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1.

The higher is the current level of saving:



A)     the higher is the current level of investment and higher the future level of



         consumption.



B)     the lower is the current level of investment and lower the future level of 



         consumption.


C)     the higher is the current level of investment and lower the future level of 

                     consumption.

D)    the lower is the current level of investment and higher the future level of

 consumption.
E) The higher the slope of the MPS 

2.

The inequality of saving and planned investment:


A)
is attributable to a low level of consumption.


B)
may be of considerable significance because of the subsequent changes in income, employment, and the price level.


C)
is of no consequence because a compensating inequality of tax collections and government spending will always occur.


D)
is of no consequence because saving and actual investment will always be equal.
            E)      is of no consequence because they are not positively related.

  3.
In response to some unexpected changes in demand: 


A)  the economy could always adjust its production level if the prices are inflexible.

B)  the economy would always produce less than what was expected if the prices of

      goods and services are inflexible.


C) the economy could always produce at its optimal capacity if the prices of goods and 

                 services are inflexible.


D) the economy could always produce at its optimal capacity if the prices of goods and 

                 services are fully flexible
E) The self-adjusting mechanism of the will insure full employment whether rices are flexible or inflexible.

4.

Assuming inflexible prices, if the demand for many goods and services falls across the 

            the entire economy and for an extended period of time:

A) many firms will face a constant reduction in their inventories.

B) many firms will face with an inventory pile up and will be forced to cut production.

C) many firms will face with an inventory pile up and will be forced to hire more workers.

D) many firms will face a constant reduction in their inventories and will be forced to hire more workers.
E) both A and D are correct.
 5.
In response to an unexpected change in demand, if the prices are free to adjust quickly: 


A) a firm could always operate at its optimal output level.


B) a firm would experience a decline in its output and employment.


C) a firm would not be able to adjust its output according to the plan.


D) a firm would not be able to change its employment accordingly.

E) MPC for the economy would also change.

Refer to the following diagrams to answer questions 6-8:
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6. 
The above diagram (a) represents the demand for and supply of a brand of automobile 


      ( Turbo-car) for a car manufacturing company named Fancy Auto.  Assume that

      DL represents low demand for the Turbo-car, DM represents the medium level of demand and, 

      D H represents the high level of demand for Turbo-car and, Fancy Auto’s optimal output

      level is 900 cars per week.  If the prices are flexible, the Fancy Auto:

A) can continue to sell its optimal output regardless of the demand level.

B) can continue producing its optimal output level only if demand is at DL  level. 

C) can continue producing its optimal output level only if demand is at DM  level. 

D) can continue producing its optimal output level only if demand is at DH  level. 
E) none of the above.
7.

Refer to the above diagram (b), assume that DL represents low demand for the Turbo-car, 

     

DM represents the medium level of demand and, D H represents the high level of demand for Turbo-car and, Fancy Auto’s optimal output level is 900 cars per week.  If the Fancy Auto Company has a fixed price policy of $37,000 per vehicle:




A) the quantity demanded will be 900 cars per week if the demand is DL.


               B)  the quantity demanded will be 700 cars per week if the demand is DL.


               C)  the quantity demanded will be 1150 cars per week if the demand is DL.


   D)  the quantity demanded will be 1150 cars per week if the demand is DM
 8.
Refer to the above diagrams, one can conclude that if expectations are always fulfilled, 

           Fancy Auto Company:

A)  will never have to adjust the optimal output and employment levels accordingly. 

B)  has to adjust the employment level but not the optimal output.

C) has to adjust the optimal output level but not the employment.
D) has to adjust both optimal output level and employment accordingly.

Use the following to answer question 9:
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9.

Refer to the above diagram. Curve (a) is the current production possibilities frontier for the economy. Other things equal, society's current choice of point P on curve (a) means:


A)
a possible more rapid economic growth than would the choice of point N.


B)
a slower rate of economic growth than would the choice of point N.


C)
the same rate of growth as would the choice of point N.


D)
it is unachievable because it exceeds the productive capacity of the economy.

E)
none of the above.

Use the following to answer question 10:

The following information about the relationship between input quantities and real domestic output in a hypothetical economy:

	Input
	Real domestic

	quantity
	output

	100
	300

	150
	450

	200
	600


10.

Refer to the above information, the level of productivity is:


A)
2.


B)
.5.


C)
4.


D)
3.

E)     1/3
11. During the recession of 2008-09 the price level

A) stayed more or less the same.

B) fell for the first time in decades.

C) rose due to the high price of oil.

D) stayed the same but the MPC fell.

E) fell and was accompanied by a fall in MPS.

12. 
Transfer payments are:

A)
excluded when calculating GDP because they only reflect inflation.


B)
excluded when calculating GDP because they do not reflect current production.


C)
included when calculating GDP because they are a category of investment spending.


D)
included when calculating GDP because they increase the spending of recipients.

E)
both C and D are correct.
13.

In 1998 Trailblazer Bicycle Company produced a mountain bike which was delivered to a retail outlet in November of 1998. The bicycle was sold to E.Z. Ryder in March of 1999. This bicycle is counted as:


A)
consumption in 1998 and as disinvestment in 1999.


B)
disinvestment in 1998 and as consumption in 1999.


C)
disinvestment in 1998 and as investment in 1999.


D)
investment in 1998 and as disinvestment in 1999.

E)
a value added product only in 1999.

14.

When an economy's production capacity is expanding:


A)
nominal GDP, but not necessarily real GDP, is rising.


B)
net exports is always a positive amount.


C)
disposable income exceeds personal income.


D)
domestic investment exceeds depreciation.

E)
both A and B are correct.
15.

Money spent on the purchase of a new house is included in the GDP as a part of:


A)
the consumption of private fixed capital.


B)
personal consumption expenditures.


C)
personal saving.


D)
investment
16.

A nation's capital stock was valued at $300 billion at the start of the year and $350 billion at the end. Consumption of private fixed capital in the year was $25 billion. Assuming stable prices, gross investment was:


A)
$25 billion.


B)
$50 billion.


C)
$75 billion.


D)
$90 billion.

E)
$725 billion

Use the following to answer questions 17 and 18:

All figures are in billions of dollars.


Gross investment                                                              
     $56

	Personal taxes
	23

	Net investment
	33

	Personal saving
	10

	Net exports
	9

	National income
	278

	Canadian exports
	20

	Government expenditure
	61

	Disposable income
	220

	Indirect taxes
	32

	Undistributed corporate profits
	15

	Net income of nonfarm unincorporated business
	45

	Net investment income from Canada
	-3


17.

Refer to the above information. Canadian imports:


A)
cannot be calculated


B)
are $26.


C)
are $16.


D)
are $11.

E)
are $13

18.

Refer to the above information. The gross domestic product is:


A)
$328.


B)
$402.


C)
$382.


D)
$356

E)
$336
Use the following to answer questions 19 and 20:

Assume an economy which is producing only one product. Output and price data for a three-year period are as follows.

	Year
	Units of output
	Price per unit

	1
	20
	$4

	2
	25
	4

	3
	30
	6


19.

Refer to the above data. The nominal GDP for year 3 is:


A)
125 percent higher than the nominal GDP for year 1.


B)
50 percent higher than the nominal GDP for year 1.


C)
$120.


D)
$30.

E)
$90.
20.

Refer to the above data. If year 2 is chosen as the base year, real GDP for year 1 is:


A)
$25.


B)
$100.


C)
$50.


D)
$80.

E)
$120.

Use the following to answer questions 21:

Answer the question based on the following data, using year 1 as the base year. All dollars are in billions.

	Year
	Nominal GDP
	Price Index

	1
	$3,166
	100

	2
	$3,402
	104

	3
	$3,774
	108

	4
	$3,989
	112


21.

Refer to the above data. Real GDP in year 2 was approximately:


A)
$3,245 billion.


B)
$3,271 billion.


C)
$3,295 billion.


D)
$3,402 billion.

22.

GDP data are criticized as being inaccurate measures of economic welfare because:


A)
they do not take into account changes in the amount of leisure.


B)
they do not take into account changes in product quality.


C)
they do not take into account the adverse effects of economic activity on the environment.


D)
of all of the above considerations.

E) 
both A and C are correct.
23.

The consumption schedule in the diagram below indicates that:
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A)
consumers will maximize their satisfaction where the consumption schedule and 45° line intersect.


B)
up to a point consumption exceeds income, but then falls below income.


C)
the MPC falls as income increases.


D)
households consume as much as they earn.

E)
consumption cannot be above income.

24.

If Smith's disposable income increases from $1,200 to $1,700 and her level of saving increases from minus $100 to a plus $100, it may be concluded that her marginal propensity to:


A)
save is three-fifths.


B)
consume is one-half.


C)
consume is three-fifths.


D)
consume is one-sixth.

E)
save is one-half
Use the following to answer questions 25-27:

	Disposable
	

	income
	Saving

	$0
	$-10

	50
	0

	100
	10

	150
	20

	200
	30


25.

Refer to the above data. The marginal propensity to consume is:


A)
.80.


B)
.75.


C)
.20.


D)
.25.

E)
.35

26.

Refer to the above data. At the $100 level of income, the average propensity to save is:


A)
.90.


B)
.20.


C)
.25.


D)
.30.

E)
.10.
27.

Refer to the above data. The slope of the saving schedule is:


A)
.80.


B)
.10.


C)
.20.


D)
.15

E)
.25.

28.
The consumption schedule is such that:


A)
both the APC and the MPC increase as income rises.


B)
the APC is constant and the MPC declines as income rises.


C)
the MPC is constant and the APC declines as income rises.


D)
the MPC and APC must be equal at all levels of income

E)
none of the above.

29.

Which of the following relations is not correct?


A)
1 - MPC = MPS


B)
MPS = MPC + 1


C)
APS + APC = 1


D)
MPC + MPS = 1
            E) 
MPS = 1- MPC
30.

Which of the following will not cause the consumption schedule to shift?


A)
a sharp increase in the amount of wealth held by households


B)
a change in consumer incomes


C)
the expectation of a recession


D)
a growing expectation that consumer durables will be in short supply

E)
both C and D
31.

Assume a machine which has a useful life of only one year costs $2,000. Assume, also, that net of such operating costs as power, taxes, and so forth, the additional revenue from the output of this machine is expected to be $2,300. The expected rate of return on this machine is:


A)
7.5 percent.


B)
10 percent.


C)
15 percent.


D)
20 percent.

E)
25 percent.
32.

If the firm in the previous question finds it can borrow funds at an interest rate of 10 percent the firm should:


A)
not purchase the machine because the expected rate of return exceeds the interest rate.


B)
purchase the machine because the expected rate of return exceeds the interest rate.


C)
not purchase the machine because the interest rate exceeds the expected rate of return.


D)
purchase the machine because the interest rate exceeds the expected rate of return.

E)
none of the above.

33.

If a $200 billion increase in investment spending creates $200 billion of new income in the first round of the multiplier process and $160 billion in the second round, the multiplier in the economy is:


A)
4.


B)
5.


C)
3.33.


D)
2.5.

E)
8.0

Use the following to answer questions 34-37:

The following table illustrates the multiplier process in a private closed economy:

	
	Change in
	Change in
	Change in

	
	income
	consumption
	saving

	Assumed increase in investment
	$20
	$____
	$4

	Second round
	$___
	$12.80
	$___

	All other rounds
	$___
	$51.20
	$___

	Totals
	$___
	$____
	$20



34.
Refer to the above table. The marginal propensity to consume is:


A)
.5.


B)
.6.


C)
.75.


D)
.8.


E)
.9.
35.

Refer to the above table. The marginal propensity to save is:


A)
.5.


B)
.4.


C)
.25.


D)
.2.

E)
.1.
36.

Refer to the above table. The change in income in round two will be:


A)
$4.


B)
$16.


C)
$20.


D)
$24.

E)
$25

37.
Refer to the above table. The total change in income resulting from the initial change in investment will be:


A)
$100.


B)
$20.


C)
$80.


D)
$200.


E)
$250
38.      
In an economy experiencing persistent deflation:


A)
potential GDP will necessarily exceed actual GDP.


B)
changes in nominal GDP may either overstate or understate changes in real GDP.


C)
changes in nominal GDP understate changes in real GDP.


D)
changes in nominal GDP overstate changes in real GDP.


E)
Both A and B are correct.
Use the following to answer questions 39-41:

The table below indicates the following price and output data over a five-year period for an economy that produces only one good. Assume that year 2 is the base year.

	Year
	Units of output
	Price per unit

	1
	8
	$2

	2
	10
	3

	3
	15
	4

	4
	18
	5

	5
	20
	6


39.

Refer to the above data. If year 2 is the base year, the price index for year 3 is:


A)
120.


B)
125.


C)
133.


D)
150.

E)      none of the above.


40.

Refer to the above data. Real GDP in year 5 is:


A)
$120.


B)
$90.


C)
$60.


D)
$30.



E)      none of the above.
41.

Refer to the above data. The percentage increase in real GDP from year 2 to year 4 is:


A)
40 percent.


B)
60 percent.


C)
80 percent.


D)
100 percent.



E)      none of the above.

42.

Suppose a family's consumption exceeds of its disposable income. This means that its:


A)
MPC is greater than 1.


B)
MPS is negative.


C)
APC is greater than 1.


D)
APS is positive.



E)      none of the above

Use the following to answer questions 43-44:

	Disposable
	

	income
	Consumption

	$200
	$205

	225
	225

	250
	245

	275
	265

	300
	285


43.

Refer to the above data. The marginal propensity to consume is:


A)
.25


B)
.75.


C)
.20.


D)
.80.



E)      none of the above

44.

Refer to the above data. At the $200 level of disposable income:


A)
the marginal propensity to save is 21/2 percent.


B)
dissaving is $5.


C)
the average propensity to save is .20.


D)
the average propensity to consume is .80.



E)      none of the above

45.

A rightward shift of the investment-demand curve might be caused by:


A)
an increase in the price level.


B)
a decline in the real interest rate.


C)
an increase in the expected rate of return from investment.


D)
an increase in business taxes.



E)      none of the above

46.  If the MPC is .8 and the disposable income is $200, then



A) consumption and saving cannot be determined from the information given.



B) saving will be $20.



C) personal consumption expenditures will be $80.



D) saving will be $40.



E) both C and D are correct.

Use the following to answer questions 47-48:
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47.  Refer to the above diagram. At disposable income level D, consumption:


A) is equal to CD.


B) is equal to OD minus CD.


C) is equal to CD/OD.


D) is equal to CD plus BD.


E) is equal BD

48.   Refer to the above diagram. Consumption equals disposable income when:


A) disposable income is B.


B) disposable income is D.


C) CD equals A.


D) B equals CD.


E) both C and D are correct.

49.   For all levels of income to the left of the intersection of the 45-degree line and the        consumption schedule, the APC is:


A) greater than 100 percent.


B) less than the APS.


C) equal to the MPC.


D) equal to 100 percent.


E)  equal to 50 percent.

50.    Suppose a family's consumption exceeds its disposable income. This means that its:


A) MPC is greater than 1.


B) MPS is negative.


C) APC is greater than 1.


D) APS is positive.


E) both A and B are correct.
51.    If Smith's disposable income increases from $1,200 to $1,700 and her level of saving    increases from minus $100 to a plus $100, it may be concluded that her marginal 
propensity to:


A) save is three-fifths.


B) consume is one-half.


C) consume is three-fifths.


D) consume is one-sixth.


E) consume is one-eight

Use the following to answer questions 52-53:
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52.    Refer to the above data. The marginal propensity to consume is:


A) .25


B) .75.


C) .20.


D) .80.


E) .90

53.    Refer to the above data. At the $200 level of disposable income:


A) the marginal propensity to save is 21/2 percent.


B) dissaving is $5.


C) the average propensity to save is .20.


D) the average propensity to consume is .80.


E)  none of the above.

Use the following to answer questions 54-59:

Following is consumption schedules for three private closed economies. DI signifies disposable income and C represents consumption expenditures. All figures are in billions of dollars.
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54. Refer to the above data. The marginal propensity to consume in economy (1):


A) is .5.


B) is .3.


C) is .8.


D) is .7.

55. Refer to the above data. The marginal propensity to consume:


A) is highest in economy (1).


B) is highest in economy (3).


C) is highest in economy (2).


D) cannot be calculated from the data given.

56. Refer to the above data. The marginal propensity to save:


A) is highest in economy (1).


B) is highest in economy (2).


C) is highest in economy (3).


D) cannot be determined from the data given.

57. Refer to the above data. At an income level of $40 billion, the average propensity to consume:


A) is highest in economy (1).


B) is highest in economy (2).


C) is highest in economy (3).


D) cannot be determined from the data given.

58. Refer to the above data. At an income level of $400 billion, the average propensity to save in economy (2) is:


A) .9125.


B) .0725.


C) .0875.


D) .9305.


E) .9405.

59. Refer to the above data. Suppose that consumption increased by $2 billion at each level of DI in each of the three countries. We can conclude that the:


A) marginal propensity to consume will remain unchanged in each of the three countries.


B) marginal propensity to consume will decline in each of the three countries.


C) average propensity to save will fall at each level of DI in each of the three countries.


D) marginal propensity to save will rise in each of the three countries.


E)  both B and C are correct.

Use the following to answer questions 60-59:
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60. Refer to the above information. If the real interest rate is 9 percent, the equilibrium level of GDP will be:


A) $600.


B) $500.


C) $400.


D) $300.


E) $200

61. Refer to the above information. In this economy a 3 percentage point decrease in the interest rate will:


A) increase equilibrium GDP by $200.


B) increase equilibrium GDP by $100.


C) increase equilibrium GDP by $50.


D) decrease equilibrium GDP by $50.


E)  not change equilibrium.
62. Refer to the above data. If gross investment is $120, the equilibrium level of GDP will be:


A) $380.


B) $370.


C) $360.


D) $400.


E) $600.

63. Achieving aggregate equilibrium in the economy is indicated by:


A) an equality of saving and planned investment.


B) an equality of aggregate expenditures and domestic output.


C) the absence of unplanned investment or disinvestment.


D) all of the above.


E) A and B only

64. Actual investment is $62 billion at an equilibrium output level of $620 billion in a private closed economy. The average propensity to save at this level of output:


A) is 0.10.


B) is 10.


C) is 0.62.


D) is. 0.72.

D) cannot be determined on the basis of the information given.

65. In which of the following situations for a private closed economy will the level of GDP expand?


A) when planned investment exceeds saving


B) when planned investment exceeds consumption


C) when saving exceeds consumption


D) when consumption exceeds investment


E) when MPC is greater than 1.
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