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ncrease and real GDP increases.
BY decrease and real GDP increases. ANE > el G,Bf‘,)
C) increase and real GDP falls.
D) remain constant and real GDP remains constant.
E) decrease and real GDP decreases.

5 )egate planned expenditure exceeds real GDP, then inventories

Use the figure below to answer the following question.

Aggregate planned expenditure
{billions of 2002 dollars}
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Figure 2

The economy depicted does nof engage in international trade and has no government. Planned aggregate
expenditure (4E) is equal to the sum of consumption expenditure (C) and investment (/).

6) Refer to Figure 2. When real GDP is $100 billion,
aggregate planned expenditure is less than real GDP, and firms increase production.
eal GDP is less than aggregate planned expenditure, and firms increase production.
aggregate planned expenditure is greater than real GDP, and firms decrease production.
real GDP is greater than aggregate planned expenditure, and firms decrease production.
\E)\aggregate planned expenditure equal real GDP, and the economy is in equilibrium.

7) The fact that imports increase as real GDP increases implies that imports are part of
--£"B)induced expenditure.
C)-equilibrium-expenditure-

D)-marginal-expenditure.
E) consumption expenditure.
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Use the table below to answer the following question.

Table 1

The following table shows the relationship between aggregate planned
expenditure and GDP in the hypothetical economy of Econoworld.

Real GDP Aggregate planned
(billions of 2002 expenditure
dollars) (billions of 2002 dollars)
b 1005852
) 06 SHor 200 e 260 i
400 B0
500
600 580
800 740

9) Refer to Table 1. If investment increases by $25 billion, the real GDP becomes
A) $625 billion.
B) $675 billion.
C) $600 billion.
D) $725 billion.
$525 billion.

10) The aggregate expenditure curve will become steeper if gpg/b mone
people show an increased preference for foreign-made products.

C) income tax rates-are raised.

profit:
E) income tax rates are lowered.

11) A rise in the price level

- n aggregate expenditure.
) decreases aggregate expenditure and produces a movement along the aggregate demand
urve.

iture, but has no effect on the aggregate demand curve.
D) decreases aggregate expenditure and produces a leftward shift of the aggregate demand
curve.
E) decreases aggregate expenditure and produces a rightward shift of the aggregate demand
curve.
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12) Suppose there is an increase ing Assuming the price level is held constant, which one of the
following best describes the sequence of changes in the economy?

A) Autonomous expenditure increases, real GDP increases, induced expenditure increases, real

GDP increases more, induced expenditure increases again, and the process continues until
equilibrium expenditure is reached.

B)Induced-expenditure-inereases, autonomous expenditure increases, real GDP increases, and
consumption increases.

—CyInduced expenditure increases, real GDP increases, autonomous expenditure increases, real

DP increases more, autonomous expenditure increases again, etc.

Autonomous expenditure increases, induced expenditure increases, real GDP increases, and
the price level rises. :

E)-Induced-expenditure-increases, real GDP increases, autonomous expenditure increases, and

the price level increases, lowering autonomous expenditure and real GDP increases by a
smaller amount.

13) The marginal propensity to consume is 0.7, the marginal tax rate is 0.2 and the marginal propensity

to import is 0.15. How much should the government decrease taxes by if they want to raise GDP
by $100 million?

A) $105 million HP e =0
B) $84 million Y = = EC
C) $59 million g e A
41million MPTL =0.IS = Lupc(l—ﬂfHPt)
) $50 million
= =0 0)
AR S ek T
Use the table below to answer the following questions. i Yoj (6. %)" a,IS:\)
- Q.41 = multiplier Table 2 B
50
A4y = gov- Taxes are directly proportional to GDP.) —76002 55 o
Y 0T [ e ] 1 e X M FAE 2% iogg
i 0 0 2<nl 4o [ 5o [ Qoo /0] 430 Lm ,;Oc.
e 300 | <o | 720 | 600 | 4o | so | @vo | 100 | 980 Coige v
1,000] jo0 | 900 | 700 | 40 | 50 | 200 | %0 | 900 SE R
950 G0 N Ge0  q0 50 Apo P
14) r to Table 2. What is the equilibrium GDP?
781 B) $1;222 C) $1;000 D) $955 E) $790
15) Refer to Table 2. What'is the government expenditures multiplier?
A)0.56 @ 2 C) 1.02 D) 1.82 E)1.24
; )
A ey s
B T s
W g 00 T Yirano's 2.5 - o.as’ - [uecltd B i
o188y = 1S s oL % (1-0D- o1}
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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 million in
government expenditure, and $8 million in debt interest. Ricardia has a government budget

eﬁcit of $3 million. 55
B) deficit of $13 million. Y95 <1g + 5 + H-30 ~la-X.
C) surplus of $3 million.
D) surplus of $13 million.
E) surplus of $57 million.

17) If the economy is in an expansion, and the federal government is running a deficit, then a recession
would automatically
A) decrease the deficit.
B) increase taxes.
C) increase government outlays.

increase the deficit.
C and D.

18) The cyclical deficit
A) occurs when the economy is at full employment.
B) arises purely because real GDP does not equal potential GDP.
is a persistent economic phenomenon.
is an accumulation of the government debt.
E) none of the above.

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

ultiplier
; A) i; smaller than the government expenditure multiplier.

is larger than the government expenditure multiplier.

has the same value as the government expenditure multiplier except during recessions.
D) is larger than the government expenditure multiplier during expansions.

always equals the government expenditure multiplier.

20) Due to automatic stabilizers, when income rises
overnment outlays rise and revenues fall.
B) the economy will automatically return to its original level of real GDP.
overnment outlays fall and revenues rise.
overnment outlays equal revenues.
the economy will automatically move to full employment.
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Use the figure below to answer the following question.

Outlays, revenues, and budget balence
(billions of 2002 dollars)

Revenues
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0 500 600 700 800 900
Real GDP {billions of 2002 dollars)

Figure 4

21) Refer to Figure 4, which shows the outlays and revenues for the government of Pianoland. If
potential GDP is $750 billion,
A) the structural deficit is $40 billion.
B) neither a structural surplus nor a structural deficit exists.
C) the structural surplus is $60 billion.
(D) the structural surplus is $40 billion.
E) the structural deficit is $60 billion.

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 structural
and a cyclical B
@eﬁcit of $1 trillion; surplus of $2 trillion
deficit of $1 trillion; surplus of $4 trillion real GFP = |4
C) surplus of $3 trillion; surplus of $2 trillion
D) deficit of $4 trillion; surplus of $1 trillion
E) surplus of $4 trillion; deficit of $1 trillion

23) Which of the following is an example of a fiscal policy designed to counter a recessionary gap?
A) increasing transfer payments
-increasing debti
C) increasing taxes
D) decreasing government expenditures on goods and services
E) decreasing transfer payments
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34) If households and firms find they are holding less money than desired, they will
+11 bonds, and the interest rate will fall.

y-bonds; and-th § strate‘wﬂhﬁt Mr\# mOr—Q
G)huy—bonds;—and—the-in&efes’i-ﬁte%l—fallf A
D) sell bonds, and the interest rate will rise. :‘lb
_E) buy goods, and the price level will rise

35) If the interest rate is above the equilibrium rate, how is equilibrium achieved in the money market?
_A)-People buy goods to get rid of their excess money, lowering the price of goods and lowering
- the interest rate.
. B) People buy bonds to get rid of their excess money, raising the price of bonds and lowering
. the interest rate.
~—C)People-sell-bends-to.get rid of their excess money, lowering the price of bonds and lowering
the interest rate.
—P) People sell bonds to getid of their excess money, raising the price of bonds and lowering the
interest rate.
—E)Peoplesell goods to get rid of their excess money, lowering the price of goods and lowering

the interest rate.

36) Real GDP is $2,560 billion, the price level is 125, and the velocity of circulation is 5. The quantity

of-money is
ﬁq 40 billion.

B) $2,048 billion.
£3 \j = /
C) $625 billion. ™ Py
D) $400 billion. M = M
E) $20.48 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) and decrease real GDP and increase the velocity of circulation.
ut have no effect on real GDP or the velocity of circulation.
D) and increase real GDP and the velocity of circulation.
E) and will have no change in real GDP and a decrease in the velocity of circulation.

38) Suppose that the banking system has excess reserves of $10 million, the desired reserve ratio is 10
percent and the currency drain ratio is 40 percent. By how much will the quantity of money

increase?
A) $12.5 million. ex@ss = [ O
B) $22 million.
C) $40 million. g

\

) $50 million. o W)
28 million. ]
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39) Suppose that people decide to hold more money as cash. Which
impact of this action on the money multiplier? The money multiplier
A) increases because of the decrease in the currency drain ratio.
B) decreases because of the decrease in the currency drain ratio.
C) increases because of a decrease in deposits.

é)—decreases because of the increase in the currency drain ratio.

increases because of the increase in the currency drain ratio.

40) The operating band is

A) the target inflation rate plus or minus a quarter of a percentage point.

—B)-a half percentage point range in the target inflation rate.

~—C) the interest rate that is established through an open market operation.

D)-the range between the lending rate and the borrowing rate.
gi.v e target overnight interest rate plus or minus 25 basis points.

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

V333

statement best illustrates the

M A
C}‘)( N /"I\
Wp s

42) In an open market operation aimed at increasing expenditure, the Bank of Canada
A)-sells-government bonds, decreasing bank reserves, decreasing lending, decreasing the

overnight rate.

B) buys government bonds, increasing bank reserves, increasing lending,

—-_overnight rate.

decreasing the

C)-sells government bonds, decreasing bank reserves, decreasing lending, increasing the

overnight rate.

D) sells government bonds, decreasing bank reserves, increasing lending, increasing the

overnight rate.

E) buys government bonds, increasing bank reserves, increasing lending, increasing the

overnight rate.

C-13
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Use the figure below to answer the following question.

Overnight rate Qvernight rate

MS \/vs
\ MD;,
MD,

[¢] Real money (2002 dollars) o} Real money {2002 dollors}
e ®)
é;\/igm rote T L Qvernight rote
MS;  MS; NG M S,

S, M
N
/ \
e / N
(o} WZOO%B} (o] Redl money {2002 dollars}

(e} (d)

Figure 6

44) Refer to Figure 6. Everything else remaining the same, which graph best illustrates the effect of a
Bank of Canada open market purchase of government securities?

A) (a)
) (b) , ,
© inrerest W
) (@)
E) none of the above IY'\CNUC/) VP T
45) If the Bank of Canada lowers the overnight loans rate,

er short-term interest rates fall.

B EI m interest rates rise.

<§§the exchange rate falls.
the long-term interest rate falls.
E) A, C and D are correct.

C-15
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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; falls-
C) sell; falls; falls
i\beﬂ; rises; falls
E) buy; fatls; rises

47) If the Bank of Canada is concerned with recession it will the overnight loans rate to

B)Taise-decrease-a recate-demand-

G)raiserinerease-aggregate-demand
lower; decrease aggregate demand
wer; increase aggregate demand

Use the figure below to answer the following question.

A) lower; increase potential GDP

Price leve! {GDP deflater)
{AS

140} SAS

J30 ooty :

120

100} AD

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

Figure 7

48) Refer to Figure 7. 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.

wer; buy

B) raise; buy

C) lowers; sell

D) lower; not change its holdings of

E) raise; sell

C-16






