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Answer ALL Questions

1.As recessions begin production

a. and unemployment both rise.
b. rises and unemployment falls.
c. falls and unemployment rises.
d. and unemployment both fall.

2. The classical dichotomy refers to the separation of

a. variables that move with the business cycle and variables that do not.
b. changes in money and changes in government expenditures.
c. endogenous and exogenous variables.
d. real and nominal variables.

3. An increase in the price level makes the dollars people hold worth

a. more, so they spend more.
b. more, so they spend less.
c. less, so they spend more.
d. less, so they spend less.

4. When the price level falls interest rates

a. rise, so firms increase investment.
b. rise, so firms decrease investment.
c. fall, so firms increase investment.
d. fall, so firms decrease investment.

5. A decrease in U.S. interest rates leads to

a. a depreciation of the dollar that leads to greater net exports.
b. a depreciation of the dollar that leads to smaller net exports.
c. an appreciation of the dollar that leads to greater net exports.
d. an appreciation of the dollar that leads to smaller net exports.

6. When taxes decrease, consumption

a. increases, so aggregate demand shifts right.
b. increases, so aggregate supply shifts right.
c. decreases, so aggregate demand shifts left.
d. decreases, so aggregate supply shifts left.




7. Which of the following shifts aggregate demand to the left?

a. an increase in the price level
b. a decrease in the money supply
c. an increase in net exports
d. an investment tax credit




8. In the long run, technological progress

a. and increases in the money supply both make the price level rise.
b. and increases in the money supply both make the price level fall.
c. makes the price level rise, while increases in the money supply make prices fall.
d. makes the price level fall, while increases in the money supply make prices rise.

 9. Policymakers who control monetary and fiscal policy and want to offset the effects on output of an economic contraction caused by a shift in aggregate supply could use policy to shift

a. aggregate supply to the right.
b. aggregate supply to the left.
c. aggregate demand to the right.
d. aggregate demand to the left.

10. In 1986, OPEC countries increased their production of oil. This caused

a. prices to rise.
b. aggregate supply to shift right.
c. unemployment to rise.
d. None of the above is correct.

Consider the exhibit below for the following questions.
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11. Refer to Figure 33-1. An increase in the money supply would move the economy from C to

a. B in the short run and the long run.
b. D in the short run and the long run.
c. B in the short run and A in the long run.
d. D in the short run and C in the long run.

 12. Refer to Figure 33-1. If the economy is at A and there is a fall in aggregate demand, in the short run the economy

a. stays at A.
b. moves to B.
c. moves to C.
d. moves to D.

13. Refer to Figure 33-1. An adverse shift in aggregate supply would move the economy from

a. A to B.
b. C to D.
c. B to A.
d. D to C.

14. Refer to Figure 33-1. In the short run, a favorable shift in aggregate supply would move the economy from

a. A to B.
b. B to C.
c. C to D.
d. D to A.

15. An increase in the interest rate causes investment to

a. rise and the exchange rate to appreciate.
b. fall and the exchange rate to depreciate.
c. rise and the exchange rate to depreciate.
d. fall and the exchange rate to appreciate.

16. The economy is in long-run equilibrium. Technological change shifts the long-run aggregate supply curve $60 billion to the right. At the same time, government purchases increase by $30 billion. If the MPC equals 0.8 and the crowding-out effect is $60 billion, we would expect that in the long-run,

a. real GDP would be higher but the price level would be the same.
b. both real GDP and the price level would be higher.
c. real GDP would be higher but the price level would be lower.
d. both real GDP and the price level would be lower.

17. Which of the following statements about economic fluctuations is true?

I. Business cycles follow a regular and predictable pattern.
II. Most macroeconomic variables, such as real GDP, personal income, and investment spending, fluctuate together.
III. As real GDP falls, unemployment falls.
a. I only                    d. I and III only
b. II only                  e. None of above
c. III only

18. If the government started with a budget deficit and moved to a surplus, domestic investment would

a. fall and the trade balance would move towards deficit.
b. rise and the trade balance would move towards surplus.
c. fall and the trade balance would move towards surplus.
d. rise and the trade balance would move towards deficit.

19. The aggregate quantity of goods demanded increases if

a. real wealth rises.
b. the dollar appreciates.
c. the interest rate rises.
d. All of the above are correct

20. If there is capital flight out of the United States, then the demand for loanable funds

a. shifts left while the supply of dollars in the foreign-exchange market shifts right.
b. and the supply of dollars in the foreign-exchange market shift left.
c. and the supply of dollars in the foreign-exchange market shift right.
d. shifts right while the supply of dollars in the foreign-exchange market shifts left.

21. In the open-economy macroeconomic model, the supply of loanable funds comes from

a. private saving.
b. domestic investment.
c. national saving.
d. the sum of domestic investment and net capital outflow.

22. In the open-economy macroeconomic model, if a country's interest rate increases, its net capital outflow

a. increases and the real exchange rate decreases.
b. and the real exchange rate decrease.
c. and the real exchange rate increase.
d. decreases and the real exchange rate increases.

23. When Ghana sells chocolate to the United States, U.S. net exports

a. decrease, and U.S. net capital outflow increases.
b. decrease, and U.S. net capital outflow decreases.
c. increase, and U.S. net capital outflow decreases.
d. increase, and U.S. net capital outflow increases.

24. Which of the following shifts aggregate demand to the right?

a. The Fed buys bonds in the open market.
b. The price level falls.
c. Net exports fall.
d. Congress reduces purchases of new weapons systems.
e. More than one of the above is correct


25. When a country's central bank decreases the money supply, its

a. price level rises and its currency appreciates relative to other currencies in the world.
b. price level rises and its currency depreciates relative to other currencies in the world.
c. price level falls and its currency depreciates relative to other currencies in the world.
d. price level falls and its currency appreciates relative to other currencies in the world.

26. Suppose that the exchange rate is 50 Bangladesh taka per dollar, that a bushel of rice costs 200 taka in
Bangladesh and $3 in the United States. Then the real exchange rate (from the US perspective) is

a. less than one and arbitrageurs could profit by buying rice in Bangladesh and selling it in
the United States.
b. less than one and arbitrageurs could profit by buying rice in the United States and selling
it in Bangladesh.
c. greater than one and arbitrageurs could profit by buying rice in the United States and
selling it in Bangladesh.
d. greater than one and arbitrageurs could profit by buying rice in Bangladesh and selling it
in the United States.

27. If the Fed conducts open-market sales, the money supply

a. decreases and aggregate demand shifts left.
b. increases and aggregate demand shifts right.
c. increases and aggregate demand shifts left.
d. decreases and aggregate demand shifts right.

28. If the exchange rate changes from .30 Kuwaiti dinar per dollar to .35 Kuwaiti dinar per dollar, the dollar has

a. appreciated and so buys more Kuwaiti goods.
b. appreciated and so buys fewer Kuwaiti goods.
c. depreciated and so buys fewer Kuwaiti goods.
d. depreciated and so buys more Kuwaiti goods.

29. Which of the following would cause prices to rise and real GDP to fall in the short run?

a. an increase in the capital stock
b. an increase in the quantity of labor available
c. an increase in the costs of production
d. All of the above are correct.

30. If the government of Colombia implemented a policy that reduced national saving, its real exchange rate would

a. appreciate and Colombian net exports would rise.
b. depreciate and Colombian net exports would rise.
c. appreciate and Colombian net exports would fall.
d. depreciate and Colombian net exports would fall.


31. An increase in real interest rates in the Canada

a. encourages both Canadian and foreign residents to buy Canadian assets.
b. discourages both Canadian and foreign residents from buying Candian. assets.
c. encourages Canadian residents to buy Canadian assets, but discourages foreign residents from
buying Canadian assets.
d. encourages foreign residents to buy Canadian assets, but discourages Canadian residents from
buying Canadian assets.

32. According to liquidity preference theory (i.e. the supply and demand of money model) if the price level increases, the equilibrium interest rate

a. falls so that the aggregate quantity of goods demanded rises.
b. falls so that the aggregate quantity of goods demanded falls.
c. rises so that the aggregate quantity of goods demand rises.
d. rises so that the aggregate quantity of goods demanded falls.

33. In which of the following situations must national saving rise?

a. Both domestic investment and net capital outflow increase.
b. Domestic investment increases and net capital outflow decreases.
c. Domestic investment decreases and net capital outflow increases.
d. Net exports decrease and domestic investment is unchanged.

34. Suppose the economy is in long-run equilibrium. If there is a tax cut at the same time that major new sources of oil are discovered in the country, then in the short-run we would expect

a. real GDP will fall and the price level might rise, fall, or stay the same.
b. the price level will rise, and real GDP might rise, fall, or stay the same.
c. real GDP will rise and the price level might rise, fall, or stay the same.
d. the price level will fall, and real GDP might rise, fall, or stay the same.

35. The sticky wage theory of the short-run aggregate supply curve says that when prices fall unexpectedly, the real wage
a. falls, so employment falls.
b. rises, so employment rises.
c. falls, so employment rises.
d. rises, so employment falls.

36. If the U.S. government imposes an import quota on French wine, U.S. net exports will (give the “net effects” after all changes occur)

a. increase, the real exchange rate of the dollar will appreciate, and domestic sales of U.S.
wine will increase.
b. not change, the real exchange rate of the dollar will appreciate, and domestic sales of
U.S. wine will increase.
c. not change, the dollar will depreciate, and domestic sales of U.S. wine will not change.
d. None of the above is correct.


37. The opportunity cost of holding money 

a. increases when the interest rate increases, so people desire to hold more of it.
b. decreases when the interest rate increases, so people desire to hold less of it.
c. increases when the interest rate increases, so people desire to hold less of it.
d. decreases when the interest rate increases, so people desire to hold more of it.

38. On behalf of your firm, you make frequent trips to Hong Kong. You notice that you always have to pay more dollars to get enough local currency to get your hair styled than you have to pay to get your hair styled in the United States. This is

a. inconsistent with purchasing-power parity, but might be explained by limited
opportunities for arbitrage in hairstyling across international borders.
b. consistent with purchasing-power parity if prices in Hong Kong are rising less rapidly
than prices in the United States.
c. consistent with purchasing-power parity if prices in Hong Kong are rising more rapidly
than prices in the United States.
39. If there is bad weather for farming or some other temporary decrease in the availability of raw materials, then

a. aggregate supply shifts right.
b. prices fall in the short run.
c. aggregate supply shifts left.
d. output rises in the short run.
e. More than one of the above is correct

40. The downward slope of the aggregate demand curve shows that an increase in the
a. money supply causes the aggregate quantity of goods and services demanded to increase.
b. price level causes the aggregate quantity of goods and services demanded to increase.
c. money supply causes the aggregate quantity of goods and services demanded to decrease.
d. price level causes the aggregate quantity of goods and services demanded to decrease.

41. Which of the following would benefit if the U.S. dollar depreciated against the Chinese yuan?

I. U.S. textile manufacturers that compete with Chinese firms
II. A U.S. tourist traveling to Shanghai, China
III. Chinese firms that hold U.S. government bonds

a. I only          d. I, II, and III
b. II only         e. None of the above
c. III only

42. The equation: quantity of output supplied = natural rate of output + a(actual price level - expected price level), where a is a positive number, represents

a. an upward-sloping, short-run aggregate supply curve.
b. a downward-sloping aggregate demand curve.
c. a postively-sloping long-run aggregate supply curve.
d. None of the above is correct.

43. The long-run aggregate supply curve

a. is positioned where the price level is 100.
b. shifts to the right when the price level increases.
c. is located at the point where unemployment is zero.
d. is located at the point where unemployment equals the natural rate of unemployment.
e. is positioned at the point where the economy would cease to grow.

44. Which of the following is correct in an open economy?

a. S = NX + NCO
b. S = I + NCO
c. S = I
d. S = NCO
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45. Refer to Figure 19-3. Starting from r1 and E3, an increase in the budget deficit can be illustrated as a move to

a. r2 and E2.
b. r0 and E2.
c. r2 and E4.
d. r0 and E4.

46. An economic contraction caused by a shift in aggregate demand causes prices to

a. fall in the short run, and rise back to their original level in the long run.
b. rise in the short run, and fall back to their original level in the long run.
c. fall in the short run, and fall even more in the long run.
d. rise in the short run, and rise even more in the long run.


47. What would happen in the market for loanable funds if the government were to increase the tax on         interest income?
a. Interest rates would rise.
b. Interest rates would be unaffected.
c. Interest rates would fall.
d. The change in the interest rate would be ambiguous.

48. If all banks lend out 96 % of their deposits, what is the money multiplier?

a. 5
b. 10
c. 20
d. 25

49. Wealth is distributed from creditors to debtors when inflation is 
a. high, whether it is expected or not.
b. low, whether it is expected or not
c. unexpectedly high.
d. unexpectedly.

50. Net capital outflow measures 

a. foreign assets held by domestic residents minus domestic assets held by foreign residents. 
b. the imbalance between the amount of foreign assets bought by domestic residents and the amount of domestic assets bought by foreigners. 
c. the imbalance between the amount of foreign assets bought by domestic residents and the amount of domestic goods and services sold to foreigners. 
d. None of the above is correct.

51. Which of the following is true?
a. NCO=NX
b. NCO +I=NX
c. NX+NCO-I
d. Y=NCO-I
e. y=NCO+I






52. A country's balance of payments

a. Must be zero.
b. Must be greater than zero.
c. Is greater than zero only if exports are greater than imports.
d. Is greater than zero only if imports are greater than exports,
e. Is less than zero only if exports are greater than imports

53. If there is a trade deficit then

a. Saving is greater than domestic investment and Y>C+I+G
b. Saving is greater than domestic investment and Y<C+I+G
c. Saving is less than domestic investment and Y>C+I+G
d. Saving is less than domestic investment and Y<C+I+G

54. If the exchange rate changes rate from 100 yen per dollar to 150 yen per dollar, the dollar has

a. appreciated and so buys fewer Japanese goods.
b. appreciated and so buys more Japanese goods.
c. depreciated and so buys more Japanese goods.
d. depreciated and so buys fewer Japanese goods.

55. Suppose that a bushel of wheat costs $5 in Canada and costs 50 pesos in Mexico. If the nominal   exchange rate is 30 pesos per dollar, the real exchange rate is.

a. 1/3.
b. 1.
c. 3.
d. None of the above is correct.

56. if the Canadian real exchange rate appreciates, net exports

a. increase and net capital outflow decreases.
b. decrease and net capital outflow increases.
c. and net capital outflow increase.
d. and net capital outflow decrease.

57. If the world real interest rate exceeds the Canadian real interest rate, then
	a.
	Canadian savers would prefer to buy foreign assets.

	b.
	Canadian savers would prefer to buy Canadian assets.

	c.
	Canadian savers will sell their Canadian assets and buy foreign assets instead.

	d.
	Canadian savers will sell their foreign assets and buy Canadian assets instead.

	e.
	Both a and c are correct.



58. The price that balances supply and demand in the market for foreign-currency exchange in the open-economy macroeconomic model is the

	a.
	nominal exchange rate.

	b.
	nominal interest rate.

	c.
	real exchange rate.

	d.
	real interest rate.


               
                 59. If a government increases its budget deficit, then the real exchange rate
	a.
	appreciates and the trade balance moves toward surplus.

	b.
	appreciates and the trade balance moves toward deficit.

	c.
	depreciates and the trade balance moves toward surplus.

	d.
	depreciates and the trade balance moves toward deficit.



60. When Mexico suffered from capital flight in 1994, Mexico's net capital outflow

	a.
	and net exports decreased.

	b.
	and net exports increased.

	c.
	increased while net exports decreased.

	d.
	decreased while net exports increased.




                  61. Ceteris paribus, as the price level rises, dollars become

	a.
	more valuable and interest rates rise.

	b.
	more valuable, and interest rates fall.

	c.
	less valuable and interest rates rise.

	d.
	less valuable, and interest rates fall.



                


 62. Investment spending increases when the price level

	a.
	rises causing interest rates to rise.

	b.
	rises causing interest rates to fall.

	c.
	falls causing interest rates to rise.

	d.
	falls causing interest rates to fall.



                63. When taxes decrease, consumption increases as shown by

	a.
	a movement to the right along a given aggregate demand curve.

	b.
	shifting aggregate demand to the right.

	c.
	shifting aggregate supply to the right.

	d.
	None of the above is correct.



               64. If the dollar appreciates, perhaps because of speculation or government policy, then  Canadian net exports

	a.
	increase and aggregate demand shifts right.

	b.
	increase and aggregate demand shifts left.

	c.
	decrease and aggregate demand shifts right.

	d.
	decrease and aggregate demand shifts left.



65. Which of the following is correct for an economy?

 a. Income is greater than production.
 b. Production is greater than income.
 c. Income always equals production.
      d. Income equals production only when saving is zero.

66. If GDP rises,

a. income and production must both rise.
b. income and production must both fall.
c. income must rise, but production may rise or fall.
     d. production must rise, but income may rise or fall.




67. Over time people have come to rely more on market-produced goods and less on goods that they
produce for themselves. For example people eat at restaurants relatively more and prepare their
own meals at home relatively less. By itself this change would

      a. make GDP fall over time.
      b. not make any change in GDP over time.
      c. make GDP rise over time.
      d. change GDP, but in an uncertain direction.

68. If Susan decides to change the oil in her car herself instead of having Speedy Lube change the oil
      for her GDP

    a. necessarily rises.
    b. necessarily falls.
    c. will be unaffected because the same service is produced in either case.
    d. will be unaffected because car maintenance is not included in GDP.

69. Anna, a Canadian  citizen, works only in Germany. The value added to production from her employment
      is included
     
    a. only in U.S. GDP.
    b. only in German GDP.
    c. in both German and U.S. GDP.
    d. in neither German nor U.S. GDP.

70. Which of the following is included in GDP?

    a. the sale of stocks and bonds
    b. the sale of used goods
   c. the sale of services such as visits to a doctor
   d. All of the above are correct.

71. Which of the following is counted in GDP?
    
    a. the estimated value of housework
    b. the value of illegally produced goods and services
    c. the value of newly issued stocks and bonds
   d. None of the above are correct.

72. When a firm produces consumer goods and adds some to inventory rather than selling it. It is

a. not counted in the current quarter GDP.
b. counted in the current quarter GDP as investment.
c. counted in the current quarter GDP as consumption.
   d. counted in the current quarter GDP as a statistical discrepancy.

73.	The term inflation is used to describe a situation in which

a. the overall level of prices in the economy is increasing.
b .incomes in the economy are increasing.
c .stock-market prices are rising.
d .the economy is growing rapidly.

74. 	In the CPI, goods and services are weighted according to
   
    a.	how long a market has existed for each good or service.
    b the extent to which each good or service is regarded by the government as a necessity.
    c.	how much consumers buy of each good or service.
    d.the number of firms that produce and sell each good or service.


Table 1
	Year
	Peaches
	Pecans

	2005
	$11 per bushel
	$6 per bushel

	2006
	$9 per bushel
	$10 per bushel



75..	Refer to Table 11-1. Suppose the typical consumer basket consists of 10 bushels of peaches and 15 bushels of   pecans. Using 2005 as the base year, the CPI for 2006 is

a.100.
b.120.
c.200.
d.240.

76..	Refer to Table 11-1. Suppose the typical consumer basket consists of 10 bushels of peaches and 15 bushels of  pecans. Using 2005 as the base year, what was the inflation rate in 2006?

a.20 percent
b.16.7 percent
c.10 percent
d .8 percent
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