PASS MOCK EXAM 

Course: ECON1000 AV


     Facilitator: Andrew Loebus

Date/Location of mock exam take-up: 
Friday April 13th,   5-7pm in AP 132

Sunday April 15th, 2-4pm in LA 720

IMPORTANT: 

It is most beneficial to you to write this mock midterm UNDER EXAM CONDITIONS. This means: 

• Complete the midterm in 3 hours. 

• Work on your own. 

• Keep your notes and textbook closed. 

• Attempt every question. 

After the time limit, go back over your work with a different colour or on a separate piece of paper and try to do the questions you are unsure of. Record your ideas in the margins to remind yourself of what you were thinking when you take it up at PASS. 

The purpose of this mock exam is to give you practice answering questions in a timed setting and to help you to gauge which aspects of the course content you know well and which are in need of further development and review. Use this mock exam as a learning tool in preparing for the actual exam. 

Please note: 

· Come to the PASS session with your mock exam complete. There, you can work with other students to review your work. 

· Often, there is not enough time to review the entire exam in the PASS session. Decide which questions you most want to review – the facilitator may ask students to vote on which questions they want to discuss.

· Facilitators do not bring copies of the mock exam to the session. Please print out and complete the exam before you attend.
· Facilitators do not produce or distribute an answer key for mock exams. Facilitators help students to work together to compare and assess the answers they have. If you are not able to attend the PASS session, you can work alone or with others in the class. 
1. The local Chevrolet dealership has an increase in inventory of 25 cars in 2005. In 2006 it

sells all 25 cars.

a. The value of increased inventory will be counted as part of GDP in 2005, but the

value of the cars sold in 2006 will not cause GDP to increase.

b. The value of the increased inventory will not affect 2005 GDP, but will be

included in 2006 GDP.

c. The value of the increased inventory will be counted as 2005 GDP and the value of

the cars sold in 2006 will increase 2006 GDP.

d. None of the above are correct.

2. By not taking into account the possibility of consumer substitution, the CPI

a. understates the cost of living.

b. overstates the cost of living.

c. may overstate or understate the cost of living depending on how much prices rise.

d. doesn't accurately reflect the cost of living, but it is unclear if it overstates or

understates the cost of living.

3. If there are diminishing returns to capital,

a. capital produces fewer goods as it ages.

b. new ideas are not as useful as old ideas.

c. increases in the capital stock eventually decrease output.

d. increases in the capital stock increase output by ever smaller amounts.

4. Suppose that in a closed economy GDP is equal to 12,000, Taxes are equal to 1,500,

Consumption equals 6,800, and Government expenditures equal 2,500. What is national

saving?

a. 4,200

b. 2,700

c. 1,200

d. 1,000

e. 500

5. The supply of loanable funds slopes

a. upward because an increase in the interest rate induces people to save more.

b. downward because an increase in the interest rate induces people to save less.

c. downward because an increase in the interest rate induces people to invest less.

d. upward because an increase in the interest rate induces people to invest more.
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6. The shift in the above graph:
a. could have resulted from a lowering of the national interest rate, and would lead to a real appreciation of the national currency

b. could have resulted from a rise in the national interest rate, and would lead to a real depreciation of the national currency

c. could have resulted from a lowering of the national interest rate, and would lead to a real depreciation of the national currency

d. could have resulted from a rise in the national interest rate, and would lead to a real appreciation of the national currency

7. If the reserve ratio is 10 percent, and banks do not hold excess reserves, when Bank of

Canada sells $10 million dollars of bonds to the public, bank reserves

a. increase by $1 million and the money supply eventually increases by $10 million.

b. increase by $10 million and the money supply eventually increases by $100

million.

c. decrease by $1 million and the money supply eventually increases by $10 million.

d. decrease by $10 million and the money supply eventually decreases by $100

million.

8. During wars, the public tends to hold relatively more currency and relatively fewer

deposits. This decision would make reserves

a. decrease and the money supply increase.

b. and the money supply decrease.

c. increase, but leaves the money supply unchanged.

d. decrease, but leaves the money supply unchanged.

9. According to the classical dichotomy, which of the following is not influenced by

monetary factors?

a. the price level

b. real GDP

c. nominal interest rates

d. All of the above are correct.

10. The money supply in Ravenville is $200 billion. Nominal GDP is $800 billion and real

GDP is $400 billion. Assuming that velocity is stable, if real GDP grows by 10 percent

this year, and if the money supply does not change this year, then the

a. inflation rate will be zero.

b. price level will fall by 9.09 percent.

c. price level will rise by 10 percent.

d. None of the above is correct.

11. The nominal interest rate is 8 percent and the real interest rate is 3 percent. What is the

inflation rate?

a. 3 percent.

b. 5 percent.

c. 8 percent.

d. 11 percent.

e. -5 percent

12. Wealth is distributed from debtors to creditors when inflation is

a. high, but expected.

b. low, but expected.

c. unexpectedly high.

d. unexpectedly low.
13. In a given year, a country had $60 million of domestic investment and net capital outflow

of $20 million. What was saving for the year?

a. -$60 million.

b. -$40 million.

c. $40 million.

d. $60 million.

e. $80 million

[image: image2.jpg]SRAS 2

SRAS 1





14. Which of these options most likely depicts the shift in the graph above?
a. A tax raise

b. Bank of Canada purchases government bonds

c. A rise in energy prices

d. People begin to expect that prices will be lower in the future
15. Aggregate demand shifts left when the government

a. decreases taxes.

b. cuts military expenditures.

c. Both of the above are correct.

d. None of the above is correct.

16. An increase in the expected price level shifts short-run aggregate supply to the

a. right, and an increase in the actual price level shifts short-run aggregate supply to

the right.

b. right, and an increase in the actual price level does not shift short-run aggregate

supply.

c. left, and an increase in the actual price level shifts short-run aggregate supply to

the left.

d. left, and an increase in the actual price level does not shift short-run aggregate

supply.

17. The opportunity cost of holding money

a. decreases 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 more of it.

d. increases when the interest rate increases, so people desire to hold less of it.

18. If the short-run Phillips curve were stable, which of the following would be unusual?

a. an increase in government spending and a fall in unemployment

b. an increase in inflation and a decrease in output

c. a decrease in the inflation rate and a rise in the unemployment rate

d. a decrease in output and an increase in unemployment
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19. In the above figure, if the economy starts at c and 1, then in the short run, a decrease in

taxes moves the economy to

a. d and 2.

b. d and 3.

c. back to c and 1.

d. None of the above is correct.

20. In the long run, which of the following would shift the long-run Phillips curve to the

right?

a. an increase in the minimum wage

b. an increase in the money supply

c. a decrease in the money supply

d. tax cuts

e. an increase in government expenditures.
21. Which of the following is correct?

a. Unemployment insurance raises structural unemployment because it reduces the

job search time of the unemployed.

b. Most economists are skeptical of the value of unemployment insurance because

they believe that it results in a poorer match between workers and jobs.

c. A typical unemployed worker near the end of the time in which she can receive

benefits increases her job search efforts.

d. All of the above are correct.

Short Answer Questions

Answer all the questions in this section.

(Actual Exam you will have a choice of writing 5 of 9)

1. a) Name and briefly explain three problems using with using the CPI as a measure

of the cost of living and provide an example for each of the problems.
Substitution – if a good in the basket becomes more expensive you buy a substitute
Quality – prices increases but some goods make you better off
New goods – basket doesn’t consider new goods
2. Describe the notion of purchasing-power parity and the underlying logic for why

it might hold between two countries. Assuming purchasing power parity exists

between Canada and Mexico, if the inflation rate in Mexico rises above that in

Canada, does the nominal exchange rate between the Canadian dollar and the

Mexican peso appreciate, depreciate or remain constant?

All goods have to sell for the same price and currency must have the same purchasing power.

The Canadian dollar appreciates against the peso and the Peso depreciates against the dollar.
3. a) Assuming that velocity of money and the price level are fixed, an increase in the money supply must be accompanied by what? Explain your answer.
M^ V = P Y^
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b) What factors determine money demand? Are they negatively or positively correlated with money demand? Explain.

Liquidity Preference:
Interest rate negatively
Price level positively
Real income positively
4. Assume North Korea is a closed economy. The government of North Korea is currently running a budget deficit and has decided to add an extra spending project to the 2011 budget to build infrastructure. Explain the effects of the government decision on the market for loanable funds. Use graphs.
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Deficit reduces supply, and more spending means a higher deficit, so less supply: crowding out effect.

5. Suppose the Bank of Canada suddenly decides to target 4% inflation rather than

2% inflation. What will happen to unemployment in the short run? What will

happen to unemployment in the long run? Use a Phillips Curve Diagram to

illustrate your answer.
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Long Answer Questions

Answer ONE of the long answer questions.

1. Assume that Canada is a small open economy with perfect capital mobility and a

flexible exchange rate. What would be the effects on the Canadian economy if

the Bank of Canada decreased the money supply? Explain how this would affect

the interest rate, the demand for money, aggregate demand, the exchange rate, and

net exports, in the long run.
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2. This question deals with stabilization policy.

(a). Should policymakers use monetary and fiscal policy to minimize fluctuations

in aggregate levels of economic activity? Evaluate the pros and cons of active

government intervention vs. non-intervention.
· Intervention
· Pros

· Reduces length of recession

· Countercyclical 

· Markets have a disharmony of interests so cannot regulate themselves in the long run

· Time is money

· Market fixing itself can take a really long time
· Cons

· Time lag

· Difficult to predict

· Sometimes money supply increase don’t work and just bring inflation

· Markets are self regulation
(b). Would you be more likely to support active stabilization policy if wages,

prices, and expectations adjust quickly in response to economic changes, or if

they adjust slowly?
Adjust quickly because time is money. Making a mistake takes less time to fix with monetary policies. 
DISCLAIMER: PASS handouts are designed as a study aid only for use in PASS workshops.  Handouts may contain errors, intentional or otherwise.  It is up to the student to verify the information contained within.


