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A1. Which of the following is not included in GDP?

a.
unpaid cleaning and maintenance of houses

b.
services such as those provided by lawyers and hair stylists

c.
the estimated rental value of owner-occupied housing

d.
production of foreign citizens living in the United States

C2. Consider the following table for the country of Ophir:

	Year
	Nominal GDP
	GDP Deflator

	2000
	$4000
	100

	2001
	$4100
	105

	2002
	$4200
	110


From this information we can conclude that real GDP was higher in


a.
2002 than in 2001, and real GDP in 2001 was higher than in 2000.


b.
2001 than in 2000, and real GDP in 2001 was higher than in 2002.


c.
2000 than in 2001, and real GDP in 2001 was higher than in 2002.


d.
2000 than in 2002, and real GDP in 2001 was higher than in 2000.

C3. Suppose that Wisconsin produces cheese and fish. In 2002, 20 units of cheese are sold at $5 each, and 8 units of fish are sold at $50 each. In 2001, the base year, the price of cheese was $10 per unit, and the price of fish was $75 per unit.


a.
Nominal 2002 GDP is $800, real 2002 GDP is $500, and the GDP deflator is 160.


b.
Nominal 2002 GDP is $500, real 2002 GDP is $800, and the GDP deflator is 160.


c.
Nominal 2002 GDP is $500, real 2002 GDP is $800, and the GDP deflator is 62.5.


d.
Nominal 2002 GDP is $800, real 2002 GDP is $500, and the GDP deflator is 62.5.

A4. In the country of Shem, the CPI is calculated using a market basket consisting of 5 apples, 4 loaves of bread, 3 robes and 2 gallons of gasoline. The per-unit prices of these goods have been as follows:

	Year
	Apples
	Bread
	Robes
	Gasoline

	1999
	$1.00
	$2.00
	$10.00
	$1.00

	2000
	$1.00
	$1.50
	$9.00
	$1.50

	2001
	$2.00
	$2.00
	$11.00
	$2.00

	2002
	$3.00
	$3.00
	$15.00
	$2.50


What was the inflation rate, as measured by the CPI, between 1999 and 2000?


a.
–8.89 percent


b.
–7.14 percent


c.
3.75 percent


d.
It is impossible to determine without knowing the base year.

B5. Suppose that lawn mowers are part of the market basket used to compute the CPI. Then suppose that the quality of lawn mowers improves while the price of lawn mowers stays the same. If the Bureau of Labor Statistics precisely adjusts the CPI for the improvement in quality, then, other things equal,


a.
the CPI will rise.


b.
the CPI will fall.


c.
the CPI will stay the same.


d.
lawn mowers will no longer be included in the market basket.

B6. Laura bought word-processing software in 2005 for $50. Laura's twin brother, Laurence, buys an upgrade of the same software in 2006 for $50. What problem in the construction of the CPI does this situation best represent?

a.
substitution bias

b.
unmeasured quality change

c.
introduction of new goods

d.
income bias

D7. If the prices of Australian-made shoes imported into the United States increase,


a.
both the GDP deflator and the consumer price index will increase.


b.
neither the GDP deflator nor the consumer price index will increase.


c.
the GDP deflator will increase but the consumer price index will not increase.


d.
the consumer price index will increase, but the GDP deflator will not increase.

C8. In the country of Hyrkania, the CPI in 2000 was 120 and the CPI in 2001 was 132. Jake, a resident of Hyrkania, borrowed money in 2000 and repaid the loan in 2001. If the nominal interest rate on the loan was 12 percent, then the real interest rate was


a.
12 percent.


b.
10 percent.


c.
2 percent.


d.
impossible to determine without knowing the base year for the CPI.

D9. Suppose that real GDP grew more in Country A than in Country B last year.


a.
Country A must have a higher standard of living than country B.


b.
Country A’s productivity must have grown faster than country B’s.


c.
Both of the above are correct.


d.
None of the above are correct.

B10. 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

B11. 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.

C12. 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 which leaves their inventory diminished. As a result of these actions, what component(s) of real GDP change in the fourth quarter?


a.
only investment and it decreases


b.
only consumption and it increases


c.
Investment decreases and consumption increases.


d.
None of the above is correct.

A13. Steph living in America buys a designer dress produced by an American-owned fashion shop in France. As a result, U.S. consumption increases, U.S. net exports


a.
decrease, U.S. GDP is unaffected, but U.S. GNP increases.


b.
decrease, U.S. GDP increases, but U.S. GNP is unaffected.


c.
decrease, U.S. GNP increases, but French GDP is unaffected.


d.
are unaffected, U.S. GDP is unaffected, but French GDP increases.

A14. A Minnesota farmer buys a new tractor made in Iowa by a German company. As a result


a.
U.S. investment and GDP increase, but German GDP is unaffected.


b.
U.S. investment and German GDP increase, but U.S. GDP is unaffected.


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


d.
U.S. investment, U.S. GDP, and German GDP all increase.

A15. When the quality of a good improves the purchasing power of the dollar


a.
increases, so the CPI overstates the change in the cost of living if the quality change is not accounted for.


b.
increases, so the CPI understates the change in the cost of living if the quality change is not accounted for.


c.
decreases, so the CPI overstates the change in the cost of living if the quality change is not accounted for.


d.
decreases, so the CPI understates the change in the cost of living if the quality change is not accounted for.

C16. 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 terms of today’s dollars, 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.

A17. In 2002 real GDP in Latania was 750 billion and the population was 3 million. In 2003 real GDP was 907.5 and the population was 3.3 million. What was the approximate growth rate of real GDP per person?


a.
10 percent


b.
14 percent


c.
17 percent


d.
21 percent

C18. If the production function for an economy had constant returns to scale, the labor force doubled, and all other inputs stayed the same, then real GDP would


a.
stay the same.


b.
increase by 50 percent.


c.
increase, but by something less than double.


d.
double.

D19. The opening of a new American-owned factory in Egypt would tend to increase Egypt’s GDP more than it increases Egypt’s GNP because


a.
some of the income from the factory accrues to people who do not live in Egypt.


b.
gross domestic product is income earned within a country by both residents and nonresidents, whereas gross national product is the income earned by residents of a country while producing both at home and abroad.


c.
all of the income from the factory is included in Egypt’s GDP.


d.
All of the above are correct.

D20. Henry buys a bond issued by Ralston Purina, which uses the funds to buy new machinery for one of its factories.


a.
Henry and Ralston Purina are both investing.


b.
Henry and Ralston Purina are both saving.


c.
Henry is investing; Ralston Purina is saving.


d.
Henry is saving; Ralston Purina is investing.

C21. If there is shortage of loanable funds, then


a.
the supply for loanable funds shifts right and the demand shifts left.


b.
the supply for loanable funds shifts left and the demand shifts right.


c.
neither curve shifts, but the quantity of loanable funds supplied increases and the quantity demanded decreases as the interest rate rises to equilibrium.


d.
neither curve shifts, but the quantity of loanable funds supplied decreases and the quantity demanded increases as the interest rate falls to equilibrium.

A22. A change in the tax laws which increases the supply of loanable funds will have a bigger effect on investment when


a.
the demand for loanable funds is more elastic and the supply of loanable funds is more inelastic.


b.
the demand for loanable funds is more inelastic and the supply of loanable funds is more elastic.


c.
both the demand for and supply of loanable funds are more elastic.


d.
both the demand for and supply of loanable funds are more inelastic.

C23. Other things the same, a government budget deficit


a.
increases both private saving and national saving.


b.
increases public saving but reduces national saving.


c.
reduces both public and national saving.


d.
reduces private saving, but increases national saving.

B24. Assuming that the bonds below have the same term and principal and that the state or local government which issues the municipal bond has a good credit rating, which list has bonds ordered from the one that pays the most interest to the one that pays the least interest?

a.
corporate bond, municipal bond, U.S. government bond

b.
corporate bond, U.S. government bond, municipal bond

c.
municipal bond, U.S. government bond, corporate bond

d.
U.S. government bond, municipal bond, corporate bond

C25. A firm has three different investment options. Option A will give the firm $10 million at the end of one year, $10 million at the end of two years, and $10 million at the end of three years. Option B will give the firm $15 million at the end of one year, $10 million at the end of two years, and $5 million at the end of three years. Option C will give the firm $30 million at the end of one year, and nothing thereafter. Which of these options has the highest present value?


a.
Option A


b.
Option B


c.
Option C


d.
The answer depends on the rate of interest.

D26. A risk averse person has


a.
utility and marginal utility curves that slope upward.


b.
utility and marginal utility curves that slope downward.


c.
a utility curve that slopes down and a marginal utility curve that slopes upward.


d.
a utility curve that slopes upward and a marginal utility curve that slopes downward.

D27. Peter talked to several stockbrokers and made the following conclusions. Which, if any, of his conclusions are incorrect?


a.
It is relatively easy to reduce idiosyncratic risk by increasing the number of companies one holds stock in.


b.
Stock prices, even if not exactly a random walk, are very close to it.


c.
Some people have made a lot of money in the stock market by using insider information, but these cases are not contrary to the efficient markets hypothesis.


d.
None of Peter’s conclusions are incorrect.

B28. Rick loses his job and immediately begins looking for another. Ceteris paribus, the unemployment rate


a.
increases, and the labor-force participation rate decreases.


b.
increases, and the labor-force participation rate is unaffected.


c.
is unaffected, and the labor-force participation rate increases.


d.
decreases, and the labor-force participation rate is unaffected.

C29. Suppose that in some country neither textile workers nor shoemakers are unionized. If textile workers unionize and so are able to raise their wages, then


a.
the demand for shoemakers will rise, and their wages will rise.


b.
the demand for shoemakers will fall, and their wages will fall.


c.
the supply of shoemakers will rise, and their wages will fall.


d.
the supply of shoemakers will fall, and their wages will rise.

D30. Suppose that some people report themselves as unemployed when, in fact, they are working in the underground economy. If these persons were counted as employed,

a.
both the unemployment rate and labor-force participation rate would be higher.

b.
both the unemployment rate and labor-force participation rate would be lower.

c.
the unemployment rate would be higher and the labor-force participation rate would be higher.

d.
the unemployment rate would be lower and the labor-force participation rate would be unaffected.

C31. John is a stockbroker. He has had several job offers, but he has turned them down because he thinks he can find a firm that better matches his tastes and skills. Curtis has looked for work as an accountant for some time. While the demand for accounts doesn’t appear to be falling, there seems to be more people applying than jobs available.

a.
John and Curtis are both frictionally unemployed.

b.
John and Curtis are both structurally unemployed.

c.
John is frictionally unemployed, and Curtis is structurally unemployed.

d.
John is structurally unemployed, and Curtis is frictionally unemployed.

D32. Which of the following creates unemployment by keeping wages above the equilibrium level?

a.
unions but not efficiency wages.

b.
efficiency wages, but not unions.

c.
neither efficiency wages nor unions.

d.
both efficiency wages and unions.

C33. Rupert is a low-skilled worker who washes dishes in a local restaurant. A proposal to increase the minimum wage may worry him if he knows that price

a.
floors tend to create shortages.

b.
ceilings tend to create shortages.

c.
floors tend to create surpluses.

d.
ceilings tend to create surpluses.

D34. The Fed can increase the price level by conducting open market

a.
sales and raising the discount rate.

b.
sales and lowering the discount rate.

c.
purchases and raising the discount rate.

d.
purchases and lowering the discount rate.

D35. The manager of the bank where you work tells you that your bank has $5 million in excess reserves. She also tells you that the bank has $300 million in deposits and $255 million dollars in loans. Given this information you find that the reserve requirement must be

a.
50/255.

b.
40/255.

c.
50/300.

d.
40/300.

C36. When a bank loans out $1,000, the money supply

a.
does not change.

b.
decreases.

c.
increases.

d.
may do any of the above.

A37. Suppose banks desire to hold no excess reserves. If the reserve ratio is 10 percent and a bank receives a new deposit of $10. Then this bank

a.
must increase required reserves by $1.

b.
will initially see its total reserves increase by $1.

c.
will be able to make new loans up to a maximum of $1.

d.
All of the above are correct.

B38. Suppose the Fed requires banks to hold 10% of their deposits as reserves. A bank has $20,000 of excess reserves and then sells the Fed a Treasury bill for $9,000. How much does this bank now have to lend out if it decides to hold only required reserves?

a.
$29,000

b.
$28,100

c.
$19,100

d.
$11,000

B39. Suppose that the Federal Reserve increases bank reserves and banks lend out some of these reserves, but at some point banks still have $5 million more they wish to lend out. If the required reserve ratio is 10%, how much more money can banks create if they lend out the remaining amount?

a.
$55 million

b.
$50 million

c.
$45 million

d.
$40 million

A40. The money supply increases when the Fed 

a.
lowers the discount rate. The increase will be larger the smaller the reserve ratio is.

b.
lowers the discount rate. The increase will be larger the larger the reserve ratio is.

c.
raises the discount rate. The increase will be larger the smaller the reserve ratio is.

d.
raises the discount rate. The increase will be larger the larger the reserve ratio is.
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