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1. What are the basic differences between bonds and stocks?

2. Which of the two bonds in each example would you expect to generally pay the higher interest rate? Explain why.

	a.
	a U.S. government bond or a Brazilian government bond

	b.
	a U.S. government bond or a municipal bond with the same term and issued by a creditworthy municipality.

	c.
	a 6-month Treasury bill or a 20-year Treasury bond

	d.
	a Microsoft bond or a bond issued by a new recording company


3. Identify each of the following acts as representing either saving or investment.

	a.
	Fred uses some of his income to buy government bonds.

	b.
	Julie takes some of her income and buys mutual funds.

	c.
	Alex purchases a new truck for his delivery business using borrowed funds.

	d.
	Elaine uses some of her income to buy stock in a major corporation.

	e.
	Henrietta hires a builder to construct a new building for her bicycle shop.


4. Explain why the demand for loanable funds slopes downward and why the supply of loanable funds slopes upward.

5. The model of the market for loanable funds shows that an investment tax credit will cause interest rates to rise and investment to rise. Yet we also suppose that higher interest rates lead to lower investment. How can these two conclusions be reconciled?

6. In the table below all values are in thousands.  Fill in the blank entries in the table.

	Country
	Adult

Population
	Labor

Force
	Employed
	Unemployed
	Unemployment

Rate
	Labor-Force

Participation

Rate

	Japan
	109,474
	
	62,510
	3,500
	
	

	France
	
	26,870
	
	2,577
	
	57.41

	Germany
	 70,159
	39,591
	
	
	 9.69
	


7. Why might a favorable change in the economy, such as technological improvement or a decrease in the price of imported oil, be associated with an increase in frictional unemployment?

8. What is the theory of efficiency wages?  Provide four reasons that employers might pay efficiency wages.

9. What is meant by the term "lender of last resort?" In what circumstances might the Fed be a lender of last resort?

10. Explain why banks can influence the money supply if the required reserve ratio is less than 100 percent.

11. Draw a simple T-account for First National Bank which has $5,000 of deposits, a required reserve ratio of 10 percent, and excess reserves of $300. Make sure you balance sheet balances.

12. Explain how each of the following changes the money supply.

	a.
	the Central Bank buys bonds

	b.
	the Central Bank raises the discount rate

	c.
	the Central Bank raises the reserve requirement


13. According to the classical dichotomy, what changes nominal variables? What changes real variables?

14. Define each of the symbols and explain the meaning of M [image: image1.png]


 V = P [image: image2.png]


 Y.

15. Identify each of the following as nominal or real variables.

	a.
	the physical output of goods and services

	b.
	the overall price level

	c.
	the dollar price of apples

	d.
	the price of apples relative to the price of oranges

	e.
	the unemployment rate

	f.
	the amount that shows up on your paycheck after taxes

	g.
	the amount of goods you can purchase with the wage you get each hour

	h.
	the taxes that you pay the government


16. What is the inflation tax, and how might it explain the creation of inflation by a central bank?

17. Economists agree that increases in the money-supply growth rate increase inflation and that inflation is undesirable. So why have there been hyperinflations and how have they been ended?

18. In the long run what primarily determines the natural rate of unemployment?   In the long run what primarily determines the inflation rate?  How does this relate to the classical dichotomy?

19. List and define any two of the costs of high inflation.

20. Some countries have had relatively high inflation and relatively high unemployment for long periods of time. Is this consistent with the Phillips curve?  Defend your answer.

PAGE  
1

