PASS MOCK EXAM – FOR PRACTICE ONLY 
Select the best possible answer to each of the following questions:

1. Which of the following would be included as part of GDP?

a) Sale of a used car

b) Sale of illegal drugs on Rideau street
c) Legal services

d) Mowing your neighbor’s lawn for $10

2. If nominal GDP is $10000 and real GDP is $8000, what is the GDP deflator?

a) 80
b) 100
c) 125
d) 140
3. Transfer payments

a) Are included in GDP because they are forms of income

b) Are included in GDP since goods and services have been produced as a result of the transfer

c) Are not included in GDP since goods and services have not been produced in the transfer

d) Are not included in GDP since they are difficult to measure

4. You know that an icecream cone cost 10 cents in 1958.  You also know the 1958 CPI and today’s CPI.  Which of the following would you use to compute the price of the ice cream cone in today’s prices?
a) ten cents x (1958 CPI/ today’s CPI)

b) ten cents x (1958 CPI/today’s CPI – 1958 CPI)

c) (ten cents x today’s CPI) – (10 cents x 1958 CPI)

d)ten cents x (today’s CPI/1958 CPI)

5. Suppose you purchase a $25 bottle of wine from France.  How will this affect Canada’s GDP?
a) Investment increases by 25$ and net exports increase by 25$

b) Consumption increases by 25$ and net exports decrease by 25$

c) Investment increases by 25$ and net exports decrease by 25$

d) Consumption increases by 25$ and net exports increase by 25$
6. Suppose workers and firms agree on an increase in wages based on their expectations of inflation and inflation turns out to be greater than they had expected,
a) firms will benefit at the expense of workers

b) workers will benefit at the expense of firms

c) neither workers nor firms will benefit since the increase in wages was fixed in the labour agreement

d) none of the above

7. By not accounting for the effects of consumer substitution, the CPI will usually
a) Understate the standard of living

b) Understate the cost of living

c) Overstate the cost of living

d) Neither overstate nor understate the cost of living
8. Suppose that the real interest rate is 3 percent while the rate of inflation is 1 percent.

a) The dollar value of savings increased at 1% while the value of savings measured in goods increased at 2%
b) The dollar value of savings increased at 3% while the value of savings measured in goods increased at 1%

c) The dollar value of savings increased at 2% while the value of savings measured in goods increased at 3%

d)The dollar value of savings increased at 4% while the value of savings measured in goods increased at 3%
9. Many factors determine productivity. If Y = A f(L,K,H,N) and we assume a constant returns to scale production function f, then productivity per person equals

a) A f (1,K/L, H/L, N/L)

b) A/L f (1,K/L,H/L,N/L)

c) A f (K,H,N)

d) f (A/L,K/L,H/L,N/L)

10.  Which of the following is most likely to result in an increase in real income per person for a poor country?
a) More rapid population growth

b) Higher inflation

c) Binding minimum-wage law

d) Increases in foreign investment that enhanced the productivity of the labour force

11.  Productivity
a) Is nearly the same across countries and so provides no help explaining differences across countries in the standard of living

b) explains very little of the differences across countries in the standard of living

c) explains some but not most of the differences across countries in the standard of living

d) explains most of the differences across countries in the standard of living

12. If a country’s saving rate increases, then in the long run 

a) productivity is higher, real GDP per person is not higher

b) real GDP per person is higher, productivity is not higher

c) productivity and real GDP per person are both higher

d) neither productivity nor real GDP per person are higher
13. Once a country is wealthy,

a) It is nearly impossible for it to become relatively poorer

b) It may be harder for it to grow quickly because of the diminishing returns to capital

c)Capital become more productive due to the “catch-up” effect

d)It no longer needs any human capital

e)None of the above

14. Which of the following is an example of foreign portfolio investment?
a) A Canadian citizen buys stock in Nortel which uses the proceeds to purchase a new plant

b) Toyota builds a new plant in Ontario

c) Scotiabank builds a new corporate office building

d) An American pension fund purchases Air Canada stock and Air Canada uses the proceeds to purchase airplanes

15.  Private Savings can be written as:

a) T-G


b) Y = C+I+G+NX

c) Y-C-T

d) S = I
16.  A reduction in a government deficit can lead to:

a) The savings curve shifting right and perhaps to a virtuous circle situation

b) The savings curve shifting left and perhaps to a vicious circle situation

c) The investment curve shifting right and perhaps to a virtuous circle situation

d) The investment curve shifting left and perhaps to a vicious circle situation

17. Crowding out is best described as

a) a decrease in the real interest rate due to government borrowing

b) a reduction in investment spending as a result of government borrowing

c) an increase in national savings resulting from a government deficit

d) a decrease in consumption spending resulting from government borrowing

18. If the market for loanable funds was not in equilibrium, which of the following would have to adjust to restore an equilibrium.

a) utility

b) output

c) inflation rate

d) interest rate

19. If an unemployed person quits looking for work, all other things held equal,
a) the unemployment rate decreases
b) the unemployment rate increase
c) the size of the labour force falls
d) both a and c are correct

20. The natural rate of unemployment is generally thought to be the sum of 

a) frictional unemployment and cyclical unemployment

b) cyclical unemployment and structural unemployment

c) frictional unemployment and structural unemployment

d) frictional unemployment and seasonal unemployment

21. Which of the following is a cause of structural unemployment?

a) A worker leaves a job to find another with a better job satisfaction rating.

b) Minimum wage laws.

c) Labour Unions.

d) Both (b) and (c)

22. If money is neutral

a) An increase in the money supply does nothing

b) The money supply cannot be changed because it is tied to a commodity such as gold

c) A change in the money supply only affects nominal variables such as prices and dollar wages

d) A change in the money supply reduces velocity proportionality; therefore, there is no effect on either prices or real output

23. If the reserve ratio is 2%, the value of the money multiplier is

a) 2

b) 4

c) 10

d) 25

e) None of the above

24.  Which of the following policy actions by the Bank of Canada would likely increase the money supply?

a) Raising the reserve requirements

b) Selling government bonds

c) Decreasing the overnight rate

d) All of these will increase the money supply

25. Suppose the Bank of Canada buys $250 million American dollars in the foreign exchange market for $270 million Canadian dollars.  To sterilize this foreign exchange market operation, the Bank of Canada

a) lowers the overnight rate

b) raises the overnight rate

c) sells government bonds on the open market

d) buys government bonds on the open market

26. The quantity theory of money suggests which of the following should occur after a 20%  increase in the money supply

a) an equal percentage change in nominal GDP

b) a smaller percentage change in nominal GDP

c) a larger percentage change in nominal GDP

d) an equal percentage change in real GDP

27. Suppose the real exchange rate between Russia and Canada is defined in terms of bottles of Russian vodka per bottle of Canadian vodka.  Which of the following will increase the real exchange rate (that is, increase the number of bottles of Russian vodka per bottle of Canadian vodka)?
a) a decrease in the rubble price of Russian vodka

b) an increase in the dollar price of Canadian vodka

c) an increase in the number of rubbles for which a dollar can be exchanged 

d) All of the above will increase the exchange rate

e) None of the above will increase the exchange rate

28. Which of the following are limitations to the purchasing power parity theory?

a) all goods are traded at some point in time

b) goods are generally homogeneous in nature

c) relative changes in price levels tend to be identical across industrial nations

d) many goods are not traded 

29. Suppose a country has $20 million of net exports and $40 million dollars of savings, net capital outlflow will be

a) $20 million and domestic investment is $40 million

b) $60 million and domestic investment is $40 million

c) $20 million and domestic investment is $20 million

d) None of the above 

30. An increase in budget deficits will 

a) decrease the trade deficit

b) increase the trade deficit

c) increase net foreign investment

d) have no effect on the trade deficit

31. When Mexico suffered from Capital flight in 1994, the peso
a) depreciated and Mexico’s real interest rate rose

b) depreciated and Mexico’s real interest rate fell

c)  appreciated and Mexico’s real interest rate rose

d) appreciated and Mexico’s real interest rate fell
32. Which of the following statements regarding the market for foreign currency exchange is true?

a) An increase in Canadian net exports increases the supply of dollars and the dollar depreciates

b) An increase in Canadian net exports decreases the supply of dollars and the dollar depreciatesc

c) A decrease in Canadian net exports decreases the demand for dollars and the dollar appreciates

d) An increase in Canadian net exports increases the demand for dollars and the dollar appreciates

33. If oil prices fall

a) aggregate demand shifts left, the price level falls, and real output falls

b) aggregate demand shifts right, the price level rises, and real output rises

c) aggregate supply shifts left, the price level rises, and real output falls

d) aggregate supply shifts right, the price level falls, and real output rises

34. To increase aggregate demand, a government could

a) increase personal income taxes

b) adopt a new tax credit for business investment

c) decrease the money supply

d) All of the above are correct

35. Suppose the economy is initially in long-run equilibrium. Then suppose there is a drought that destroys much of the wheat crop.  According to the model of aggregate demand and aggregate supply, what happens to prices and output in the short-run?
a) Prices rise, output rises

b) Prices rise, output falls

c) Prices fall, output falls

d) Prices fall, output rises

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.








