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Part I: Multiple Choice Questions

1. 
An open market operation refers to:

A) The purchase of goods and services by the central bank.

B) An announcement about the level of the money supply in the economy.

C) The process of printing more money and distributing it to the public.

D) The purchase or sale of bonds to influence the level of the money supply in the economy.

2.
If the BOC decides to expand the money supply, then it will

A) raise the overnight lending rate to member banks.

B) issue directions to purchase government securities, thus putting more reserves in member


banks.

C) issue directions to sell government securities, thus taking reserves from member banks.

D) order new Canadian bills delivered to member banks.
3.
The BOC conducts an open market purchase of Canada Savings Bonds of $10 million. If the required reserve ratio is 0.1, what change in the money supply can be expected using the money multiplier?

A) $100 million

B) $10 million

C) –$10 million

D) –$100 million
4.
How are bond prices affected when the interest rate falls?

A) The purchaser of the bond needs to spend less money to obtain a given number of dollars of interest per year, so the price of the bond must decrease.

B) The purchaser of the bond needs to spend more money to obtain a given number of dollars of interest per year, so the price of the bond must increase.

C) The purchaser of the bond needs to spend more money to obtain a given number of dollars of interest per year, so the price of the bond must decrease.

D) The purchaser of the bond needs to spend less money to obtain a given number of dollars of interest per year, so the price of the bond must increase.

5.
If the BOC raises the target overnight rate, what will be the effect on the money supply?

A) It will decrease the money supply.

B) It will increase the money supply.

C) No change in the money supply.

D) Not enough data to give an answer.

6. 
To have long term effects on the economy, monetary and fiscal policies must

A) Alter SRAS curve.

B) Alter AD.

C) Affect the level of potential output.

D) Smooth fluctuations in economic activity over business cycles.

7.
What is a twenty-dollar bill issued by the Bank of Canada?
A) Its asset
B) Its liability
C) Its capital consumption allowance
D) Its net worth
8.
Which of the following is NOT a monetary policy operating techniques in Canada?
A) Changing the required reserve ratio of the commercial banks
B) Announcing and defending the target overnight interest rate
C) Switching government deposits between the Bank of Canada and the commercial banks
D) Buying and selling government bonds in the open market
9.
Why is the Bank of Canada unable to control both the overnight interest rate (ONR) and the money supply simultaneously?
A) If it sets a particular ONR, it has to let money demand determine the size of the money supply
B) If it sets a particular money supply, it has to let money demand determine the size of the ONR
C) If it desires a high ONR, the corresponding money supply has to fall
D) All of the answers are correct
10.
In Canada, the bank rate is ____ than the overnight lending rate by _____ percentage points.
A) Lower; 0.5
B) Lower; 0.25
C) Higher; 0.5
D) Higher; 0.25
11.
If potential output equals 5,000 and short-run equilibrium output equals 4,500, there is a(n) _____ gap and the Bank of Canada, according to the Taylor rule, will _____ interest rates in order to close the gap.
A) Recessionary; lower
B) Recessionary; raise
C) Inflationary; raise
D) Inflationary; lower
12.
If the Bank of Canada follows the Taylor rule, it reacts to a recessionary gap by __interest rates, then aggregate expenditure will ______, aggregate demand will ______, and short-run equilibrium output will _______.
A) Decreasing; increase; increase; increase
B) Increasing; decrease; decrease; decrease
C) Increasing; increase; increase; decrease
D) Decreasing; increase; decrease; decrease
13.
During the 2008-2009 financial crisis, which of the following policies was NOT adopted by central banks in North America and Europe?
A) Conducting SRA to defend the target overnight interest rates
B) Open market purchases of bonds by the central banks
C) Raising target overnight interest rates
D) “Quantitative easing” by the central banks
14.
If funds in the overnight loans market are trading below the target overnight rate, then the Bank of Canada will _______ to _______ the monetary base and ________the overnight market rate.
A) Make an SRA; decrease; raise
B) Make an SRA; increase; lower
C) Make an SPRA; decrease; raise
D) Make an SPRA; increase; lower
15.
How can a central bank decrease the money supply?
A) By decreasing the target overnight interest rate
B) By engaging in “quantity easing”
C) By selling securities
D) All of the answers are correct

Part II: Short Questions

1. The Goods Market and the Money Market Together 

In this question we analyze how the Canadian economy is described by the goods and money markets. The simplified economy is specified as follows: 



A. Goods market, all values C, I, G and NX values are in billions of C$:

- Consumption expenditure:  C  = 150 + 0.8(Y-T)

- Investment expenditure: I  = 1200 – 500i
- Government expenditure: G = 300

- Lump-sum constant taxes: T = 300

- Exports=80

- Imports=10



B. Money market, all Md values are in billions of C$:

- Interest rate: i = 0.1 or 10%.

- Money demand: Md =800 – 2000i

Given the above information, solve for the following:

(i) The equilibrium Y, money supply, C and I; 

(ii) Now suppose there is an impending federal election, and the government promises to use fiscal policies to stimulate the economy. 

(a) Find the value of the goods market multiplier.

(b) Let G rise to $400. Solve for the new equilibrium Y and C.

(c) Explain intuitively how the increase in G affects the economy through the multiplier. Use three rounds of effects to demonstrate the multiplier effects. Let the first round be related to health care spending, the second round related to clothing, the third round related to food.

(d) Now consider monetary policies only. Suppose the BOC wants to drop the i to 0.05 or 5%, with G still at $300. Solve for the new I and the (I compared to when i=0.1. Given the multiplier, how much would you expect Y to rise by? Explain.

(e) Find the equilibrium Y, money supply, C and I. Are your answers in (d) correct? Explain. 
(f) Explain intuitively how the drop in i affects the money supply, then I, then Y, then C.
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