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1. In the economy of Rosemont, everyone is above the age of 15. In Rosemont, 40 people have jobs, 10 people are not working but are searching for work, and 100 people do not work or seek work. The unemployment rate is _ and working age population is __. 
A. 15 percent & 140.
B. 14 percent & 150.
C. 25 percent & 140.
D. 30 percent & 150.
E. None of the above.
1. Which of the following is (are) CORRECT?
a. Consumer Price Index tends to exaggerate the true rise in the cost of living.
1. A firm produces consumer goods and adds some to inventory in the third quarter. In the fourth quarter the firm sells the goods at a retail outlet that leaves its inventory diminished. As a result of these actions, what component(s) of GDP change in the fourth quarter?
A. Investment decreases and consumption increases.
In terms of aggregate supply, the difference between the long run and the short run is that in the short run:
A. Technological level is fixed.
4. The speed at which an economy adjusts to eliminate an income gap depends on:
A. The flexibility of wage rates in the economy.
1. Which of the following statements is (are) CORRECT?
A. If Y<AE, inventory will fall to bring Y=AE again.
2. For a given fluctuation in autonomous expenditure, economies with higher lump-sum income tax will experience:
A. Some business cycle fluctuations in real GDP but the fluctuations are independent of the lump-sum tax.

3. If the government's fiscal policy objective is to pay down the outstanding public debt, the government must:
A. Have a primary budget surplus that is larger than its interest payments on the public debt.

Greece has recently introduced austerity plans into its economy in an effort to reign in its public debts by cutting government expenditure on education, health care and the hiring of public servants. Which of the following observation(s) will lessen the negative impact of these spending cuts on the Greece’s GDP? 
A. 
B. Their income tax system is a lump sum or constant tax system.
C. Their crowding-in or crowding-out effect is very strong.
D. Both B and C are correct.

10. Which of the following is (are) CORRECT?
A. For a given nominal interest rate, the real interest rate is lower when there is a high inflation rate.
11. If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should
A. Decrease taxes and increase money supply.

12. Suppose consumption (C) is $40,000 when income is $45,000, and the marginal propensity to save (MPS) is 0.20. An increase in income causes C to rise to $46,000. What is the new income?
A. $52,500
13. If the reserve ratio of all commercial banks is 0.15 and the currency drain ratio of the public is 0.25, then an open market sale of bonds by the central bank of $10 million will result in
A. $31.25 million decrease in money supply and a rise in interest rates.

13. Which one of the following statements about the demand for money is (are) CORRECT?
A. As the interest rate falls, the amount of money balances that individuals hold increases.
13. Which of the following statements is (are) CORRECT with regard to the target overnight rates set by the Bank of Canada?
A. The operating band is always plus and minus one-quarter of one percentage point from the target overnight rate.
13. The consensus among economists is that monetary policy 
A. Affects the price level in both the short run and long run.
In the short run, the outcome of higher energy prices and lowering interest rates is that
A. Output may increase or decrease or remain the same.
13. Suppose the Canadian federal government increases spending to create jobs due to an upcoming election. If the Bank of Canada wants to prevent crowding-out effects, it should
A. Increase the monetary base.
13. As the US economy recovers from a recession, it is likely that the Canadian dollar will ______ because our exports to them will _______. In response, the Bank of Canada should ____ the target overnight interest rate if it wants to minimize fluctuations in the Canadian dollar.
Appreciate; increase; decrease.
13. Given that Canada has a flexible exchange rate system, an increase in Canadian real GDP will:
A. Increase the capital account component in the Canadian balance of payments.
13. In the midst of global uncertainty, international financial traders tend to flock to American assets, which are perceived to be relatively safe because the US is the largest economy in the world. This is likely to cause a (an) ______ in the Canadian dollar and our current account is likely to _____.
A. Depreciation; rise
13. Under a fixed exchange rate, if the supply of foreign currency exceeds demand at the official rate, then:
The central bank buys foreign exchange with domestic currency.
13. The US has been running sizeable trade deficits (NX<0) for the years 1998-2008. Which of the following is (are) the reason(s) for such rising trade deficits?
Its low private savings rates.

13. If capital stock increases at the same rate as labour, then according to the concept of ____, per capita output will ____.
Constant returns to scale; stay constant
13. Consider an economy with a production function Y = A*N2/3*K1/3, where Y is real GDP, A is technology, N is labour supply and K is capital supply. Assume that growth rate of Y is 6%. If both K and N grow at 3%, the growth of total factor productivity will be:
A. 3%.

1.     If Y<AE, then inventory would 
A) Decrease and Y would increase.

2.     Which of the following best describes automatic built-in stabilizers in Canada?
A) Income tax collections automatically fall as GDP falls.

3.     Monetary policy is expected to influence aggregate demand, output and employment through its effect on:
A) consumption expenditure.
B) investment expenditure.
C) Both A and B.

4.     A five-dollar bill issued by the Bank of Canada is:
A) A liability of the Bank of Canada.

5.     A good produced in 2002 and held in inventory until it is sold in 2004 would be included in which year’s GDP?
A) In 2002 GDP.
.
6.     Which of the following events is likely to decrease an economy’s export sales?
A) A decrease in the income of the foreign trading partners.


7.     If the MPC is 0.8 and the government increases spending by $100 million, then we would expect the result to be
A) An increase in real GDP of $500 million.

8.     Which of the following is FALSE?
A) For a given nominal interest rate, the real interest rate is lower when there is a low inflation rate.
9.     Suppose that the Japanese yen appreciates against the U.S. dollar. We would expect:
A) The level of exports from the U.S. to Japan to increase.

10.   If taxes were constant, then the size of the expenditure multiplier______ it would be if taxes were proportional to income.
A) Is larger than

11.   Because pollution reduces economic welfare, on this count real GDP
A) Overstates economic welfare.

12.   If a country’s current account is negative, this country is a ____ and its balance of payments is ____.
A) Borrower, zero.

13.   The Canadian dollar (C$) can buy around US$0.92. If the Bank of Canada wants the C$ to strengthen further,  
A) It should raise interest rates.

14.   Flexible exchange rates ____ to stabilize the economy, and fixed exchange rates _____ to stabilize the economy
A) Strengthen the ability of monetary policy; limit the ability of monetary policy.

15.   The aggregate demand curve is:
A) Downward sloping because of the interest-rate, wealth or real balances, and foreign trade effects.

16.    If the current account has a balance of -$100 and the capital account has a balance of $80, then there will be _ in official  reserves of _. 
A) A decrease; $20  
17.    A newspaper headline reads: "Bank of Canada Raises the Target Overnight Rate for Third Time This Year." This headline indicates that the Bank of Canada is most likely trying to:
A) Reduce inflationary pressures in the economy.

18.   If a $100 billion increase in investment spending creates $100 billion of new income in the first round of the multiplier process and $60 billion in the second round, the multiplier in the economy is 
D)  2.5. 

19.   If the reserve ratio of all commercial banks is 0.3 and the currency deposit ratio of the public is 0.2, then an open market purchase of bonds by the central bank of $100 million will result in
A) $240 million increase in money supply.

21.   Suppose Cindy deposits $700 in currency at a commercial bank. Later that day Dave borrows $1,000 from the same bank. This money supply would have
A) Increased by $1,000.


22.   Suppose our current nominal wage is $20 per hour, and the current CPI is 120. Our labour unions are currently negotiating with the firms for a new nominal wage for next year. Our unions want us to be able to afford the same goods and services that we typically buy. If we agree to a new nominal wage of $25 per hour, this implies we believe the CPI for next year to be     
A) At most 150.

23.   Empirical evidence for Canada suggests that if actual GDP grows by 2 percent a year and potential GDP grows by 3 percent a year:
A) The unemployment rate will rise by ½ of one percentage point.

24.   Consider this quote from Person A: “ I am working full-time right now, and I have the money to buy a $3,000 bike. However, I feel uncomfortable because we do not know if we would have a general election soon, and what kind of economic policies the new party would introduce. I am going to wait and see how things turn out before I buy my bike.” This statement captures
A) Person A’s level of consumer confidence. 

25.   Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada (Bank) attempts to raise interest rates relative to the U.S. interest rates, then it would lead to
A) An upward pressure on the value of the Canadian dollar and an accumulation of the Bank’s US$ reserves.

1. If nominal GDP is $750 million and real GDP is $600 million, the GDP deflator is
125.

2. 	In Arbez, 100,000 people are in the labour force and the unemployment rate is 25%. As Arbez moves out of a recession and jobs increase, 20,000 discouraged workers become "encouraged" to search for jobs. The unemployment rate becomes
a. None of the above. (=37.5%) 

3.       If Japan’s GDP is higher than its GNP, then 
a. Japanese workers working outside of Japan earn less income than foreigners working in Japan.

4.       Which of the following is FALSE?
a. For a given nominal interest rate, the real interest rate is lower when there is a low inflation rate.

5.       If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should
a. Decrease taxes and increase money supply.

6. 	If consumption is $25,000 when income is $21,000, and consumption increases to $25,900 when income increases to $22,000, the Marginal Propensity to Save is
a. 0.1

7. 	If consumption (C) is $30,000 when income is $22,000, and C increases to $32,000 and MPS is 0.2, then the new income is
a. $24,500

8. 	Because the Canadian dollar value has fallen, Rosanna chooses to take her vacation skiing in Banff, Canada, rather than going to the U.S. This is an example of the Bank of Canada using monetary policies to keep a weak Canadian $ in order to 
a. Decrease imports.

9.	Which of the following statements is/are CORRECT?
a. When the interest rate rises, it becomes more expensive to borrow, and fewer investment projects are undertaken.

10. 	If taxes depend on income, then the size of the government expenditure multiplier__ it would be if taxes were a constant.
a. is smaller than

11.	The Canadian dollar (C$) can buy around US$0.90. If the Bank of Canada does not want the C$ to strengthen further,  
a. It should drop the interest rate.

12.	If the Bank of Canada sells bonds in an open market, the present value of the bond will ____ and the interest rate will ___.
a. decrease, increase

13.	The M1 measurement of “money” includes _________, and is worth approximately _______.
a. Cash and chequing deposits, $180 billion.

14.	A chequing deposit in a bank is considered __________ of that bank.
a. a liability

15. 	Canada had a fixed exchange rate system with the US$ from 
	c. 	1962-1970.

16.	If one Canadian dollar buys US$0.85, and one Euro buys US$1.20, then one Euro should buy
a. C$1.41.

17.	If China has a recession, it is likely that the Canadian dollar will ___because our commodity exports to them will _______.
a. Depreciate, drop.

18.	Which of the following does not affect potential GDP?
a. The price level.

19.      If a country’s capital account is positive, this country is a ____ and its balance of payments is ____.
a. Borrower, zero.

20.	The BOC wants the inflation rate to lie in between
a. 1% and 3%.

21.	Continued long run economic growth would be fostered by 
a. technical change embodied in physical or human capital. 

22. If the reserve ratio of all commercial banks is 0.1 and the currency drain ratio of the public is 0.1, then an open market purchase of bonds by the central bank of $10 million will result in
a. $55 million increase in money supply.

23. If a country’s current account = - $50 and its capital account = $40, the official reserves transactions would be equal to
a. $10, and the central bank is selling foreign exchange reserves.

24.	Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada attempts to lower interest rates relative to the U.S. interest rates, the problem it would encounter is
a. A downward pressure on the value of the Canadian dollar.

25. 	Suppose a panic causes financial traders to sell off C$. Under a fixed exchange rate system with the US$, the Bank of Canada would have to 
	a. 	sell US$ reserves, and the Canadian money supply would drop. 
.   1  Which of the following statements is FALSE?
a) The official GDP value is very likely an over-estimation of the actual value of goods and services produced in an economy.

2.     If nominal GDP grows by 10% and the GDP deflator decreases from 125 to 120, then real GDP:
a) None of the answers is correct.

3.    The wealth, interest rate and foreign trade effects all help explain:
a) Why the aggregate demand curve is downward sloping.

4.    The speed at which an economy adjusts to eliminate an income gap depends on:
a) The flexibility of the prices of goods and services in the economy.
b) The strength of labour unions.
c) Only A and B are correct.

5.     In Pluto, 200,000 people are in the labour force and the unemployment rate is 5%. As Pluto moves out of a recession and the prospect of finding jobs increases, 10,000 previously discouraged workers become "encouraged" to search for jobs. The unemployment rate becomes
a) 9.52%.

6.     If the reserve ratio of all commercial banks is 0.15 and the currency deposit ratio of the public is 0.25, then an open market purchase of bonds by the central bank of $100 million will result in
a) $312.5 million increase in money supply. 

7.     For a given change in autonomous expenditure, economies with lower income tax rate t will:
a) Experience larger business cycle fluctuations in real GDP and employment.

8.     The BOC wants the inflation rate to lie in between:
a) 1% and 3%.

9. The New Democratic Party (NDP) wants the Conservative government to spend more money on all social services. If the NDP wants the spending to have maximum effect on economic growth, which of the following consumption equations would it prefer to see?
a) C=110+0.9(Y-T)

10.   If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should:
a) Decrease taxes and increase money supply.

11.	If the Bank of Canada buys bonds in an open market, the present value of the bond will ____ and the interest rate will ___.
a) Increase, decrease


12. If potential output equals 5,500 and short-run equilibrium output equals 4,500, there is a(n) ______ gap and the Bank of Canada, according to Taylor rule, will _____ interest rates in order to close the gap.
a) Recessionary; lower.

13. Under a fixed exchange rate system, if the current account has a net negative value of $300 and the capital account has a net positive value of $250, there will be ________ in official reserves of ________. 
a) A decrease; $50.

14. Suppose it costs C$0.95 to buy U.S.$1. If the Bank of Canada does NOT want the C$ to strengthen further, then ___ 
a) It should cut interest rates.

15. Which of the following statements is (are) CORRECT?
a) A positive capital account means that the economy is a net borrower in the international financial market.

16. The United Kingdom has recently introduced austerity plans into its economy in an effort to reign in its public debts by cutting government expenditure on education, health care and the hiring of public servants. Which of the following observation(s) will lessen the negative impact of these spending cuts on the United Kingdom’s GDP? 
a) Their crowding-in or crowding-out effect is very strong.
b) Their marginal propensity to consume is very low.
c) Both C and D are correct.

17. In contrast to the United Kingdom, the U.S. government has opted for an injection of fiscal spending into its economy. If the U.S.’ MPC is 0.8, the net income tax rate is 0.2, the marginal propensity to import is 0.04, and the government increases spending by $60 billion, then we would expect the U.S. GDP to increase by:
a) $150 billion.

18. The direction of discretionary fiscal policy cannot be examined by the simple look at the changes in the actual budget deficits or surpluses. This is because:

a) Those changes may reflect changes in the tax revenues as a result of change in actual GDP.
	
19. Assume that the tax rate t is 0.2, Yp is 1,000 and G is 180. Which of the following statements is (are) INCORRECT?
a) With positive GDP gap, the structural budget balance will be smaller than 20.

20. Which of the following choices is (are) INCORRECT?
a) If CA>0, then this country is a borrower.

21. If the purchasing power parity holds, then the real exchange rate is equal to ____. If the U.S.’ inflation rate is 4% and Canada’s inflation rate is 5%, then the nominal exchange rate of the Canadian dollar (C$), from Canada’s perspective, will ___.
a) One; increase by approximately 1%, which is a C$ depreciation.


22. Under ______ exchange rates, a fiscal contraction that pushes interest rates ____ will crowd _____ net exports through ______. 
a) Flexible; down; in; a depreciation of the domestic currency

23. 	Suppose consumption (C) is $30,000 when income is $32,000, and the marginal propensity to save (MPS) is 0.25.  An increase in income causes C to rise to $36,000. What is the new income?
a) $40,000

24.   Continued long run economic growth is most likely to be fostered by: 
a) Technical improvement embodied in physical or human capital. 

25. The increase in oil and commodity prices in the last few years has caused a strong appreciation in the Canadian dollar by lowering the exchange rate from $1.57 (Canadian) to $0.95 (Canadian) for U.S.$1. If we assume that the price levels of goods and services across these two countries to be constant over the last few years, then the real exchange rate (from Canada’s perspective) must have _____ and Canada’s net export (NX) must have _______.
a) Decreased; decreased

1.    Which of the following statements is FALSE?
B) If double counting is not prevented, the GDP measurement will be too low.

2. 	   If nominal GDP increases by 10 percent from one year to the next but real GDP is unchanged, then which of the following is (are) correct:
a) Factor costs have increased by 10 percent but indirect tax rates have not changed.
b) Factor costs have not changed but indirect tax rates have increased by 10 percent.
c) Factor costs have increased by 15 percent and depreciation has decreased by 5 percent.
d) The GDP deflator has increased by 10 percent.
e) All of the answers are correct.

3.    If nominal GDP grows by 7% and the GDP deflator increases from 110 to 115.5, then real GDP:
b) Rises by 2%.

4.    The wealth, interest rate and foreign trade effects all help explain:
b) Why the aggregate demand curve is downward sloping.

5.    Assume that the natural rate of unemployment is 7%. Further assume that the growth of potential GDP is zero. If GDP gap is  
       minus 6%, then according to Okun’s Law:
b) The unemployment rate is 10%.

6.    The speed with which an economy adjusts to eliminate an income gap depends on:
d) The flexibility of wage rates and prices in the economy.

7.    For a given fluctuation in autonomous expenditure, economies with higher income tax rate t will:
a) Experience smaller business cycle fluctuations in real GDP and employment.

8.    If the government's fiscal policy objective is to keep the size of the outstanding public debt at its current level, it must:
a) Have a primary budget surplus equal to its interest payments on the public debt.

9.    If the autonomous consumption is 200 and if Y = C = 1000, then the marginal propensity to save is:
a) 0.20.

10.  Consider an open economy with no government or taxes. It has a multiplier equal to 2 and marginal propensity to import equal to 
	       0.2. Therefore, MPC is:
a) 0.7.

11.   Suppose that the government decreases spending by 15% and decreases autonomous taxes by 15%. We would expect this to:
a) Have a contractionary effect on national income.

12.   If you are told that the government had an actual budget deficit (BB) of $100 billion, then you would:
a) Not be able to determine the direction of fiscal policy from the information given.




13.  Suppose the current reserve ratio is 20% and the current cash-drain is zero. Currently, the banking system has cash reserves of 
       $20 billion. If the banking system reduces its reserve ratio to 10%, while cash-drain remains zero, eventually it will lead to one  
       of the following outcomes:
a) Additional loan creation worth $100 billion.


14.  Suppose that you hold your money balances in their most liquid form rather than holding some other less liquid assets such as 
       bonds. The opportunity cost is:
a) Affected by the general price level.
b) The interest income that you could have earned if you held your money in bonds.
c) Both a) and b) are correct.

15.  Suppose that an excess supply of money exists in the economy. As the money market moves toward an equilibrium interest rate, 
       we can expect:
a) Bond prices to rise and the interest rate to fall.

16.  The long-run neutrality of money implies that in the long run:
a) Workers have no money illusion.

17.  Suppose that the Bank of Canada enters the open market and purchases $15 million of government bonds from the general 
       public; this will cause:
a) The reserves in the banking system to increase, the monetary base to increase, and the system's lending capacity to increase.

18.  If funds in the overnight loans market are trading above the overnight rate target, then the Bank of Canada will _______ to  
       _______and ________the overnight market rate. Conversely, if overnight funds are trading below the overnight target rate, then  
       the Bank will _______to _______ and _________the overnight interest rate.
a) Make an SPRA, increase monetary base, lower; make an SRA, decrease monetary base, raise

19.  Which of the following is FALSE about the Phillips Curves?
a) In the long run, the Phillips curve is horizontal when wage rate changes are plotted on the vertical axis and unemployment rates are plotted on the horizontal axis.

20.  In the face of ________ shocks, monetary policy ____ be used to stabilize both inflation and output.
a) Input cost; cannot

21.  When the Bank of Canada _____ the domestic interest rate to close an inflationary gap, it  _____ the _____ for/of Canadian 
       assets by foreign investors. Under the flexible exchange rate system this, in turn, increases the _____ for/of Canadian dollars,  
       resulting in an/a ______ of the Canadian dollar.
a) Raises; increases; demand; demand; appreciation

22.  The increase in oil and commodity prices in the last five years has caused a strong appreciation in the Canadian dollar, lowering 
the nominal exchange rate from $1.57 (Canadian) to $1.05 (Canadian) for $1 US. Assuming that both Canada and the US have similar price levels, the real exchange rate for Canada must have ____ and Canada’s net export (NX) must have _______.
a) Decreased; decreased

23.   Interest rate parity means:
a) Differences in interest rates among countries reflect expected changes in exchange rates.

24.  Under __ exchange rates, a fiscal contraction that pushes interest rates ___ will crowd ___ net exports through ________ of the 
       domestic currency.
a) Flexible; down; in; a depreciation




25.  Under a fixed exchange rate system with perfect capital mobility, the effect of an internal shock from a change in autonomous 
       consumption:
a) Causes a change in the domestic inflation rate and the real exchange rate.

1. 	If taxes depend on income, then the size of the government expenditure multiplier__ it would be if taxes were a constant.
b. is smaller than

2.       Which of the following is FALSE?
b. For a given nominal interest rate, the real interest rate is lower when there is a low inflation rate.

3.       If an economy is heading towards a recession and if the authorities want to minimize the drop in real GDP, they should
b. Decrease taxes and increase money supply.

4. 	Suppose consumption (C) is $30,000 when income is $32,000, and the marginal propensity to save (MPS) is 0.25.  An increase in income causes C to rise to $36,000. What is the new income?
b. $40,000

5.	Suppose Jack deposits $600 in currency at a commercial bank. Later that day Jane borrows $1,200 from the same bank. The money supply would have
a. Increased by $1,200.
	
6.	Which of the following statements is/are CORRECT?
b. When the interest rate rises, it becomes more expensive to borrow, and fewer investment projects are undertaken.

7.	The Canadian dollar (C$) can buy around US$0.90. If the Bank of Canada does not want the C$ to strengthen further,  
b. It should cut interest rates.

8. 	Canada had a fixed exchange rate system with the US$ from ____ at the rate of US$1 cost C$ _____.
	c. 	1962-1970; 1.08.
9. In Pluto, 200,000 people are in the labour force and the unemployment rate is 5%. As Pluto moves out of a recession and the prospect of finding jobs increases, 10,000 previously discouraged workers become "encouraged" to search for jobs. The unemployment rate becomes
a. 5%.
b. 9%.
c. 10%.
d. 12.5%.
e. None of the above. 

10.	Since the Canadian dollar has depreciated against the U.S. dollar, Rosanna (who works and lives in Canada) chooses to take her vacation fishing in Halifax, Canada, rather than going to the U.S. This is an example of the Bank of Canada using monetary policies to keep a weak Canadian dollar in order to 
b. Decrease imports.

11.	A firm produces consumer goods and adds some to inventory in the third quarter. In the fourth quarter the firm sells the goods at a retail outlet that leaves its inventory diminished. As a result of these actions, what component(s) of GDP change in the fourth quarter?
a. Investment decreases and consumption increases.

12.	The M1 measurement of “money” includes _________, which is _______ than the monetary base.
b. Cash and chequing deposits; larger.

If the reserve ratio of all commercial banks is 0.2 and the currency drain ratio of the public is 0.2, then an open market purchase of bonds by the central bank of $10 million will result in
b. $25 million increase in money supply. 
c. $30 million decrease in money supply.
d. $50 million increase in money supply.
e. $60 million decrease in money supply.
f. None of the above.

14. 	If consumption is $25,000 when income is $21,000, and consumption increases to $25,900 when income increases to $22,000, the Marginal Propensity to Save is
b. 0.1

15. 	If a $100 billion increase in investment spending creates $100 billion of new income in the first round of the multiplier process and $60 billion in the second round, the multiplier in the economy is 
a. 2.5. 




16.	Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada (Bank) attempts to cut interest rates relative to the U.S. interest rates, the problem it would encounter is
b. A downward pressure on the value of the Canadian dollar and a depletion of the Bank’s US$ reserves.

17.	A chequing deposit in a bank is considered __________ of that bank.
b. a liability

18.	If one Canadian dollar buys US$0.8, and one Euro buys US$1.10, then one Euro should buy
b. C$1.375.

a. Suppose our current nominal wage is $20 per hour, and the current CPI is 120. Our labour unions are currently negotiating with the firms for a new nominal wage for next year. Our unions want us to be able to afford the same goods and services that we typically buy. If we agree to a new nominal wage of $25 per hour, this implies we believe the CPI for next year to be     
B) At most 150.

20.	Which of the following does not affect potential GDP Yp?
b. The price level.

21.      If a country’s capital account is positive, this country is a ____ and its balance of payments is ____.
a. Borrower, zero.

22.	The BOC wants the inflation rate to lie in between
b. 1% and 3%.

23.	Continued long run economic growth is most likely to be fostered by 
b. technical change embodied in physical or human capital. 

1. 	If a country’s current account = - $100 and its capital account = $40, the official reserves transactions would be equal to
b. $60, and the central bank is selling foreign exchange reserves.

25.	If the Bank of Canada sells bonds in an open market, the present value of the bond will ____ and the interest rate will ___.
b. decrease, increase

2. A good produced in 2008 and held in inventory until it is sold in 2010 would be included in which year’s GDP?

B) In 2008 GDP, under investment expenditure.

3. Which of the following is (are) CORRECT?
A) In the base year, real and nominal GDP values are identical.

4. Suppose our current nominal wage is $20 per hour, and the current CPI is 115. Our labour unions are currently negotiating with the firms for a new nominal wage for next year. Our unions want us to be able to afford the same goods and services that we typically buy. If we agree to a new nominal wage of $24 per hour, this implies we believe the CPI for next year to be 
B) 138.

5. Okun’s law suggests that if actual GDP decreases by 1% a year and potential GDP grows by 3% a year:
B) The unemployment rate will rise by 2 percentage points.

6. Which of the following statements is (are) CORRECT?
A) If Y>AE, there will be an increase in unplanned inventory and Y will start to decrease.

7. The potential output line or curve Yp is
A) Horizontal because it shows that price level changes will not affect the value of Yp.
B) Vertical because Okun’s law states that if Yp growth exceeds actual Y growth, the natural unemployment rate will rise.
C) Upward-sloping because it shows that a higher price level will lead to a higher real output.
D) Upward-sloping because it shows that a lower price level will lead to a lower nominal output.
E) None of the answers is correct.

8. Changes in which of the following will affect the size of the multiplier?
a) Our own marginal propensity to import.
b) Our own consumer confidence index.
c) The GDP of our trade partners.
A) I only. 		B) II only. 		C) I and II only.		D) I and III only. 		E) I, II and III. 			
9. Which of the following is INCORRECT?
A) Unanticipated deflation benefits borrowers.

10. Assume that the tax rate t is 0.25, Yp is 1,000 and G is 200. Which of the following statements is (are) INCORRECT?
A) There will be zero budget balance when Y is 900.
B) If Y increases, the structural budget balance will increase.
C) Both A and B are incorrect.

11. Suppose that the government increases spending by $10 and increases autonomous taxes by $10. We would expect this to:
b) Have an expansionary effect on national income.


12. Which of the following best describe(s) automatic built-in stabilizers in Canada?
C) The higher our income tax rates, the stronger are the automatic stabilizers, and the more stable is our GDP.

13. Greece has recently introduced austerity plans into its economy in an effort to reign in its government debts by cutting government expenditure on education, health care and the hiring of public servants. Which of the following observation(s) will lessen the negative impact of these spending cuts on the Greece’s GDP? 
A) Their tax rate is very high.

14. If the reserve ratio of all commercial banks is 0.2 and the currency deposit ratio of the public is 0.2, then an open market sale of bonds by the central bank of $100 million will result in
B) $300 million decrease in money supply.

15. Monetary base or “High-powered” money may best be described as: 
A) Cash held by the public and reserves of the commercial banks.

16. The banking system finds that its desired reserve ratio is 6.25% (or 0.0625), and it is $100 million short of reserves. If it is unable to obtain any additional reserves, it must decrease its money supply by
A) $1,600 million.

17. Suppose real GDP were to increase. How would this increase in real GDP affect the money demand function and the new equilibrium interest rate?
A) Money demand shifts to the right and the interest rate rises.

18. Consider a one-year bond with a principal or face value of $100 and a coupon value of $5. Which of the following statements is INCORRECT?
A) If the interest rate is 0%, the present value of this bond is $0.

19. In the short run, if the central bank increases interest rates, then consumption and investment will ______, and the aggregate ______ will shift ______. Eventually wages will _______, and potential output is ________.
A) Decrease; demand; left; decrease; unchanged

20. If funds in the overnight loans market are trading below the overnight rate target, then the Bank of Canada will __________ to __________ and ________the overnight market rate. 
A) Make an SPRA; decrease the monetary base; push down
B) Make an SPRA; increase the monetary base; push up
C) Make an SRA; increase the monetary base; push up
D) Make an SRA; decrease the monetary base; push down
E) None of the answers is correct.

21. If China has a recession, it is likely that the Canadian dollar will ___ because our commodity exports to them will _______. In response, the Bank of Canada should ____ the target overnight interest rate if it wants to minimize GDP fluctuations.
A) Depreciate; decrease; decrease.

22. Under a fixed exchange rate system in which the C$ is fixed against the US$, if the Bank of Canada (Bank) attempts to lower interest rates relative to the U.S. interest rates, then it would lead to
B) A downward pressure on the value of the Canadian dollar and a depletion of the Bank’s US$ reserves.

1. Interest rate parity means:
A) Differences in interest rates among countries reflect expected changes in exchange rates.

2. A decrease in Canadian real GDP will:
i. Increase the current account component in the Canadian balance of payments.

3. The Solow residual found by growth accounting is:
A) A measure of the effects of changes in technology on output growth.

4. Why is the growth in capital per worker unable to provide a sustained, constant growth in output per worker and standards of living?
A) Because of diminishing marginal product.

23. Nominal GDP measures the value of current:
A) Output at current market prices.

24. Double counting can be prevented when computing GDP by:
A) Adding only the value contributed by firms at each stage of production.

25. In Utopia, 400,000 people are in the labour force and the unemployment rate is 5%. When 30,000 Utopia’s university students graduate and all of them have to search for jobs, the unemployment rate will immediately become:
A) 11.63%.

26. In terms of aggregate supply, the difference between the long run and the short run is that in the short run:
A) Nominal wages and other input prices are fixed.
	

27. If national income is $1,500 billion and the level of AE is $1,375 billion, then we can say that:
A) There will be an accumulation of inventories, the prices of goods and services will fall, and output will rise.
B) There will be an accumulation of inventories, the prices of goods and services will rise, and output will fall.
C) There will be a reduction in inventories, the prices of goods and services will fall, and output will fall.
D) There will be a reduction in inventories, the prices of goods and services will rise, and output will rise.
E) None of the answers is correct.

28. If consumption is $40,000 when income is $30,000, and consumption increases to $48,000 when income increases to $40,000, the Marginal Propensity to Save is
A) 0.2.

29. The United Kingdom has recently introduced austerity plans into its economy in an effort to reign in its public debts by cutting government expenditure on education, health care and the hiring of public servants. Which of the following observation(s) will lessen the negative impact of these spending cuts on the United Kingdom’s GDP? 
A) Their marginal propensity to consume is very low.

30. In contrast to the United Kingdom, the U.S. government has opted for an injection of fiscal spending into its economy. If the U.S.’ MPS is 0.1, the net income tax rate is 0.25, the marginal propensity to import is 0.025 and the government increases spending by $40 million, then we would expect the U.S. GDP to increase by
A) $50 million.
B) $57.14 million.
C) $64 million.
D) $80 million.
E) None of the answers is correct.

31. The potential output line or curve Yp is
A) Horizontal because it shows that price level changes will not affect the value of Yp.
B) Vertical because Okun’s law states that if Yp growth exceeds actual Y growth, the natural unemployment rate will rise.
C) Upward-sloping because it shows that a higher price level will lead to a higher real output.
D) Upward-sloping because it shows that a higher price level will lead to a higher nominal output.
E) None of the answers is correct.

32. Assume that the reserve ratio is 0.1 and the currency drain ratio is 0.1. An initial deposit of $1,000 will eventually lead to a total deposit creation in the amount of:
A) $4,500.

33. Suppose money demand is less than money supply in the economy. As the money market moves toward an equilibrium interest rate: 
A) We can expect bond prices to rise and the interest rate to fall.

34. Households and businesses often hold some of their wealth as non-interest earning money balances because

A) Money balances provide convenience and lower risk than many other assets.

35. Which of the following statements is (are) INCORRECT?
A) When interest rate in Canada increases, our capital account value is likely to fall and our Canadian dollar is likely to appreciate.

36. Suppose the Bank of Canada enters the open market and buys $50 million of government bonds from the general public. This will:
A) Cause the reserves in the banking system to rise, the monetary base to increase, and the system's lending capacity to increase.

37. In the short run, the outcome of rising energy prices and lowering interest rates is that

A) Output may increase or decrease or remain the same.

38. In the short run, if the central bank decreases interest rates, then consumption and investment will ______, aggregate ______ will shift ______, and short-run equilibrium output will _______, and potential output is ________.
A) Increase; demand; right; increase; unchanged

39. With a fixed exchange rate system, what happens when the government increases its expenditures on goods and services?
A) Domestic money supply increases.

40. When the Bank of Canada ___ the domestic interest rate to close an inflationary gap, it also indirectly causes __ in the ____ for/of Canadian assets by foreign investors. Under the flexible exchange rate system this, in turn, increases the _____ for/of Canadian dollars, resulting in an/a ______ of the Canadian dollar.
A) Raises; an increase; demand; demand; appreciation

41. Under its current operating procedure, the Bank of Canada implements monetary policy by announcing a target for the ____ , and then intervenes (if necessary) in the ____ in order to maintain this rate within a  _______ percentage-point operating band.
A) Overnight interest rate; overnight loan market; ± 0.25

42. Why do economists argue that fiscal policy is weak when a country has a flexible exchange rate regime?
A) Increases in G tend to crowd out private investment expenditure.

43. Which of the following choices is INCORRECT?
A) If CA is +5 and KA is -3, then this country’s currency will depreciate under a flexible exchange rate regime. 
B) If KA>0, then this country is a lender.
C) Both A and B are incorrect.

44. If the purchasing power parity holds, then the real exchange rate is equal to ____. If the inflation rate in the U.S. is 1% and Canada’s inflation rate is 3%, then the nominal exchange rate of the Canadian dollar (C$), from Canada’s perspective, will __.
A) One; increase by approximately 2%, which is a C$ depreciation.

45. Which of the following best defines (1) an advance in technology and (2) the impact of an advance in technology?
A) It refers to the ability to produce more output with a fixed quantity of resources; it shifts the production function outward.

46. Consider an economy with a two-variable production function with labour-income-share at 2/3 and capital-income-share at 1/3. Assume that growth rate of real GDP is 6%. If both K and L grow at 3%, the growth of total factor productivity will be:
A) 3%.

47. In Pluto, labour force and capital stock both grow at 2.5% a year but technology is constant. The production function exhibits constant returns to scale technology. At what rate will per capita GDP grow?
A) Zero.

2. A saving deposit in a bank is considered __________ of that bank.
a) A liability

3. In the economy of Rosemont, everyone is above the age of 15. In Rosemont, 40 people have jobs, 10 people are not working but are searching for work, and 100 people do not work or seek work. The unemployment rate is _ and working age population is __. 
a) 20 percent & 150.

4. An example of "investment" in computing real GDP using the expenditure approach is the purchase of
a) A new cooking oven by Tim Horton’s to bake donuts.

5. Empirical evidence for Canada suggests that if actual GDP grows by 2 percent a year and potential GDP grows by 3 percent a year, then 
a) The unemployment rate will rise by ½ of one percentage point.

6. If a $100 billion increase in investment spending creates $100 billion of new income in the first round of the multiplier process and $50 billion in the second round, the multiplier in the economy is:
a) 2.

7. Changes in which of the following will affect the size of the multiplier?
I. Marginal propensity to import.
II. Marginal propensity to save.
III. Lump-sum taxes.
a) I only. 		b) II only. 	c) I & II only.	d) I and III only. 	e) I, II and III. 			

8. For a given fluctuation in autonomous expenditure, economies with flatter AE functions will:
b) Experience smaller business cycle fluctuations in real GDP and employment.

9. The New Democratic Party (NDP) wants the Progressive Conservative government to spend more money on building low-income housing. If the NDP wants the spending to have maximum effect on economic growth, which of the following saving equations would it prefer to see?
a) S= -90 + 0.41(Y-T).


10. If the reserve ratio of all commercial banks is 0.05 and the currency drain ratio of the public is 0.20, then an open market purchase of bonds by the central bank of $10 million will result in
a) $48 million increase in money supply & $40 million increase in deposits.

11. Monetary base or “High-powered” money may best be described as: 
a) Cash held by the public and reserves of the commercial banks.

12. Which of the following does NOT affect potential GDP?
a) The price level.

13. Suppose that you hold your money balances in their most liquid form rather than holding some other less liquid assets such as bonds. The opportunity cost is:
d) Affected by the general price level.
e) The interest income that you could have earned if you held your money in bonds.
f) Both D and E) are correct.

14. A newspaper headline reads: "Bank of Canada lowers the Target Overnight Rate for Third Time This Year." This headline indicates that the Bank of Canada is most likely trying to:
a) Stimulate the economy.
b) Increase the money supply.
c) Both a) and b) are correct.

15. The consensus among economists is that monetary policy 
a) Affects real macroeconomic variables only in the short run.
b) Affects nominal macroeconomic variables in the long run.
c) Both a) and B) are correct.

16. To maintain the overnight interest rate when demand for monetary base temporarily decreases, the Bank of Canada can:
a) Use an SRA.

17. If potential output equals 3,500 and short-run equilibrium output equals 4,500, there is a(n) ______ gap and the Bank of Canada, according to Taylor rule, will _____ interest rates in order to close the gap.
b) Inflationary; raise.

18. If the government's fiscal policy objective is to keep the size of the outstanding public debt at its current level, it must:
b) Have a primary budget surplus equal to its interest payments on the public debt.

19. If the current account has a negative balance of $300 and the capital account has a positive balance of $240, there will be ________ in official reserves of ________. 
b) A decrease; $60.

20. Suppose a panic causes financial traders to sell off C$. Under a fixed exchange rate system with the US$, the Bank of Canada would have to 
a) Sell US$ reserves, and the Canadian money supply would drop.

21. If a country’s capital account is negative, this country is a ____ and its balance of payments is ____.
a) Lender, zero

22. Suppose it costs C$1.11 to buy US$1. If the Bank of Canada wants the C$ to strengthen further,  
b) It should sell bonds in the open market.
. 

23. Which of the following is FALSE about the Phillips Curves?
a) In the long run, the Phillips curve is horizontal when wage rate changes are plotted on the vertical axis and unemployment rates are plotted on the horizontal axis.

24. Suppose that the Mexican peso depreciates against the Canadian dollar. We would expect:
a) The level of exports from Mexico to Canada to increase.

25. Suppose X - M = net exports; T - G = government sector surplus or deficit; and S - I = private sector surplus or deficit. What relationship exists among these variables? 
a)  (X - M ) = (T - G ) + (S - I ) 

48. Suppose that you hold your money balances in cash (the most liquid asset) rather than hold some other less liquid assets (such as bonds). Assume that the general price level is fixed. The opportunity cost of holding cash is:
A) The foregone interest income that you could have earned if you have held your financial assets in bonds.
	
49. The demand for US dollars in the foreign exchange market slopes __________ because Canadian consumers spend  ________ on US goods when the Canadian dollar price of the US dollar _____________.
A) Downward; more; falls

3.     If nominal GDP grows by 7% and the GDP deflator increases from 110 to 117.7, then real GDP:
A) Is constant.

4.     Assume that the unemployment rate last year was 7%. Further assume that the growth in potential GDP is zero. If the GDP this 
        year is 6% lower than the GDP last year, then according to Okun’s Law:
c) The unemployment rate is 10%.


5.     Flexible exchange rates _______ to affect the economy, and fixed exchange rates _____ to affect the economy.
B) Strengthen the ability of monetary policy; strengthen the ability of fiscal policy

6.     An increase in Canadian real GDP will:
A) Reduce Canadian net exports.

7.     If the reserve ratio of all commercial banks is 0.3 and the currency deposit ratio of the public is 0.2, then an open market purchase of bonds by the central bank of $100 million will result in
C) $240 million increase in money supply.

8.     Other things equal, the multiplier effect of a change in government spending is:

A) The same as the multiplier effect of a change in autonomous investment.

9.     For a given fluctuation in autonomous expenditure, economies with higher income tax rate t will:
A) Experience smaller business cycle fluctuations in real GDP and employment.
		
10.   Suppose X - Z = net exports; T - G = government sector surplus or deficit; and S - I = private sector surplus or deficit. What  
        relationship exists among these variables? 
A)  (X - Z ) = (T - G ) + (S - I ).

11.   Suppose a closed economy without government has total autonomous expenditure of 150 and a change in household behaviour 
        increases the slope of the 
        AE function from 0.6 to 0.7. The initial equilibrium income was _______ and the new equilibrium income will be _______.	
A) 200, 275
B) 750, 800
C) 250, 500
D) 400, 500
E) None of the above is correct.

12. The New Democratic Party (NDP) wants the Conservative government to spend more money on building low-income housing. If the NDP wants the spending to have maximum effect on economic growth, which of the following consumption equations would it prefer to see?
a. C=100+0.9(Y-T)

13.   According to the consumption function, as real disposable income increases:
A) Both consumption and saving will rise.

14.   The wealth, interest rate and foreign trade effects all help explain:
A) Why the aggregate demand curve is downward sloping.

15.   If equilibrium output is less than potential output, eventually the short-run aggregate supply curve will shift:
A) Right and eliminate the recessionary gap.

16.   Three main indicators of macroeconomic activity and performance are:
A) Output, prices and employment.
B) 
17.   If funds in the overnight loans market are trading above the overnight target rate, then the Bank of Canada will ______ to 
______ and ______ the overnight interest rate. Conversely, if overnight funds are trading below the overnight target rate, then the Bank of Canada will ______ to  ______ and ______ the overnight interest rate. 
A) Conduct an SPRA, increase the monetary base, lower; conduct an SRA, decrease the monetary base, raise

18. Under ______ exchange rates, a fiscal contraction that pushes interest rates ____ will crowd _____ net exports through ______. 
A) Flexible; down; in; a depreciation of the domestic currency

19.   A newspaper headline reads: "The Bank of Canada Reduces the Target Overnight Rate for a Second Time This Year." This 
        headline indicates that the Bank of Canada is most likely trying to:
A) Stimulate the economy.
	
20.   If the structural primary budget balance changes from -$50 billion to -$25 billion, then which of the following is/are TRUE?
A) The government has conducted contractionary fiscal policies.
		
21.   Suppose the Bank of Canada conducts its monetary policies by following the equation M = M0 – γ(Y – YP), where γ is a 
        positive parameter, we can deduce that:
A) M is greater than M0, if Y is less to YP.

22.	   Suppose that the government decreases spending by 15% and decreases autonomous or lump sum taxes by 15%. We would 
	        expect this to:
c) Have a contractionary effect on national income.

23.   Suppose that planned spending for consumer goods (AE) is greater than the level of total output produced by the economy, then:
i. The resulting reductions in inventories will cause producers to increase their level of output and national income will rise.

	
24.   Capital account deals with all of the following EXCEPT:
A) Purchases of Canadian goods by foreigners.

25.   Suppose it costs C$1.2 to buy one US$, and the price level or index in the US is 115. The price level or index in Canada is   
        112. The real exchange rate from Canada’s perspective is:
A) 1.23

