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MULTIPLE CHOICE.  DO ALL QUESTIONS.  1 MARK EACH
20 questions plus 2 bonus questions (maximum marks is 20).
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Answer on attached sheet (found at the end of exam). Be sure to detach and hand in.

1.

A Manitoba farmer buys a new tractor made in Alberta by a German company. As a result

	a.
	Canadian investment and German GDP increase, but Canadian GDP is unaffected.

	b.
	Canadian investment and GDP increase, but German GDP is unaffected.

	c.
	Canadian investment, Canadian GDP, and German GDP are unaffected, because tractors are intermediate goods.

	d.
	Canadian investment, Canadian GDP, and German GDP all increase.


2.

Suppose that the country of Samiam produces only eggs and milk. In 2007 it produced 100 units of eggs at $3 each and 50 units of milk at $4 each. In 2006, the base year, eggs sold for $1.50 per unit and milk for $5.

	a.
	Nominal 2007 GDP is $500, real 2002 GDP is $400, and the GDP deflator is 80.

	b.
	Nominal 2007 GDP is $500, real 2002 GDP is $400 and the GDP deflator is 125.

	c.
	Nominal 2007 GDP is $400, real 2002 GDP is $400, and the GDP deflator is 100.

	d.
	Nominal 2007 GDP is $400, real 2002 GDP is $500, and the GDP deflator is 125.


Table 1
	year
	peaches
	pecans

	2005
	$14 per bushel
	$9 per bushel

	2006
	$12 per bushel
	$14 per bushel


3.

Refer to Table 1. Suppose that the typical consumer basket consists of 5 bushels of peaches and 10 bushels of pecans and that the base year is 2005. What is the consumer price index for 2006?

	a.
	80

	b.
	100

	c.
	125

	d.
	200

	e.
	None of the above


4.

Suppose the price of a gallon of ice cream rises from $4 to $5 and the price of coffee rises from $2 to $2.50. If the CPI rises from 150 to 200, people will likely buy

	a.
	more ice cream and more coffee.

	b.
	more ice cream and less coffee.

	c.
	less ice cream and more coffee.

	d.
	less ice cream and less coffee.


5.

In 1970 Professor Fellswoop made $12,000, in 1980 he earned $24,000, and in 1990 he earned $36,000. If the CPI was 40 in 1970, 60 in 1980, and 100 in 1990, then in real terms, Professor Fellswoop’s salary was highest in

	a.
	1970, and lowest in 1980.

	b.
	1990, and lowest in 1980.

	c.
	1980, and lowest in 1970.

	d.
	1990, and lowest in 1970.


6.

Real GDP per person is $25,000 in Aquilonia, $10,000 in Nemedia, $15,000 in Shem, and $20,000 in Zexa. Saving per person is $2,000 in all four countries. Other things equal, we would expect that

	a.
	all four countries will grow at the same rate.

	b.
	Aquilonia will grow the fastest.

	c.
	Nemedia will grow the fastest.

	d.
	Shem will grow the fastest.

	e.
	Zexa will grow fastest.


7.

The president of a poor country has announced that he will implement the following measures which he claims are designed to increase growth: 1. Reduce corruption in the legal system; 2. Reduce reliance on market forces because they allocate goods and services in an unfair manner; 3. Restrict investment in domestic industries by foreigners because they take some of the profits out of the country; 4. Encourage trade with neighboring countries; and 5. Increase the fraction of GDP devoted to consumption. How many of these measures will have a positive effect on growth?

	a.
	1

	b.
	2

	c.
	3

	d.
	4


8.

Suppose that in a closed economy GDP is equal to 10,000, taxes are equal to 2,500 Consumption equals 6,500 and Government expenditures equal 2,000. What are private saving, public saving, and national saving?

	a.
	1500, 1000, 500

	b.
	1000, 500, 1500

	c.
	500, 1500, 1000

	d.
	None of the above are correct.


9.

If the current market interest rate for loanable funds is below the equilibrium level, then there is a

	a.
	surplus of loanable funds and the interest rate will rise.

	b.
	shortage of loanable funds and the interest rate will rise.

	c.
	shortage of loanable funds and the interest rate will fall.

	d.
	surplus of loanable funds and the interest rate will fall.


10.

Suppose equilibrium exists in the market for loanable funds. Use the following table to determine the quantity of funds supplied in this market.

	GDP
	$8.7 trillion

	Consumption Spending
	$3.5 trillion

	Taxes minus Transfers
	$2.7 trillion

	Government Purchases
	$3.0 trillion


	a.
	$2.2 trillion

	b.
	$2.5 trillion

	c.
	$2.8 trillion

	d.
	$3.1 trillion

	e.
	$3.4 trillion


11.

Prime Minister Bigego is running for re-election against Finance Minister Pander. Bigego proclaims that more people are working now than when he took office. Pander says that the unemployment rate is higher now than when Bigego took office. You conclude that

	a.
	one of them must be lying.

	b.
	both of them could be telling the truth if the labour force participation rate and the labour force both fell.

	c.
	both of them could be telling the truth if the labour force grew slower than employment.

	d.
	both of them could be telling the truth if the labour force grew faster than employment.


12.

Meredith is looking for work as a computer programmer. Although her prospects are good she hasn't yet taken a job. Julie is looking for work in a steel mill, but there aren't many job ads for steel workers and every time she shows up for an interview, there are many more people than openings.

	a.
	Meredith and Julie are both frictionally unemployed.

	b.
	Meredith and Julie are both structurally unemployed.

	c.
	Meredith is frictionally unemployed, and Julie is structurally unemployed.

	d.
	Meredith is structurally unemployed, and Julie is frictionally unemployed.


Use the balance sheet for the following question.

Table 2
	Last Bank of Cedar Bend

	Assets
	
	Liabilities
	

	Reserves
	$25,000
	Deposits
	$180,000

	Loans
	$155,000
	
	


13.

Refer to Table 2. If the reserve requirement is 10 percent and then someone deposits $50,000 into the bank and the bank makes no additional loans, it will

	a.
	have $57,000 in excess reserves.

	b.
	have $52,000 in excess reserves.

	c.
	need to raise reserves by $5,000.

	d.
	None of the above are correct.


14.

At one time, the country of Aquilonia had no banks, but had currency of $10 million. Then a banking system was established with a reserve requirement of 20 percent. The people of Aquilonia deposited half of their currency into the banking system. If banks do not hold excess reserves, what is Aquilonia's money supply now?

	a.
	$10 million

	b.
	$12 million

	c.
	$25 million

	d.
	$30 million


Use the figure below for the following question.

Figure 1
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15.

Refer to Figure 1. When the money supply curve shifts from MS1 to MS2,

	a.
	the demand for goods and services decreases.

	b.
	the economy's ability to produce goods and services increases.

	c.
	the equilibrium price level increases.

	d.
	the equilibrium value of money increases.

	e.
	None of the above are correct.


16.

The money supply in Freedonia is $200 billion. Nominal GDP is $800 billion and real GDP is $400 billion. The central bank of Freedonia has instituted a policy of zero inflation. Assuming that velocity is stable, if real GDP grows by 10 percent this year, how will the central bank of Freedonia change the money supply this year?

	a.
	It will not change the money supply at all.

	b.
	It will reduce the money supply by 10 percent.

	c.
	It will increase the money supply by 10 percent.

	d.
	It will increase the money supply by 2.5 percent.

	e.
	It will reduce the money supply by 2.5 percent.


17.

In the long run when money is neutral, which of the following increases when the money supply growth rate increases?

	a.
	real output growth

	b.
	real interest rates

	c.
	nominal interest rates

	d.
	the money supply divided by the price level

	e.
	None of the above are correct.


18.

You buy a stock and its price rises less than the price level, so before taxes you made

	a.
	a nominal and real gain, and you pay taxes on the nominal gain.

	b.
	a nominal gain and a real loss, and you don't have to pay taxes since you gained less than the change in the price level.

	c.
	a nominal and a real gain, and you pay taxes on the real gain.

	d.
	a nominal gain and a real loss, and you pay taxes on the nominal gain.


19.

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.


20.

Exchange rates are 150 yen per dollar, 0.8 euro per dollar, and 20 pesos per dollar. A bottle of beer in New York costs 6 dollars, 1,200 yen in Tokyo, 7 euro in Munich, and 100 pesos in Cancun. Where is the most expensive and the cheapest beer in that order?

	a.
	Cancun, New York

	b.
	New York, Tokyo

	c.
	Tokyo, Munich

	d.
	Munich, Cancun


21.

Suppose the real exchange rate is 3/5 pounds of Chilean beef per pound of Canadian beef, a pound of Canadian beef costs $3 and the nominal exchange rate is 400 Chilean pesos per dollar. It follows that Chilean beef costs

	a.
	960 pesos per pound.

	b.
	1,200 pesos per pound.

	c.
	1,500 pesos per pound.

	d.
	2,000 pesos per pound.

	e.
	None of the above are correct.


22.

When Bank of Canada decreases the bank rate, banks will borrow more from Bank of Canada, lend

	a.
	more to the public, and so the money supply will decrease.

	b.
	less to the public, and so the money supply will decrease.

	c.
	more to the public, and so the money supply will increase.

	d.
	less to the public, and so the money supply will increase.
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