Class 1
1. The percentage of the labor force that is unemployed. What was the unemployment rate in 2013? 
A. below 6
B. between 6 and 7
C. between 7 and 8 
D. between 8 and 9 
2. What was the unemployment rate in 2009?
A. below 6
B. between 6 and 7
C. between 7 and 8
D. between 8 and 9 
3. What was the unemployment rate in 2008?
A. below 6 
B. between 6 and 7
C. between 7 and 8
D. between 8 and 9
4. What was the CPI inflation rate in 2013 in Canada?
A. 0.50%
B. 1.24%
C. 0.80%
D. 2.50%
5. What is Gross Domestic Product?
A. the sum of all past budget deficits and surpluses
B. spending on capital equipment, inventories, and structures
C. the market value of all final goods and services produced within a country in a given period of time
D. sum of all above
6. Which one is correct about models?
A. Economics variables are related to each other within a model 
B. Models are based on unrealistic assumptions and simplifications 
C. Models are based on realistic assumptions 
D. A and B
E. A and C
7. In output market for goods and services, Q is?
A. employment 
B. the quantity of money 
C. government expenditure 
D. gross domestic product 
8. In output market for goods and services, P is?
A. wages 
B. the composite price level 
C. interest rate 
D. mortgage rate 
9. In money market, P is?
A. the interest rate 
B. the foreign exchange rate 
C. the prime rate 
D. A and B 
E. A and C

Class 2 
1. For an economy as a whole, 
A. income never equal expenditure
B. income must equal expenditure
C. income is more than expenditure
D. income is less than expenditure
2. “GDP is the market value…” To do this, it uses market prices. Because market prices measure
A. the amount government is willing to pay for different goods
B. the amount firms are willing to sell different goods
C. the amount people willing to pay for different goods
D. A and B
3. Yet many people own the place where they live and, therefore, do not pay rent. 
A. the government includes this owner-occupied housing in GDP by using the average price of houses in that are
B. the government includes this owner-occupied housing in DGP by estimating its selling value 
C. the government includes this owner-occupied hosing in GDP by estimating its rental value 
D. The government does not include this owner-occupied housing in GDP
4. GDP excludes?
A. most items that are produced in remote areas 
B. most items produced and sold illicitly, such as illegal drugs 
C. most items that are produced and consumed at home and, therefore, never enter the marketplace
D. A and B 
E. B and C
5. GDP included only the value of final goods 
A. the reason is that the value of intermediate goods is less than the prices of the final goods
B. the reason is that the value of intermediate goods is difficult to be calculated 
C. the reason is that the value of intermediate goods is already included in the prices of the final goods 
D. the reason is that the value of intermediate goods equals the prices of the final goods
6. In the following case, determine how much GDP and each of its components is affected (if at all). Debbie spends $200 to buy her husband dinner at the finest restaurant in Boston. 
A. GDP is unchanged 
B. Consumption and GDP rises by $200
C. Investment and GDP rises b $200
D. Government expenditure and GDP rises by $200
7. In the following case, determine how much GDP and each of its components is affected (if at all). Jane spends $1200 on a computer to use in her editing business. She got last year’s model on sale for a great price from a local manufacturer.
A. investment rises by $1200 and GDP increases by $1200
B. current GDP and investment do not change because the computer was built last year 
C. consumption rises by $1200 and GDP increases by $1200
8. What government level(s) will be considered when computing government purchases for GDP accounting purposes?
A. the federal government only 
B. provincial and federal governments only 
C. local, provincial, and federal governments 
D. local and provincial governments only 
9. A Manitoba farmer buys a new tractor made in Alberta by a German company. What is the impact on investment and GDP?
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 
10. A Canadian publisher purchases new computers. What impact does this purchase have on investment and GDP?
A. it makes investment higher and GDP higher 
B. it leaves GDP unchanged and makes investment higher 
C. it makes investment higher and GDP lower 
D. It leaves investment unchanged and makes GDP lower
11. If a Canadian citizen buys a television made in Korea made by a Korean firm, what is the impact on net exports and GDP?
A. Canadian net exports and Canadian GDP decrease
B. Canadian net exports are unaffected, but Canadian GDP decreases
C. Canadian net exports ad Canadian GDP are unaffected 
D. Canadian net exports decreases, but Canadian GDP is unaffected 
12. A Canadian tourist buys a $75 handbag in Italy. What happens to Canadian imports/exports and GDP?
A. Canadian imports increase by $75, and Canadian GDP increases by $75
B. Canadian imports increase by $75, but Canadian GDP is unaffected 
C. Canadian imports and Canadian GDP are unaffected
D. Canadian exports increase by $75, and Canadian GDP increases by $75



Class 3 
1. If the Canadian government pats a retired economist at the Ministry of Finance $30 000 in retirement benefits in 2011, how is the payment treated?
A. It is included in 2011 GDP as government purchases 
B. It is not included in 2011 GDP because it is a transfer payment
C. It is included in 2011 GDP as transfer payments 
D. It is not included in 2011 GDP because it is part of government purchases 
2. To encourage formation of small businesses, the government could provide subsidies. How would these subsidies be treated?
A. They would be included in GDP because they are part of government expenditures 
B. They would be included in GDP because they are part of investment expenditures 
C. They would not be included in GDP because they are transfer payments 
D. They would not be included in GDP because the government raises taxes to pay for them 
3. With respect to GDP, how are welfare payments treated?
A. They are included in GDP because they represent payment for work performed in the past 
B. They are included in GDP because they represent potential consumption
C. They are excluded from GDP because they do not represent current government purchases of goods and services 
D. They are excluded from GDP because they are not private pensions 
4. Suppose an apartment complex converts a condominium (i.e., the renters become owners of their apartment). Suppose the values of the condominium owners’ housing services is now the same as their former rent. What happens to GDP?
A. GDP necessarily increases
B. GDP necessarily decreases
C. GDP is unaffected because neither the rent nor the estimate of the value of housing services is included in GDP
D. GDP is unaffected because previously rent was included in GDP, and now it is replaced by the estimate of the value of housing services
5. Over the past few decades, Canadians have chose to cook less at home and eat more at restaurants. How has this practice affected GDP?
A. It has increased measured GDP
B. It has reduced measured GDP
C. It has not affected measured GDP
D. It has an ambiguous effect on GDP
6. A professional gambler moves from a province where gambling is legal. What impact does this move have on Canada’s GDP?
A. It raises GDP
B. It decreases GDP
C. It has not change GDP because gambling is never included in GDP
D. It does not change GDP because in either case his income is included 
7. Grace and Kelly are sharing household chores and thin they have an even exchange. Other things are the same; if instead they paid each other for the chores the other did, what would happen to GDP?
A. It would fall
B. It would rise 
C. It would be unaffected because paid or not, household chores are not included in GDP
D. It would be unaffected because paid or not, household chores are included in GDP
8. How are intermediate goods accounted for when calculating GDP?
A. The value of all intermediate goods is included in GDP
B. The value of intermediate goods is included in GDP only if they were produced in the previous year
C. The value of intermediate goods is included in GDP only if they are purchased by firms rather than households 
D. The value of intermediate goods is not included in GDP unless they are part of inventory 
9. How does the value of total sales of all firms in the country for a year compare with GDP?
A. It equals GDP for the year 
B. It is larger than GDP for the year 
C. It is smaller than GDP for the year 
D. It could be larger or smaller than GDP for the year 
10. How are grapes treated in GDP terms?
A. They are always counted as intermediate goods
B. They are counted as intermediate goods only if they are used to produce another good like wine 
C. They are counted as intermediate goods only if they are consumed 
D. They are counted as intermediate goods whether they are used to produce other goods or consumed 
11. How are goods that go into inventory and are not sold during the current periods treated in GDP terms?
A. They are counted as intermediate goods and so are not included in current-period GDP. 
B. They are counted GDP only if the firm that produced them sells them to another firm 
C. They are included in current-period GDP as inventory investment 
D. They are included in current-period GDP as consumption
12. The local Chevrolet dealership has an increase in inventory of 25 cars in 2012. How will the sale if all 25 cars in 2013 affect the GDP?
A. The value of the cars will be counted as part of GDP in 2012, but not in 2013
B. The value of the cars will not affect the 2012 GDP, but will be included in 2013 GDP
C. The value of the cars will be included in both 2013 and 2012 GDP
D. The value of the cars will not be included in GDP in 2013 or 2012
13. A movie company makes 500 000 DVDs in the second quarter. It sells 300 000 of them before the end of the second quarter, and holds the others in its warehouse. How is the second quarter GDP affected?
A. The DVDs are included in second-quarter GDP
B. The DVDs that are not purchased in the second quarter are not counted in the second-quarter GDP
C. Since all the 500 000 DVDs will eventually be bought by consumers, they are included as consumption in the third quarter
D. The DVDs will be counted as a change in inventory in the second quarter, and when sold in the third quarter will raise GDP
14. George buys and lives in a newly constructed home he paid $200 000 for in 2012. He sells the house in 2013 for $225 000. How is GDP impacted?
A. The 2013 sale increases 2013 GDP by $225000 and does nothing to 202 GDP
B. The 2013 sale increases 2013 GDP by $25 0000 and does nothing to 2012 GDP
C. The 2013 sale does not increase 2013 GDP and does nothing to 2012 GDP
D. The 2013 sale increases 2013 GDP by $225 000, and 2012 GDP is revises upward by $25 0000


Class 4
1. What is the difference between nominal and real GDP?
A. Nominal GDP values production at current prices, whole real GDP values production at constant prices 
B. Nominal GDP values production at constant prices, while real GDP values production at current prices 
C. Nominal GDP values production at market prices, while real GDP values production at the cost of the resources used in the production process 
D. Nominal GDP consistently underestimates the value of production, while real GDP consistently overestimates the value of production 
2. If nominal GDP is $1 trillion and real GDP is $0.8 trillion, what is the GDP deflator?
A. 0.8 
B. 1.25
C. 80 
D. 125
3. If a small country has current nominal GDP of $20 billion and the GDP deflator is 50, what is its real GDP?
A. $100 billion 
B. $40 billion 
C. $10 billion 
D. $4 billion 
4. Darla, a US citizen, only works in Canada. How does the value added to production from her employment impact GDP and GNP?
A. It raises Canadian and US GDP
B. It raises Canadian GDP and US GNP
C. It raises Canadian GNP and US GDP
D. It raises Canadian and US GNP
5. Grey, a Canadian citizen, works in the US but lives with his family in Canada. How does his employment impact GDP &GNP?
A. He raises Canadian GDP because he spends part of his income in Canada
B. He lowers US GDP because he takes his income out of the US
C. He raises Canadian GNP because he earns income abroad  
D. He lowers Canadian GNP because he earns income abroad
6. Anna, a Canadian citizen who works in Germany for a French firm, receives her pay in a Swiss bank. To which country’s GDP does Anna’s employment contribute?
A. Canada 
B. Germany 
C. France 
D. Switzerland 
7. An Italian company opens a pasta company in Ottawa. Where are the profits from this pasta company included?
A. In both Canadian and Italian GNP
B. In both Canadian and Italian GDP
C. In Canadian GNP and Italian GDP
D. In Canadian GDP and Italian GNP
8. How is Canadian GNP calculated from Canadian GDP?
A. By including income earned by foreigners in Canada and excluding income earned by Canadian citizens abroad
B. By including income earned by Canadian citizens abroad and excluding income earned by foreigners in Canada 
C. By including income earned by foreigners in Canada 
D. By excluding income earned by Canadian citizens abroad 
 
Class 5 
1. What does the CPI measure?
A. The overall price of inputs purchased by a typical producer 
B. The overall price of goods and services bought by a typical consumer 
C. The overall price of goods and services produced in the economy 
D. The overall price of shares on the Toronto Stock Exchange 
2. What is the basket of goods used to construct the CPI?
A. A random sample of all goods and services produced in the economy 
B. The goods and services typically bought by consumers, according to Statistics Canada surveys 
C. Goods and services weighted by the ratio of expenditures on them relative to the consumption component of GDP
D. The least and the most expensive goods and services in each major category of consumer expenditures 
3. What are the categories of Canadian consumer spending, ranked from largest to smallest?
A. Food, alcoholic beverages and tobacco products, shelter, transportation, and health and personal care
B. Food, health and personal care, shelter, alcoholic beverages and tobacco products, transportation, and health and personal care 
C. Shelter, food, alcoholic beverages and tobacco products, transportation, and health and personal care 
D. Shelter, transportation, food, health and personal care, and alcoholic beverages and tobacco products 
4. In the CPI, how are goods and services weighted?
A. According to how much consumers buy of each item 
B. According to whether the goods and services are necessities or luxuries 
C. According to the levels of production of the goods and services in the domestic economy 
D. According to the expenditures on them in the GDP national income accounts 
5. CPI basket: {10 kg beef, 20kg chicken}. The CPI basket cost $120 in 2008, the base year. Compute the CPI in 2009. What was the CPI inflation rate from 2009-2010?
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A. A) 125, B) 40%
B. A) 150, B) 40%
C. A) 125, B) 75%
D. A) 150, B) 75%
Class 6 
1. Which of the following is the most appropriate measure of a nation’s standard of living?
A. Real GDP
B. Real GDP per person
C. Nominal GDP
D. Nominal GDP per person 
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2. How does income in developing countries like Pakistan and Bangladesh compare with that in Japan and Canada?
A. It’s about 1/10 or less that in developed countries like Japan and Canada
B. It’s about 1/8 of that in developed countries like japan and Canada 
C. It’s about 1/5 of that in developed countries like Japan and Canada 
D. It’s about 1/3 to ½ of that in developed countries like Japan and Canada 
3. Which of the following countries had the lowest growth rate over the period 1870 and 2008?
A. UK
B. Germany
C. Canada 
D. US
4. In 1870, what was the richest country in the world?
A. Canada 
B. US
C. UK
D. Germany
5. Which of the following best defines productivity?
A. Productivity is the ability of a company to generate profit 
B. Productivity is the quantity of goods and services that a nation can produce in a year 
C. Productivity is the quantity of goods or services that a worker can produce in one hour 
D. Productivity is the ability of a company to produce goods and services 
6. How does productivity explain the differences in standard of living across countries?
A. Productivity tends to be lower in countries with high population, and therefore in those countries standards of living are lower 
B. Productivity explains very little of the differences across countries in the standard of living 
C. Productivity explains some, but not most, of the differences across countries in the standard of living 
D. Productivity explains most of the differences across countries in the standard of living 
7. Which of the following is a correct way to measure productivity?
A. Divide the number of hours worked by output 
B. Divide output by the number of hours worked 
C. Divide the number of workers by output 
D. Divide output by population 
8. Which of the following is considered human capital?
A. The number of computers available in schools and universities 
B. The average percentage of income people give to charity 
C. The number of persons in the labor force 
D. Knowledge acquired from on-the-job training 
9. Which of the following lists contains, in this order, natural resources, human capital, and physical capital?
A. For a restaurant: the land where it stands; the things the chef learned at cooking school; the freezers where the steaks are kept
B. For a furniture company: wood; the company cafeteria; saws
C. For a railroad: railroad engines; railroad tracks 
D. For an oil company: the oil it brings to surface; the rigs; the refineries using its oil
10. Why are Canadian workers more productive than the Chinese? 
A. Because Canada is a federal state 
B. Because Canadian have more capital to work with 
C. Because prices are higher in Canada than in China 
D. Because the most productive Chinese workers have emigrated to Canada 
11. A leading environmental group recently published a report contending that humans are running a “resource deficit” because we are using natural resources faster than they can be regenerated. The group claims that this means that economic growth will eventually stop, and will even be reversed. How would an economist respond to this report?
A. An economist would agree with the report, and would point to rising natural resource prices as evidence 
B. An economist would agree with the report, but wouldn’t think it was important because growth will not slow down for several centuries 
C. An economist would disagree with the report, in part because it ignores the mitigating effects of technological change 
D. An economist would disagree with the report because labor and capital are the primary determinants of growth, and since they are plentiful, growth will not slow down. 

Class 7
1. Suppose that there are diminishing returns to capital. Suppose also that two countries are the same except one has less capital, and so less real GDP per person, than the other. Suppose that the saving rate is both countries increases from 5 percent to six percent. Which of the following would we expect over the next ten years?
A. The growth rate will not change in their country 
B. The country with less capital will grow faster. 
C. The country with more capital will grow faster 
D. Both countries will grow at the same rate 
2. Suppose you bake cookies. One day, you double the time you spend baking and double the number of chocolate chips, flour, eggs, and all you other inputs in order to bake twice as many cookies. What kind of production function is this?
A. Decreasing returns to scale 
B. Zero returns to scale 
C. Constant returns to scale 
D. Increasing returns to scale 
3. If the production function for an economy had constant returns to scale, the labor force doubled, and all other inputs stayed the same, what would happen to real GDP?
A. It would stay the same 
B. It would increase by 50 percent 
C. It would increase, but by something less than double 
D. It would double
4. If your Canadian-based firm opens and operates a new watch factory in Panama, what type of investment is your firm engaging in?
A. Foreign portfolio investment 
B. Foreign financial investment 
C. Foreign direct investment 
D. Foreign capital investment 
5. In the 1800s, Europeans purchased stock in Canadian companies, which used the funds to build railroads and factories. What type of investments did the Europeans make?
A. Foreign portfolio investments 
B. Foreign capital investments 
C. Foreign direct investments 
6. Suppose Japanese-based Sony Corporation builds and operates a new chip factory in Canada. What would the future production from such investment do?
A. Increase Canadian GNP more than it would increase Canadian GDP
B. Increase Canadian GDP more than it would increase Canadian GNP
C. Not affect Canadian GNP, but it would increase Canadian GDP
D. Not affect Canadian GDP, but it would increase Canadian GNP
7. On average, by how much does each year of schooling raise a person’s wage in Canada?
A. About 5 percent 
B. About 10 percent 
C. About 15 percent 
D. About 20 percent 
8. The president of a developing country proposes that his country needs to help domestic firms by imposing trade restrictions. What kind of policies are these?
A. These are outward-oriented polices and most economists believe they would have beneficial effects on growth. 
B. These are outward-oriented policies and most economists believe they would have adverse effects on growth 
C. There are inward-oriented policies and most economists believe they would have beneficial effects on growth 
D. These are inward-oriented policies and most economists believe they would have adverse effects on growth 
9. Drug companies can usually obtain patents on dew drugs. Which of the following goods do patents turn new ideas into?
A. Private goods, which increase the incentive to engage in research 
B. Private good, which decrease the incentive to engage in research 
C. Public good, which increase the incentive to engage in research 
D. Public goods, which decrease the incentive to engage in research 
10. Why do birth rates tend to be lower in developed countries than in developing countries? 
A. Because people are older in developed countries 
B. Because education is more expensive in developed countries 
C. Because women in developed countries have greater access to jobs and it becomes too costly to spend time with children 
D. Because government policies in developing countries reward families with children 


Class 8
1. Lucy wants to start her own psychiatric practice, but her expenditures exceed her income. Which of the following best describes Lucy?
A. She is a saver who demands money from the financial system.
B. She is a saver who supplies money to the financial system
C. She is a borrower who demands money from the financial system
D. She is a borrower who supplies money to the financial system 
2. If the government’s expenditures exceeded its receipts, what would it most likely do?
A. It would lend money to a bank or other financial intermediary 
B. It would borrow money from a bank or other financial intermediary 
C. It would directly buy bonds from the public 
D. It would directly sell bonds to the public 
3. Which of the following terms refers to the length of time until a bond matures?
A. Duration 
B. Term 
C. Maturity 
D. Intermediation 
4. What are junk bonds?
A. Junk bonds are those that yield low interest rates 
B. Junk bonds are those that never mature 
C. Junk bonds refer to bonds that have been resold many times
D. Junk bonds are those issued by financially weak corporations 
5. How does the risk of long-term bonds compare with short-term bonds?
A. Long-term bonds are generally less risky than short-term bonds and so pat higher interest 
B. Long-term bonds are generally less risky than short-term bonds and so pay lower interest 
C. Long-term bonds are generally more risky than short-term bonds and so pay higher interest 
D. Long-term bonds are generally more risky than short-term bonds and so pay lower interest 
6. Which of the following bonds is most likely to default?
A. A junk bond 
B. A municipal bond 
C. A federal government bond 
D. A corporate bond issued by Tim Horton 
7. Which of the following bond buyers did not buy the bond that best met his or her objective?
A. Mia wanted a bond with high interest rate, regardless of the risk. She purchased a junk bond 
B. Anna wanted the least risky bond available. She purchased a federal bond 
C. Bill wanted to purchase a bond that was unlikely to default. He purchased a bond that Standard& Poor’s rated a low credit risk 
D. To reduce risk, Toby purchased a long-term bond rather than a short-term one 
8. What do shareholders receiver every year?
A. A fixed share of the price of the stock 
B. The face value of the stock at the maturity date 
C. A share of the company’s profit 
D. Interest 
9. Papa Mario’s Pizza Company sells common stock. What type of financing are they using?
A. They are using equity financing, and the return shareholders earn is fixed 
B. They are using equity financing, and the return shareholders earn depends on how profitable the company is 
C. They are using debt financing, and the return debt holders earn is fixed 
D. They are using debt financing, and the return debt holders earn depends on how profitable the company is 
10. What do people who buy newly issued stock in a corporation such as Rockwood Pottery Ltd. Provide?
A. They buy debt finance and so become part owners of Rockwood 
B. They buy debt finance and so become creditors of Rockwood 
C. They buy equity finance and so become part owners of Rockwood 
D. They buy equity finance and so become creditors of Rockwood 
11. World Wide Delivery Service Corporation develops a way to speed up deliveries and reduce its costs. Which of the following would we expect?
A. This would raise the demand for existing shares of the stock, causing its price to rise 
B. This would decrease the demand for existing shares of the stock, causing its price to fall 
C. Thzis would raise the supply of the existing shares of stock, causing its price to rise 
D. This would raise the supply of the existing shares of stock, causing its price to fall 
12. Which of the following best defines stock indexes?
A. They are the average of stock prices 
B. They are the average of a group of stock yields 
C. They are reports in the newspaper that report on the price of the stock and earning of the corporation 
D. They are measures of the risk relative to the profitability 
13. Approximately how many firms are included in the S&P/ TSX stock index?
A. 200
B. 300
C. 400
D. 500
14. Which of the following terms refers to a certificate of indebtedness that specifies the obligations of the borrower to the holder?
A. Bond 
B. Stock 
C. Mutual Fund 
D. Savings plan 
15. If a company runs into financial difficulty, how are bondholders and shareholders paid?
A. Shareholders are paid before bondholders 
B. Shareholders are paid after bondholders 
C. Shareholders and bondholders are paid proportional shares of the company’s assets
D. Shareholders receive all the company’s assets 
16. Which of the following people purchased the correct asset to meet their objective?
A. Michelle wanted to be a part owner of Mamma Rosa’s pizza, so she purchased a bond issued by Mamma Rosa’s Pizza
B. Tim wanted a high return, even if it meant taking some risk, so he purchased stock issued by Specific Electric instead of bonds issued by Specific Electric 
C. Jenifer wanted to buy equity in Honda, so she purchased bonds sold by Honda
D. George wanted to lend money at a specified rate of interest to Research in Motion, so he purchased RIM stock
Class 9 
1. Which of the following is a secondary advantage of mutual funds?
A. They allow an investor to avoid investment charges and fees 
B. They give ordinary people access to loanable funds for investing 
C. They usually outperform stock market indexes 
D. They give ordinary people access to the skills of professional money mangers 
2. Which of the following is the primary advantage of mutual funds?
A. They usually make a return that “beats the market.” 
B. They allow people with small amounts of money to diversify 
C. They provide customers with a medium of exchange 
D. They allow investing in venture companies 
3. In a closed economy, how does national saving compare with investment?
A. National saving is usually greater than investment 
B. National saving is equal to investment 
C. National saving is usually less than investment because of the leakage of taxes 
D. National saving is usually less than investment 
4. Suppose than in a closed economy GDP is equal to 12,000, taxes are equal to 1500, consumption is equal to 6800, and government expenditures are equal to 2500. What is national saving?
A. 4200
B. 2700
C. 1200
D. 1000
5. Which of the following does the slope of the demand for loanable funds curve represent?
A. The positive relation between the real interest rate and investment 
B. The negative relation between the real interest rate and investment 
C. The positive relation between the real interest rate and saving 
D. The negative relation between the real interest and saving 
6. Fred is considering expanding his dress shop. Which of the following will happen if interest rates rise?
A. He is less likely to expand, this illustrates why the supply of loanable funds slopes downward 
B. He is more likely to expand. This illustrates why the supply of loanable funds slopes upward. 
C. He is less likely to expand. This illustrates why the demand for loanable funds slopes downward 
D. He is more likely to expand. This illustrates why the demand for loanable funds slopes upward
7. What does a higher interest rate induce people to do?
A. Save more, so the supply of loanable funds slopes upward
B. Save less, so the supply of loanable funds slopes downward 
C. Invest more, so the supply of loanable funds slopes upward 
D. Invest less, so the supply of loanable funds slopes downward 
Class 10 
1. A change in the tax laws to encourage Canadians to save more would shift? 
A. The supply of loanable funds to the right 
B. The demand of loanable funds to the right 
C. The supply of loanable funds to the left 
D. The demand f loanable funds to the left 
2. Suppose that Parliament passed a tax reform aimed at making investment more attractive, 
A. The supply of loanable funds to the right 
B. The demand of loanable funds to the right
C. The supply of loanable funds to the left 
D. The demand of loanable to the left 
3. When the government spends more than it receives in tax revenue, the resulting budget deficit lowers national saving, so 
A. The supply of loanable funds to the right 
B. The demand of loanable funds to right 
C. The supply of loanable funds to the left 
D. The demand of loanable funds to the left 




























After Midterm 1
Class 11
1. Which of the following is cyclical unemployment closely associated with?
A. Long-term economic growth 
B. Short-run ups and downs of the economy 
C. Fluctuations in the natural rate of unemployment 
D. Seasonal fluctuations in spending 
2. Which of the following is characteristic of the natural rate of unemployment?
A. It is a constant 
B. It is the desirable rate of unemployment 
C. It is a variable that cannot be altered by economic policy 
D. It is the amount of unemployment that the economy normally experiences 
3. How is unemployment data collected?
A. From unemployment insurance claims 
B. Through a regular survey of about 54 000 households 
C. Through a regular survey of about 200 000 firms 
D. Using Canada Revenue Agency tax files
4. Which of the following people would be counted as unemployed according to official statistics?
A. Shasta, who is not working and is waiting for her new job to start 
B. Mary, who worked only 35 hours last week
C. Karen, who neither has a job nor is looking for one 
D. Kevin, who is retired 
5. Which one of the following people would be counted as unemployed according to official statics?
A. Brain, a full-time student who is not looking for work 
B. Kate, who is on temporary layoff
C. Heath, who has retired and is not looking for work
D. James, who has just graduated from university and is taking a well-deserved long vacation 
6. Which of the following people would NOT be included in the labour force?
A. Karen, who works most of the week in a steel factory
B. Beth, who is waiting for her new job at the bank to start 
C. Dave, who does not have a job, but is looking for work
D. Jeremiah, who does only voluntary work for charity organizations 
7. How does Statistics Canada define the unemployment rate?
A. As the percentage of those unemployed relative to the percentage employed 
B. As the percentage of the labour force that is unemployed 
C. As the percentage of the adult population that is unemployed 
D. As the percentage of the labour force without full-time employment 
8. What does the labour-force participation rate measure?
A. The percentage of the total adult population that is in the labour force 
B. The percentage of the total adult population that is employed 
C. The percentage of the labour force that is employed 
D. The percentage of the labour force that is either employed or unemployed 
9. Compute the labour-force, u-rate, adult population, and labour force participation rate using this data:
A. Labour force 19 105.7 U-rate 6.9% Population 28 762.9 LF part rate 66.4%
B. Labour force 19 105.7 U-rate 6.9% Population 19 105.7 LF part rate 66.4%
C. Labour force 17 780.7 U-rate 6.9% Population 28 762.9 LF part rate 66.4%
D. Labour force 17 780.7 U-rate 6.9% Population 19 105.7 LF part rate 66.4%
10. Which of the following groups has the highesr labour-force participation rate in Canada?
A. Females, 15-24 years 
B. Males, 15-24 years 
C. Females, 25-44 years 
D. Males, 25-44 years
11. Which of the following led to the decrease in labour-force participation rates among Canadian men since World War II?
A. Longer schooling, an increase in stay-at-home dads, earlier retirement, and longer lives
B. Longer lives, laws that prevent mandatory retirement, and an increase in stay-at-home dads
C. Better unemployment insurance and laws that prevent mandatory retirement and age discrimination in hiring
D. Easier job searches, better training, and laws that prevent mandatory retirement and age discrimination in hiring 


Class 12
1. Curtis 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. John is an accountant. He has looked for work for some time, but no accounting firms are hiring. Which of the following best describes the nature of their unemployment?
A. John and Curtis are both frictionally unemployed. 
B. John and Curtis are both structurally unemployed. 
C. Curtis is frictionally unemployed, and John is structurally unemployed. 
D. Curtis is structurally unemployed, and John is frictionally unemployed.
2. Nancy is searching for a job that suits her tastes about where to live and the people she works with. Laura is looking for a job that makes best use of her skills. Which of the following best describe the nature of Nancy and Laura’s unemployment?
A. Nancy and Laura are both frictionally unemployed 
B. Nancy and Laura are both structurally unemployed 
C. Nancy is frictionally unemployed, and Laura is structurally unemployed 
D. Nancy is structurally unemployed, and Laura is frictionally unemployed 
3. How do sectoral shifts in the economy affect unemployment?
A. They create structural unemployment 
B. They reduce unemployment 
C. They increase unemployment due to job search 
D. Overall, they leave unemployment unchanged 
4. Suppose that in 2013, the demand for construction workers increased and the demands for textile and steel workers diminished.  Which of the following types of unemployment does this situation illustrate?
A. Frictional unemployment created by a sectoral shift 
B. Structural unemployment created by a sectoral shift 
C. Frictional unemployment created by efficiency wages 
D. Structural unemployment created by efficiency wages
5. The government operates programs for job training and job information intended to reduce unemployment. Which of the following best describes how economists feel about such programs?
A. More economists agree that such programs are of no use 
B. Most economists agree that such programs work well 
C. Some economists claim that the government can do these things no better than firms, and individuals could do them for themselves 
D. Some s=economists believe that the private sector has no role in the process of job search
6. Which of the following would we predict if a country increases its unemployment compensation?
A. The country would have shorter durations of each spell of unemployment, and it would have a higher unemployment 
B. The country would have shorter durations of each spell of unemployment, and it would have a higher unemployment rate 
C. The country would have longer durations of each spell of unemployment, and it would have a lower unemployment 
7. Which of the following determines the period for which an unemployed person can collect EI benefits?
A. The person’s age 
B. The average income in the region 
C. The person’s qualifications 
D. The unemployment rate in the region 
8. According to most economists, which of the following would be an effect of eliminating unemployment insurance?
A. It would cause an increase in unemployment because people would quit jobs they thought were not secure 
B. It would cause an increase in unemployment because if the government didn’t provide unemployment insurance, private firms would offer superior insurance 
C. It would cause a decrease in unemployment and an improvement in economic well-being
D. It would cause a decrease in unemployment, but economists disagree about whether economic well-being would be enhanced by such a change 
9. If the minimum wage was currently above the equilibrium wage, what would a decrease in the minimum wage do to the quantity demand and quantity supplied of labour?
A. It would increase both the quantity demanded and the quantity supplied of labour 
B. It would decrease both the quantity demanded and the quantity supplied of labour 
C. It would increase the quantity of labour demanded and decrease the quantity supplied 
D. It would decrease the quantity of labour demanded and increase the quantity supplied 
10. Typically, how much more do union members earn than similar workers who do not belong to a union?
A. 0 to 5 percent 
B. 5 to 10 percent 
C. 10 to 20 percent 
D. 20 to 30 percent 
11. Which of the following Canadian provinces has the highest percentage of unionized workers?
A. Ontario 
B. Newfoundland and Labrador 
C. British Columbia 
D. Quebec 
12. Dawn is the CEO of a corporation that hires nonunion labour. According to the theory of efficiency wages, if she decides to pay her workers more than the competitive equilibrium wage, which of the following is most likely to happen?
A. The profits of her new firm may increase
B. The highest wages will induce her workers to shirk 
C. The turnover of her workers may increase 
D. She will face shortage of labour 


Class 13
1. When Arnold uses dollars to record his income and expenses, how is he using money?
A. As a unit of account 
B. As a means of payment 
C. As a store of value 
D. As a medium of exchange 
2. Mia puts money into a piggy bank so she can spend it later. Which of the following functions of money does this illustrate?
A. Store of value 
B. Medium of exchange 
C. Unit of account 
D. Wealth 
3. Which of the following lists ranks assets from most to lease liquid?
A. Currency, fine art, stocks 
B. Currency, stocks, fine art
C. Fine art, currency, stock 
D. Fine art, stock, currency 
4. Which of the following us current Canadian currency?
A. Fiat money with intrinsic value
B. Fiat money with no intrinsic value 
C. Commodity money with intrinsic value 
D. Commodity money with no intrinsic value 
5. Which of the following has intrinsic value?
A. A golden coin 
B. A twenty-dollar bill 
C. A bank account 
D. A personal cheque 
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6. How does M1 compare with M2?
A. M1+is smaller and less liquid than M2
B. M1+ is smaller but more liquid than M2
C. M1+ is larger then and less liquid than M2
D. M1+ is larger than but more liquid than M2
7. Which of the following is included in M2 but not in M1+?
A. Currency 
B. Demand deposits 
C. Saving deposits 
D. Gold 
12. Which of the following is the fundamental functional of credit cards?
A. Credit cars are used for deferring payments 
B. Credit cards are used as store of value 
C. Credit cards are used for increasing the money supply 
D. Credit cards are used as investment assets 
13. What is the approximate amount of currency per person in Canada?
A. $275
B. $858 
C. $1025
D. $2174
14. Which of the following might explain why Canada has so much currency per person?
A. Canadian citizens are holding a lot of foreign currency 
B. Currency may be a preferable store of wealth for criminals 
C. People use credit and debit cars more frequently 
D. Much of Canadian currency is held by foreigners
15. For how long is the governor of the Bank of Canada appointed?
A. Life 
B. A seven-year term 
C. A five-year term 
D. A two-year term 
16. What is the reason behind the seven-year appointment for the governor of Bank of Canada?
A. It makes the system compatible wit the ones in other countries 
B. It confers stability to the financial system
C. It allows the governor to become better in doing his or her job 
D. It insulates the governor from political pressure 
17. Who owns the Bank of Canada?
A. Private individuals 
B. The Queen 
C. The commercial banks 
D. The federal government of Canada 
18. Which of the following does the Bank of Canada NOT do?
A. Control the supply of money 
B. Control the value of money 
C. Make loans to individual 
D. Regulate the banking system 
19. Which of the following is one of the functions of the Bank of Canada?
A. To maximize profits on behalf of its shareholders 
B. To act as a lender of last resort 
C. To convert currency into gold 
D. To bail out troubled commercial banks 


Class 14
1. When the price level falls, what happens to the number of dollars needed to buy a representative basket of goods?
A. It increases, so the value of money rises 
B. It increases, so the value of money falls
C. It decreases, so the value of money rises 
D. It decreases, so the value of money falls 
2. When the value of money rises, what happens to the number of dollars needed to buy a representative basket of goods?
A. It increases, and so the price level rises
B. It increases, and so the price level falls
C. It decreases, and so the price level rises 
D. It decreases, and so the price level falls
3. In the 14th century, the Western African Emperor Kankan Musa travelled to Cairo where he gave away much gold, which was in use as a medium of exchange. Which of the following would we predict this increase in gold would do to the price level and value of gold in Cairo?
A. Raise both the price level and the value of gold in Cairo
B. Raise the price level, but decrease the value of gold in Cairo
C. Lower the price level, but increase the value of gold in Cairo
D. Lower both the price level and the value of gold in Cairo
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4. Why is the money supply curve vertical?
A. Because the quantity of money supplied increases when the value of money increases 
B. Because the quantity of money supplied increases when the value of money decreases
C. Because the quantity of money supplied increases only if people desire to hold more money 
D. Because the quantity of money supplied increases only if the central bank increases the money supply 
5. Why does the supply of money increases?
A. When the value of money increases 
B. When the price level decreases 
C. When the Bank of Canada makes open-market purchases 
D. When the Bank of Canada increases the bank rate 
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6. According to the diagram, as the price level increases, what happens to the value of money?
A. It increases, so the quantity of money demanded increases
B. It increases, so the quantity of money demanded decreases 
C. It decreases, so the quantity of money demanded decreases 
D. It decreases, so the quantity of money demanded increases 
7. Which of the following best describe the effects of an open-market operation undertaken by the Bank of Canada?
A. If the Bank of Canada purchases bonds in the open market, then the money supply shifts right and the price level increases
B. If the Bank of Canada sells bonds in the open market, then the money supply shifts right and the price level decreases 
C. If the Bank of Canada purchases bonds in the open market, then the money supply shifts left and the price level decreases
D. If the Bank of Canada sells bonds in the open market, then the money supply shifts left and the price level increases
8. Randy pays $120 for a bag of goods he purchases at the HyValu discount store. Which of the following accurately identifies the types of variables involved?
A. The $120 is a real variable; the bag of groceries is a nominal variable
B. The $120 is a nominal variable; the bag of groceries is a real variable
C. Both the $120 and the bag of groceries are nominal variables
D. Both the $120 and the bag of groceries are real variables 
9. When do most economists believe the principle of monetary neutrality can be relevant?
A. In both the short run and the long run 
B. In neither the short run nor the long run 
C. Mostly in the short run 
D. Mostly in the long run 
10. An assistant professor of economics gets a $100-a-month raise, but then she figures that with her current monthly salary she can’t buy as many goods as she could last year. What has happened to her real and nominal wage
A. Her real and nominal wages have risen 
B. Her real and nominal wages have fallen 
C. Her real wage has risen, but her nominal wage has fallen 
D. Her real wage has fallen, but her nominal wage has risen 
11. Which of the following does real GDP measure?
A. The total quantity of final goods and services produced 
B. The dollar value of the economy’s output of final goods and services 
C. The total income received from producing final goods and services at current prices 
D. The change in prices from the base year to current year 
12. Based on the quantity equation, if M=125, V=4, and Y=200, what is P?
A. 0.5
B. 1
C. 1.5
D. 2.5
13. The money supply in Freedonia is $100 billion. Nominal GDP IS $800 billion, and real GDP is $200 billion. What is the price level in Freedonia?
A. 1
B. 2
C. 4
D. 8


Class 15 
1. According to the quantity theory of money, when the money supply doubles, which of the following variables doubles?
A. The price level 
B. The velocity of money 
C. The real GDP
D. The real interest rate
2. Which of the following best explains why governments may prefer an inflation tax to some other kind of tax?
A. The inflation tax is easier to impose 
B. The inflation tax reduces inflation 
C. The inflation tax fall mainly on high-income individuals 
D. The inflation tax reduces the real cost of government expenditure
3. How can people avoid the inflation tax?
A. By reducing savings 
B. By not fixing filing a tax return 
C. By reducing cash holdings 
D. By spending less
4. Suppose that the Government of Canada unexpectedly decided to pay off its debt by printing new money. Which of the following would happen?
A. People who held money would feel richer 
B. Prices who held government bonds would feel richer 
C. People who lent money at a fixed interest rate would feel richer 
D. People who borrowed money at a fixed interest rate would feel richer
5. Greta puts money in a saving account at her bank, earning 6.5 percent. One year later, she takes her money out and notes that while her money was earing interest, prices rose 3.5 percent. How has the amount of goods Greta can buy changed one year later?
A. Greta can buy 6.5 percent more goods
B. Greta can buy 6.5 percent less goods
C. Greta can buy 3 percent more goods
D. Greta can buy 3 percent less goods
6. Arnold puts money into an account. One year later, he sees that he has 7 percent more dollars and that his money will buy 4 percent more goods. Which of the following is consistent with these facts?
A. The nominal interest rate was 7 percent, and the inflation rate was 4 percent 
B. The nominal interest rate was 10 percent, and the inflation rate was 3 percent 
C. The nominal interest rate was 3 percent, and the inflation rate was –1o percent 
D. The nominal interest rate was 4 percent, and the inflation rate was -3 percent 
7. If the money supply growth rate permanently increased from 5 percent to 30 percent, what would we expect to happen to inflation?
A. It would increase by more than 25 percentage points
B. It would increase by 25 percentage points 
C. It would increase by less than 25 percentage points 
D. It would decrease by more than 25 percentage points
8. Which of the following are people required to report on income tax forms?
A. Nominal interest earnings 
B. Real interest earnings 
C. Real capital gains 
D. Expected inflation 
9. You deposit $1000 in the bank for one year. Case 1: inflation=0 percent, nominal interest rate=10 percent. Case 2: inflation =10 percent, nominal interest rate=20 percent. A, in which case does the real value of your deposit grow the most?
A. In both cases, the real interest rate is 5 percent, so the real value of the deposit grows 10 percent (before taxes)
B. The real interest rate is 10 percent, the real value of the deposit grows less than 10 percent (before taxes)
C. The real interest rate is 10 percent. The real value of the deposit grows more than 10 percent (before taxes)
D. In both cases, the real interest rate is 10 percent, so the real value of the deposit grows 10 percent (before taxes)
10. You deposit $1000 in the bank for one year. Case 1: inflation=0 percent, nominal interest rate=10 percent. Case 2: inflation=10 percent. Nominal interest rate=20 percent. Assume the tax rate is 25 percent. In which case do you pay the most taxes?
A. You pay $50 in taxes in case 1 and you pay $50 in taxes in case 2
B. You pay $25 in taxes in case 1 and you pay $50 in taxes in case 2
C. You pay $25 in taxes in case 1 and you pay $25 in taxes in case 2
D. You pay $50 in taxes in case 1 and you pay $25 in taxes in case 2
11. You deposit $1000 in the bank for one year. Case 1: inflation=0 percent, nominal interest rate=10 percent. Case 2: inflation=10 percent. Nominal interest rate=20 percent. Assume the tax rate is 25 percent. Assume the tax rate is 25 percent. Compute the after-tax nominal interest rate, then subtract off inflation to get the after-tax real interest rate for both cases. 
A. Case 1, nominal 7.5% real 7.5% and case 2, nominal 15% real 5%
B. Case 1, nominal 7.5% real 5% and case 2, nominal 15% real 5%
C. Case 1, nominal 7.5% real 7.5% and case 2, nominal 15% real 15%
D. Case 1, nominal 7.5% real 7.5% and case 2, nominal 5% real 5%



Class 16
1. Country A buys $150 of wine from country B, and B buys $30 of wool from A. which of the following correctly indicates the two country’s net export( in the order A, B)?
A. $180, $0
B. $150, $30 
C. $-120, $120
D. $120, -$120
2. A country sells more to people overseas than it buys from them. Which of the following correctly identifies the effect of these transactions?
A. The country will have a trade surplus and positive net exports. 
B. The country will have a trade surplus and negative net exports
C. The country will have a trade deficit and positive net exports.
D. The country will have a trade deficit and negative net exports
3. Which of the following would be Canadian foreign direct investment?
A. A polish company opens a shipbuilding plant in Canada
B. A Bolivian bank buys Canadian corporate bonds
C. A Canadian banks buys Bolivian corporate bonds 
D. A Canadian canning company opens a plant in educator 
4. Which of the following would be a Canadian foreign portfolio investment?
A. CAE, a Canadian company, builds a new factory near Rome, Italy
B. Your economics professor, a Canadian citizen, buys shares of stock in companies located in Eastern European countries
C. A Dutch hotel opens a new hotel in Canada 
D. A citizen of Singapore buys a bond issued by a Canadian corporation 
5. Tong, an Italian citizen, opens and operates a spaghetti factory in Canada. Which of the following does the counts as?
A. Italian foreign direct investment that increases Italian net capital outflow
B. Italian foreign direct investment that decreases Italian net capital outflow
C. Italian foreign portfolio investment that increases Italian net capital outflow
D. Italian foreign portfolio investment that decreases Italian net capital outflow
6. Suppose Judy, a Canadian citizen, opens an ice cream store in Bermuda. Which of the following would her expenditures be?
A. Canadian foreign portfolio investment that would increase Canadian net capital outflow
B. Canadian foreign portfolio investment that would decrease Canadian net capital outflow
C. Canadian foreign direct investment that would increase Canadian net capital outflow
D. Canadian foreign direct investment that would decrease Canadian net capital outflow
7. Suppose Bob, a Greek citizen, opens a restaurant in Vancouver. Which of the following correctly identifies the effects of this action?
A. It increases Canadian net capital outflow and has no effect on Greek net capital outflow
B. It increases both Canadian and Greek net capital outflows
C. It increases Canadian net capital outflows, but decreases Greek net capital outflow
D. It decreases Canadian net capital outflow, but increases Greek net capital outflow
8. Suppose Canada sells chocolate to the US. Which of the following correctly identifies the effects of this transaction?
A. US net exports increase, and US net capital outflow increases 
B. US net exports increase, and US net capital outflow decreases 
C. US net exports decrease, and US net capital outflow increases 
D. US net exports decrease, and US net capital outflow decreases
9. A Canadian firm buys sardines from Morocco and pays for them with Canadian dollars. Which of the following correctly identifies the effects of this transaction?
A. Canadian net exports increase, and Canadian net capital outflow increases
B. Canadian net exports increase, and Canadian net capital outflow decreases 
C. Canadian net exports decrease, and Canadian net capital outflow increases
D. Canadian net exports decrease, and Canadian net capital outflow decreases 
10. Jill, a Canadian citizen, uses some previously obtained euros to purchase a bond issued by a French vineyard. How does this transaction affect Canadian net capital outflow?
A. It increases Canadian net capital outflow by more than the value of the bond
B. It increases Canadian net capital outflow by the value of the bond 
C. It does not change Canadian net capital outflow
D. It decreases Canadian net capital outflow
11. Canada sells machinery to a South African company, which pays Canada with South African currency. What happens to Canadian net capital outflow from this transaction?
A. It increases because Canada acquires foreign assets 
B. It decreases because Canada acquires foreign assets 
C. It increases because Canada sells capital goods
D. It decreases because Canada sells capital goods
12. What is the formula for an open economy’s GDP?
A. Y=C+I+G
B. Y=C+I+G+T
C. Y=C+I+G+S
D. Y=C+I+G+NX
13. What is the formula for saving in an open economy?
A. Saving= Foreign saving +Net capital outflows 
B. Saving= Domestic investment- Net capital outflow 
C. Saving= Domestic saving+ Net capital outflow 
D. Saving= Domestic investment + Net capital outflow 
14. 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 decrease, and net capital outflow increases
D. Net exports decrease, and domestic investment is unchanged 
15. Suppose the exchange rate is 5 units of Peruvian currency per dollar, and hotel room in Lima, Peru, costs 350 units of Peruvian currency. How many dollars do you need to get a room in Lima
A. $1750
B. $355
C. $70
D. $35
16. Which of the following best defines the nominal exchange rate?
A. It is the nominal interest rate in one country divided by the nominal interest rate in the other country 
B. It is the rate at which a person can trade the currency of one country for the currency of another 
C. It is the price of a good in one country divided by the price of the same good in another 
D. It is the number of goods a person can trade for a similar good in another country 
17. If the exchange rate changes from 100 yen per dollar to 150 yen per dollar, what has happened to the dollar?
A. It has appreciated and so buys more Japanese goods
B. It has appreciated and so buys fewer Japanese goods 
C. It has depreciated and so buys more Japanese goods 
D. It has depreciated and so buys fewer Japanese goods
18. If the exchange rate changes from 0.35 Kuwaiti dinar per dollar to 0.30 Kuwaiti dinar per dollar, what has happened to the dollar?
A. It has appreciated and so buys more Kuwaiti goods 
B. It has appreciated and so buys fewer Kuwaiti goods 
C. It has depreciated and so buys more Kuwaiti goods
D. It has depreciated and so buys fewer Kuwaiti goods





Class 17 
1. In Canada, a cup of hot chocolate costs $6. In Australia, the same hot chocolate costs 6 Australian dollars. If the exchange rate is $3 Australian dollars per Canadian dollar, what is the real exchange rate?
A. ½ cup of Australian hot chocolate per cup of Canadian hot chocolate 
B. 1 cup of Australian hot chocolate per cup of Canadian hot chocolate 
C. 2 cups of Australian hot chocolate per cup of Canadian hot chocolate 
D. 3 cups of Australian hot chocolate per cup of Canadian hot chocolate 
2. If the Canadian real exchange rate appreciates, which of the following will most likely happen?
A. Exports increase and imports decrease 
B. Exports decrease and imports increase 
C. Exports and imports both increase 
D. Exports and imports both decrease 
3. e=10 pesos per $ price of tall Starbucks latte. What is the price of a Canadian latte measured in pesos? Calculate the real exchange rate, measured as Mexican lattes per Canadian latte. 
A. 24 pesos per Canadian latter, 1.25 Mexican lattes per Canadian latte 
B. 30 pesos per Canadian latter, 1.25 Mexican lattes per Canadian latte
C. 24 pesos per Canadian latter, 0.8 Mexican lattes per Canadian latte
D. 30 pesos per Canadian latter, 0.8 Mexican lattes per Canadian latte
4. What does purchasing-power parity imply?
A. That real incomes should be the same in all countries 
B. That the nominal exchange rates should be equal to 1 for all currencies 
C. That the price of a standard hamburger should be the same everywhere 
D. That the rent for an apartment should be the same everywhere 
5. Suppose that a lobster in Nova Scotia costs $10 and the same type of lobster in New Brunswick costs $30. How could people make a profit in the situation?
A. By buying lobster in Nova Scotia and selling them in New Brunswick, which would increase the price of lobster in New Brunswick 
B. By buying lobsters in Nova Scotia and selling them in New Brunswick, which would decrease the price of lobster in New Brunswick 
C. By buying lobster in New Brunswick and selling them in Nova Scotia, which would increase the price of lobster in New Brunswick 
D. By buying lobsters in New Brunswick and selling them in Nova Scotia, which would decrease the price of lobster in New Brunswick 
6. What terms refers to the process of taking advantage of different prices for a good in different markets?
A. Arbitrage 
B. Absolute advantage 
C. Capitalism 
D. The law of one price 
7. According to the theory of purchasing –power parity, what must the nominal exchange rate between two countries reflect?
A. The different price levels in those countries 
B. The different resource endowments in those countries 
C. The different income levels in those countries 
D. The different standards of living between those countries
8. When a country’s central bank increases the money supply, which of the following best predicts the consequences?
A. ITS price level rises, and its currency depreciates relative to other currencies in the world 
B. Its price level rises, and its currency depreciates relative to other currencies in the world 
C. Its price level falls, and its currency appreciates relative to other currencies in the world 
D. Its price level falls, and its currency depreciates relative to other currencies in the world 
9. On behalf of your firm, you make frequent trips to HK. You notice that you always have to pay more dollars to get enough local currency to get your hair styled than you have to pay to get your hair styled in Canada. Is this consistent with purchasing-power parity?
A. No, but it might be explained by limited opportunities for arbitrage across international borders 
B. Yes, if prices in HK are rising more rapidly than prices in Canada
C. Yes, if prices in HK are rising less rapidly than prices in Canada 
D. No, but it can be explained by arbitrage across international borders
10. According to purchasing-power parity theory, if the same fast-food hamburger costs $2.5 in Canada and 5 euros in France, what should the nominal exchange rate be?
A. 2 euros per dollar
B. 1 euros per dollar
C. 0.5 euros per dollar
D. 0.25 euros per dollar
11. What kind of country would most likely have a “small open economy”?
A. A country that trades with other countries and consistently has a trade surplus 
B. A country that trades with other countries and consistently has a trade deficit 
C. A country that trades with other countries and has a significant effect on world prices 
D. A country that trades with other countries, but has a negligible effect on world prices 
12. Consider this statement: “Canada is characterized by perfect capital mobility.” What does this mean in the language of economics?
A. That capital is free to move across provinces in Canada 
B. That capital is free to move from one sector to another 
C. That Canadians can invest abroad but foreigners cannot invest in Canada 
D. That Canadians can invest abroad and foreigners can invest in Canada 
13. If the Canadian real interest rate exceeds the world real interest rate, what would Canadian savers most likely do?
A. Canadian savers would prefer to buy foreign assets 
B. Canadian savers would prefer to wait until the real interest rate falls to equal the world interest rate 
C. Canadian savers would sell their Canadian assets and buy foreign assets instead 
D. Canadian savers would sell their foreign assets and buy Canadian assets instead
14. If the world real interest rate exceeds the Canadian real interest rate, what would Canadian savers most likely do?
A. Canadian savers would prefer to buy foreign assets 
B. Canadian savers would prefer to buy Canadian assets 
C. Canadian savers will prefer to wait until the two real interest are again equal 
D. Canadian savers will sell their foreign assets and buy Canadian assets instead 







After second midterm 
Class 18 
1. Which of the following best characterizes the aggregate-demand curve?
A. It solves downward because higher prices cause the exchange rate to depreciate 
B. It slopes downward because higher prices cause real wealth to decrease and interest rates to increase 
C. It slopes upward because higher prices cause people to increase their production 
D. It slopes upward because higher prices cause real wealth to increase and interest rates to decrease 
2. An increase in the price level makes consumers feel less wealthy. How is this situation represented?
A. Aggregate demand shifts right 
B. Aggregate demand shifts left 
C. There is a movement to right along a given aggregate-demand curve 
D. There is movement to the left along a given aggregate –demand curve 
3. In the aggregate demand and aggregate supply model, when does the aggregate quantity of goods demanded increase?
A. When real wealth falls 
B. When the interest rate rises 
C. When the dollar depreciates 
D. When stock prices decrease
4. What are the effects of an increase in the price level?
A. People hold less money, so they lend less, and the interest rate rises 
B. People hold less money, so they lend more, and the interest rate falls 
C. People hold more money, so they lend more, and the interest rate falls 
D. People hold more money, so they less, and the interest rate rises
5. What happens when the price level rises?
A. Interest rates rise, so firms increase investment 
B. Interest rate rises, so firms decrease investment 
C. Interest rates fall, so firms increase investment 
D. Interest rates fall, so firms decrease investment 
6. What are the effects of a decrease in the price in the price level?
A. Wealth falls, people lend less, interest rates fall, and the dollar appreciates 
B. Wealth falls, people lend less, interest rates rise, and the dollar depreciates
C. Wealth rises, people lend more, interest rates rise, and the dollar appreciates 
D. Wealth rises, people lend more, interest rates fall, and the dollar depreciates 
7. Suppose a stock market crash makes people feel poorer. What are the effects of tis decrease in wealth?
A. A decrease in consumption, which shifts aggregate supply left 
B. A decrease in consumption, which shifts aggregate demand left 
C. An increase in consumption, which shifts aggregate supply right 
D. An increase in consumption, which shifts aggregate demand right 


Class 19 
1. When would the long-un aggregate-supply curve shift right?
A. When immigration increases or the government makes a substantial increase in the minimum wage 
B. When immigration decrease or the government abolishes the minimum wage 
C. When immigration increase or the government abolishes the minimum wage 
D. When immigration decreases or the government makes a substantial increase in the minimum wage 
2. What happens to prices and output when the long-run aggregate-supply curve shifts right?
A. Prices and output both increase 
B. Prices and output both decrease 
C. Prices increase and output decreases 
D. Prices decrease and output increases 
3. According to the misperceptions theory of the short-run aggregate supply curve, if the price level increases more than people expect, how do firms change their behavior?
A. They believe that the relative price has decreased, so they increase production 
B. They believe that the relative price has decreased, so they decrease production 
C. They believe that the relative price has increased, so they increase production 
D. They believe that the relative price has increased, so they decrease production 
4. According to the sticky-wage theory, which of the following is consistent with unexpected increase in the price level?
A. The real wage rises, and employment rises 
B. The real wage rises, and employment falls 
C. The real wage falls, and employment rises 
D. The real wage falls, and employment falls 
5. According to the sticky-price theory, which of the following is consistent with a more-than-expected rise in the price level?
A. Some firms’ prices are higher than desired, which increases their sales 
B. Some firms’ prices are higher than desired, which depresses their sales 
C. Some firms’ prices are lower than desired, which increases their sales 
D. Some firms’ prices are lower than desired, which depresses their sales 
6. How are the effects of an increase in the price level that is greater than expected shown in the aggregate demand and aggregate supply model?
A. By shifting the short-run aggregate-supply curve right 
B. By shifting the short-run aggregate-supply curve left 
C. By moving to the right along a given aggregate supply curve 
D. By moving to the left along a given aggregate-supply curve 
7. In the economy is initially in long-run equilibrium, which of the following best describes the effects of a shift in aggregate demand?
A. Prices and output are affected in both the short and long run 
B. Prices and output are affected only in the short run 
C. Prices are affected in the long and short run, buy output only in the short run 
D. Prices are affected in the long and short run, but output only in the long run 
8. Suppose a shift in aggregate demand creates an economic contraction. If policymakers can respond with sufficient speed and precision, how can they offset the initial shift?
A. By shifting the aggregate supply right 
B. By shifting the aggregate supply left 
C. By shifting the aggregate demand right
D. By shifting the aggregate demand left 
9. The economy is in long-run equilibrium. Suddenly, due to improved international relations and the increased confidence of policymakers, citizens become more optimistic about the future and stay this way for long time. Initially, which curve shifts in which direction?
A. AD shifts right 
B. AD shifts left 
C. Short-run AS shifts right 
D. Short-run AS shifts left 
10. In which of the following situation would stagflation exist?
A. When prices and output rise 
B. When prices rise and output falls 
C. When prices fall and output rises 
D. When prices and output fall 
11. Which of the following would cause stagflation?
A. Aggregate demand shifts right 
B. Aggregate demand shifts left 
C. Aggregate supply shifts right 
D. [bookmark: _GoBack]Aggregate supply shifts left 
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Calculate the CPI

CPI basket: {10 kg beef, 20 kg
chicken}

The CPI basket cost $120
in 2008, the base year.

A. Compute the CPI in 2009.

B. What was the CPlinflation
rate from 2009-2010?

price
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price
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chick
en

2008

$4

$4

2009

$5

$5

2010

$9

$6
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