31) Refer to Figure 3. Everything else remaining the same, which graph best shows an increase in real
GDP?
A) @) © D) (&)

B) (b)

D-9
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Usé the figure below to answer the following question.

Inferest rate

Real money {billions of 2002 dollars)
Figure 4

32) Refer to Figure 4. Which one of the following best describes the response to a decrease in the
market price of bonds?
A) A movement from 4 to F.
. B) A movement from A4 to E.
C) A movement from A to C.
@ A movement from 4 to B.
E) A movement from E to 4.

33) The amount of real money people want to hold will increase if either the amount they are spending

increases or the
A) price level decreases.
B) interest rate increases.
C) interest rate decreases.
D) price of bond falls.

@v_)rice level increases.

34) If households and firms find they are holding more money than desired, they will
A) sell bonds, and the interest rate will rise.
B) buy goods, and the price level will rise.
sell bonds, and the interest rate will fall.
/@vuy bonds, and the interest rate will fall.
'E) buy bonds, and the interest rate will rise.
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Use the table below to answer the following question.

1 oo EIR
2 S 10 TS
3 L5, "1 .20

4 20 725
5 4 s T3
6 3T 30— 35 )
7 2 .35 40 |
8 ‘ 1 4.0 45 7

35) Refer to Table 2. The sprcadshe\et provides information about the demand for money in Minland.
Column A is the nominal interest rate, ». Columns B and C show the quantity of money demanded
at two different levels of real GDP: Yy is $10 billion and Y; is $20 billion. -

The quantity of money is $3 billion. Initially, real GDP is $20 billion.
If the interest rate is less than 4 percent a year
A))people buy bonds, the price of a bond rises, and the interest rate falls.
B) people buy bonds, the price of a bond rises, and the interest rate rises.
" C) the demand for money increases.
D) people sell bonds, the price of a bond falls, and the interest rate falls.
E) people sell bonds, the price of a bond falls, and the interest rate rises.

36) GDP is $2,000 billion, the price level is 100, and the velocity of circulation is 5. The quantity of
money is :
A) $400 billion.
$10,000 billion.
C) $20 billion.
"D)'$2,000 billion.
E) $500 billion.

37) According to the quantity theory of money, an increase in the quantity of money will increase the
price level

A) and increase real GDP but decrease the velocity of circulation.

B) but have no effect on real GDP or the velocity of circulation.

éand increase real GDP and the velocity of circulation.

D) and will have no change in real GDP and a'decrease in the ‘velocity of circulation.
E) and decrease real GDP and increase the velocity of circulation.

D-11
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38) Suppose that the bankmg system has excess reserves of $10 million, the desxred reserve ratio is 10

percent and the currency drain rat10 is 40 percent By how much will the quantlty of money
increase?

22 million. ) o S R e Ve
B) $12.5 miflion. I =e=D ,G—J\, b -1.346 -6 776
C) $28 million. ' SETt i L
D) $50 million.
E) $40 million.

39) Suppose that people-decide to hold 1 more money as cash Whlch statement best illustrates the
impact of this action on the money multlpher? The money’ multlpller
~A). increases bécause of the decrease in the currency-drain ratio.
B) increases because of the increase in the currency-drain ratio.
~€) decreases because of the decrease in the currency drain ratio,
)increases because of a decrease in deposits. )
ecreases because of the increase in the currency drain’ratio.

* - 40) The settlement balances rate is the
@)mtercst rate that the Bank of Canada charges LVTS-partmpatmg banks on loans.
) proportion of outstanding loans from chartered banks that are resolved.
C) interest rate paid to chartered banks on their reserves held at the Bank of Canada.
_ N) ratio of the value securities sold by the Bank of Canada to securities outstanding.
B) proportion of overnight inter-bank loans that are resolved.

41) The purchase of government bonds by the Bank of Canada
A) fights inflation.
decreases bank reserves.
Q tightens credit conditions.
D) increases bank loans.
E) decreases the price of bonds. -

42) In an open market operation aimed at increasing expenditure, the Bank of Canada

A) sells government bonds, decreasing bank reserves, decreasing lending, increasing the
overnight rate.

B) sells government bonds, decreasing bank reserves, increasing lending, increasing the
overnight rate.

@buys government bonds, increasing bank reserves, 1ncreasmg lending, decreasing the
overnight rate.

D) sells government bonds, decreasmg bank reserves, decreasmg lendmg, decreasing the
overnight rate.

E) buys government bonds, increasing bank reserves, increasing lending, increasing the
overnight rate. .

14
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43) The current overnight loans rate is 3 percent, with the Bank of Cénada's operating band set at 2.75

to 3.25 percent. If the Bank of Canada lowers their operating band to 2.25 to 2.75 percent, which
of the following is one of the reasons the overnight rate will fall to within this new range?

A) Since the banking system can now borrow from the Bank of Canada at 2.25 percent, no bank
would borrow on the overnight loan market at 3 percent.
) There is a legal requirement

that the overnight rate must be within the Bank of Canada's
operating band. ’

@ Since the banking system can now borrow from the Bank of Canada at 2.75 percent, no bank
would botrow on the overnight loan market at 3 percent.

D) Since the barking system can now earn 2.25 percent from the Bank of Canada, no bank
would lend on the overnight loan market at 3 percent.

E) Since the banking system can now earn 2.75 percent from the Bank of Canada, no bank
would lend on the overnight loan market at 3 percent.

205 ——

nss
25
NS~
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Use the figure below to answer the following question.

Overnight rale Qwernight rate
MS Lo MS

MDDy
G . Real money [2002 dollars) Q " Real money {2002 dollars)
(a} k)
Overnight rate Owvernight rate
My M MS, M8,

—)

AMD MO

0 Real mansy (2002 doflurs) o] Real money 2002 dollars)
o) {d)

Figure5

44) Refer to Figure 5. Everythmg else remaining the same, which graph best illustrates the effect of a
Bank of Canada open market purchase of government securities?
A) (2)
B)(b)
10!
D) (d)

E) none of the above

45) 1f the Bank of Canada lowers the overnight loans rate, the exchange rate , imports
, and exports
A) rises; increase; decrease
B) falls; decrease; decrease
@ falls; decrease; increase
L4 D) falls; increase; decrease -
E) rises; increase; increase

D-14
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46) The Bank of Canada raises the overnight loans rate. In the foreign exchange market people
: dollars and the price of the dollar because the Canadian interest rate
differential )
A) buy; rises; rises
- B) Buy; falls; rises
C) sell; rises; falls
buy; rises; falls
E) sell; falls; falls

47) When the Bank of Canada lowers the overnight loans rate, there is a shift of the
curve

ZA); rightward; AD
) leftward; SAS
C) rightward; L4S
D) rightward; SAS

E) leftward; AD

Use the figure below to answer the following question.

Peice level {GDP daflutar)

140t MS/S"‘S

1] SRR .

120} -

110

100} AD
1

0 100 200 300 400 500
Real GDP {hillions of 2002 dollars)

Figure 6

48) Refer to Figure 6. The figure shows the economy of Freezone. Potential GDP is $250 billion.
To return the economy to full employment, the central bank can the overnight rate and
securities.

A) lower; not change its holdings of
¥ B) raise; sell

C) lower; sell

lower; buy
E) raise; buy
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49) In response to an inflationary gap, the Bank of Canada
A) lowers the overnight loans rate by buying securities.
waits until the price level falls before acting.
C) raises the overnight loans rate by selling securities.
D) raises the overnight loans rate by buying securities.
E) lowers the overnight loans rate by buying securities.

50) When the Bank of Canada raises the overnight loans rate, other short-term interest rates -

A) rise, consumption expenditure, investment and net exports decrease, and the aggregate
demand curve shifts leftward. ’

B) fall, consumption expenditure, investment and net exports decrease, and the aggregate
demand curve shifts lefiward. o

C) rise, consumption expenditure, investment and net exports increase, and the aggregate
demand curve shifts rightward.

D) fall, consumption expenditure, investment and net exports increase, and the aggregate
demand curve shifis rightward.

@none of the above.
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