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1.	If Canadian citizens decide to save a larger fraction of their incomes, which statement would best identify the effects?
a. 	The real interest rate decreases, the real exchange rate of the dollar depreciates, and Canadian net capital outflow increases.
b. 	The real interest rate decreases, the real exchange rate of the dollar appreciates, and Canadian net capital outflow decreases.
c. 	The real interest rate increases, the real exchange rate of the dollar appreciates, and Canadian net capital outflow decreases.
d. 	The real interest rate increases, the real exchange rate of the dollar depreciates, and Canadian net capital outflow increases.
2.	Which statement is consistent with negative net exports?
 a. 	Net capital outflow is positive, so foreign assets bought by Canadians are greater than Canadian assets bought by foreigners.
 b. 	Net capital outflow is positive, so Canadian assets bought by foreigners are greater than foreign assets bought by Canadians.
 c. 	Net capital outflow is negative, so foreign assets bought by Canadians are greater than Canadian assets bought by foreigners.
 d. 	Net capital outflow is negative, so Canadian assets bought by foreigners are greater than foreign assets bought by Canadians.

3.	What is the main reason the aggregate-demand curve slopes downward?
 a. 	As the price level increases, money demand increases, interest rates increase, and investment decreases.
 b. 	As the price level increases, money demand increases, interest rates decrease, and investment increases.
 c. 	As the price level decreases, money demand increases, interest rates increase, and investment increases.
 d. 	As the price level decreases, money demand increases, interest rates decrease, and investment decreases.




4.	What does a trade surplus imply?
 a. 	saving is greater than domestic investment and Y > C + I + G
 b. 	saving is greater than domestic investment and Y < C + I + G
 c. 	saving is less than domestic investment and Y > C + I + G
 d. 	saving is less than domestic investment and Y < C + I + G

5.	According to the aggregate demand and aggregate supply model, in the long run what is the impact of an increase in the money supply?
 a. 	It lowers both the price level and real GDP.
 b. 	It increases GDP, but it does not change the price level.
 c. 	It increases the price level, but it does not change real GDP.
 d. 	It increases both the price level and real GDP.

6.	Which of the following would tend to shift the supply of dollars in the foreign-currency exchange market model to the left?
 a. 	The exchange rate rises.
 b. 	The exchange rate falls.
 c. 	The expected rate of return on Canadian assets rises.
 d. 	The expected rate of return on Canadian assets falls.

7.	Suppose that the dollar buys less cotton in Canada than in Egypt. How could traders make a profit?
 a. 	by buying cotton in Canada and selling it in Egypt, which would tend to raise the price of cotton in Canada
 b. 	by buying cotton in Canada and selling it in Egypt, which would tend to raise the price of cotton in Egypt
 c. 	by buying cotton in Egypt and selling it in Canada, which would tend to raise the price of cotton in Egypt
 d. 	by buying cotton in Egypt and selling it in Canada, which would tend to raise the price of cotton in Canada



8.	If it took as many dollars to buy goods in Canada as it did to buy enough currency to buy the same goods in Kenya, the real exchange rate would be computed as how many Kenyan goods per Canadian goods?
 a. 	one
 b. 	the number of dollars needed to buy Canadian goods divided by the number of shillings needed to buy Kenyan goods
 c. 	the number of shillings needed to buy Kenyan goods divided by the number of dollars needed to buy Canadian goods
 d. 	a number equal to the nominal exchange rate

9.	Which of the following would tend to shift the supply of dollars in the foreign-currency exchange market model to the right?
 a. 	The exchange rate rises.
 b. 	The exchange rate falls.
 c. 	The expected rate of return on Canadian assets rises.
 d. 	The expected rate of return on Canadian assets falls.

10.	A Canadian firm opens a factory that produces climbing equipment in Austria. What are the effects of this transaction?
 a. 	Canadian net capital outflow increases, and Albanian net capital outflow decreases.
 b. 	Canadian net capital outflow decreases, and Albanian net capital outflow increases.
 c. 	Only Canadian net capital outflow increases.
 d. 	Only Albanian net capital outflow increases.

11.	A Norwegian firm purchases earth-moving equipment from a Canadian company and pays for it with domestic currency. What are the effects of this transaction?
 a. 	It increases Canadian net exports and increases Norwegian net capital outflow.
 b. 	It increases Canadian net exports and decreases Norwegian net capital outflow.
 c. 	It decreases Canadian net exports and increases Norwegian net capital outflow.
 d. 	It decreases Canadian net exports and decreases Norwegian net capital outflow.


 12.	If the Bank of Canada conducts open-market sales, how do the money supply and the aggregate demand change?
 a. 	The money supply increases, and aggregate demand shifts right.
 b. 	The money supply increases, and aggregate demand shifts left.
 c. 	The money supply decreases, and aggregate demand shifts right.
 d. 	The money supply decreases, and aggregate demand shifts left.

Scenario 14-1

The economy is in long-run equilibrium. Suddenly, due to improved international relations, a boom experienced by a major trading partner, and the increased confidence of policymakers, citizens become more optimistic about the future and stay this way for a long time.

13.	Refer to the Scenario 14-1. In the long-run, how does the change in price expectations created by optimism change the aggregate demand and aggregate supply diagram?
 a. 	The long-run aggregate-supply curve shifts left.
 b. 	The long-run aggregate-supply curve shifts right.
 c. 	The short-run aggregate-supply curve shifts right.
 d. 	The short-run aggregate-supply curve shifts left.

14.	Which of the following shifts the short-run aggregate supply right?
 a. 	an increase in the money supply
 b. 	an increase in the minimum wage
 c. 	a decrease in the price of oil
 d. 	a decrease in immigration from abroad





15.	If Canada imposes an import quota on bicycles, which statement would best predict the consequences?
 a. 	Canadian exports increase, imports increase, and net exports are unchanged.
 b. 	Canadian exports increase, imports decrease, and net exports increase.
 c. 	Canadian exports decrease, imports increase, and net exports decrease.
 d. 	Canadian exports decrease, imports decrease, and net exports are unchanged.

Scenario 14-2

The economy is in long-run equilibrium. Suddenly, due to corporate scandals, a recession experienced by a major trading partner, and the loss of confidence among policymakers, citizens become pessimistic concerning the future. They maintain this level of pessimism for a long time.

16.	Refer to the Scenario 14-2. How does the new long-run equilibrium differ from the original one?
 a. 	Both the price level and real GDP are higher.
 b. 	Both the price level and real GDP are lower.
 c. 	The price level is the same and real GDP is lower.
 d. 	The price level is lower and real GDP is the same.

17.	How does Canadian aggregate demand change if the dollar appreciates or other countries experience recessions?
 a. 	Aggregate demand shifts right.
 b. 	Aggregate demand shifts left.
 c. 	If the dollar appreciates, aggregate demand shifts right; if other countries experience recessions, aggregate demand shifts left.
 d. 	If the dollar appreciates, aggregate demand shifts left; if other countries experience recessions, aggregate demand shifts right.




18.	What would cause prices to fall and output to rise in the short run?
 a. 	short-run aggregate supply shifts right
 b. 	short-run aggregate supply shifts left
 c. 	aggregate demand shifts right
 d. 	aggregate demand shifts left

19.	How does a monetary injection by the Bank of Canada affect interest rates and aggregate demand?
 a. 	It increases interest rates and increases aggregate demand.
 b. 	It increases interest rates and decreases aggregate demand.
 c. 	It decreases interest rates and decreases aggregate demand.
 d. 	It decreases interest rates and increases aggregate demand.

20.	Which statement best describes the effects of trade policies?
 a. 	Trade policies affect the trade balance, plus all industries in the same ways.
 b. 	Trade policies affect the trade balance, plus some industries differently than others.
 c. 	Trade policies do not affect the trade balance, but they affect some industries differently than others.
 d. 	Trade policies do not affect the trade balance, but they affect all industries in the same ways.

21.	In the market for foreign-currency exchange in the open-economy macroeconomic model, what does the amount of net capital outflow represent?
 a. 	the quantity of dollars supplied for the purpose of selling assets domestically
 b. 	the quantity of dollars supplied for the purpose of buying assets abroad
 c. 	the quantity of dollars demanded for the purpose of buying Canadian exports of goods and services
 d. 	the quantity of dollars demanded for the purpose of importing foreign goods and services



22.	In the open-economy macroeconomic model, what would make Panama’s net capital outflow decrease?
 a. 	a decrease in Canadian interest rates
 b. 	a decrease in Panamanian interest rates
 c. 	an appreciation of the Panamanian balboa
 d. 	an increase in Panama’s net exports

23.	Which of the following shifts aggregate demand to the right?
 a. 	a decrease in the money supply
 b. 	technological improvement that increases the profitability of capital investments
 c. 	the repeal of an investment tax credit
 d. 	a decrease in the price level

24.	Which of the following shifts the short-run aggregate supply to the right?
 a. 	an increase in the minimum wage
 b. 	an increase in immigration from abroad
 c. 	an increase in the price of oil
 d. 	an increase in the actual price level

25.	What will decrease Canadian net capital outflow?
 a. 	capital flight from Canada
 b. 	an increase in the government budget deficit
 c. 	the imposition of Canadian government import quotas
 d. 	a decrease in the tax on capital gains

26.	In the aggregate demand and aggregate supply model, when does the aggregate quantity of goods demanded decrease?
 a. 	when real wealth increases
 b. 	when the interest rate falls
 c. 	when the dollar depreciates
 d. 	when stock prices fall
27.	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 lend less, and the interest rate rises.

Figure 14-1
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28.	Refer to the Figure 14-1. How would an increase in the money supply move the economy in the long run?
 a. 	from C to A
 b. 	from C to B
 c. 	from C to A to C again
 d. 	from C to D

29.	Which of the following shifts both the short-run and the long-run aggregate supply right?
 a. 	an increase in the natural rate of unemployment
 b. 	an increase in the expected price level
 c. 	an increase in the capital stock
 d. 	an increase in money supply
30.	Which statement describes the interest-rate effect?
 a. 	A higher price level leads to higher money demand, higher money demand leads to higher interest rates, and a higher interest rate increases the quantity of goods and services demanded.
 b. 	A higher price level leads to higher money demand, higher money demand leads to lower interest rates, and a higher interest rate reduces the quantity of goods and services demanded.
 c. 	A lower price level leads to lower money demand, lower money demand leads to higher interest rates, and a lower interest rate reduces the quantity of goods and services demanded.
 d. 	A lower price level leads to lower money demand, lower money demand leads to lower interest rates, and a lower interest rate increases the quantity of goods and services demanded.

31.	What could create an increase in the price level and a reduction in real GDP?
 a. 	a fall in stock prices
 b. 	a war in the Middle East
 c. 	declining government expenditures
 d. 	tax rebates

32.	What happens in Canada when the Canadian government imposes an import quota on Gouda cheese?
 a. 	the real interest rate increases
 b. 	the real interest rate decreases
 c. 	the real exchange rate increases
 d. 	the real exchange rate decreases

33.	In the short run, what effect does an increase in the money supply have on interest rates and aggregate demand?
 a. 	It causes interest rates to increase and aggregate demand to shift right.
 b. 	It causes interest rates to increase and aggregate demand to shift left.
 c. 	It causes interest rates to decrease and aggregate demand to shift right.
 d. 	It causes interest rates to decrease and aggregate demand to shift left.

34.	According to the open-economy macroeconomic model, what would NOT be a consequence of an increase in the Canadian government budget deficit?
 a. 	Canadian trade balance rises.
 b. 	Canadian net capital outflow falls.
 c. 	Canadian investment abroad decreases.
 d. 	The real exchange rate of the Canadian dollar appreciates.

35.	Which statement best describes the effects of a fall in the price level?
 a. 	Dollars become more valuable, and interest rates rise.
 b. 	Dollars become more valuable, and interest rates fall.
 c. 	Dollars become less valuable, and interest rates rise.
 d. 	Dollars become less valuable, and interest rates fall.

36.	If a government increases its budget deficit, which statement would best predict the effects?
 a. 	The real exchange rate and domestic investment rise.
 b. 	The real exchange rate and domestic investment fall.
 c. 	The real exchange rate rises, and domestic investment falls.
 d. 	The real exchange rate falls, and domestic investment rises.

37.	If the Bank of Canada conducts open-market purchases, how do the money supply and the aggregate demand change?
 a. 	The money supply increases, and aggregate demand shifts right.
 b. 	The money supply increases, and aggregate demand shifts left.
 c. 	The money supply decreases, and aggregate demand shifts right.
 d. 	The money supply decreases, and aggregate demand shifts left.






38.	What is the effect of an increase in the Canadian real interest rate above the world interest rate?
 a. 	Canadians buy more foreign assets, which increases Canadian net capital outflow.
 b. 	Canadians buy more foreign assets, which reduces Canadian net capital outflow.
 c. 	Foreigners buy more Canadian assets, which reduces Canadian net capital outflow.
 d. 	Foreigners buy more Canadian assets, which increases Canadian net capital outflow.

39.	What happens when the dollar appreciates?
 a. 	Net exports increase, and aggregate demand shifts right.
 b. 	Net exports increase, and aggregate demand shifts left.
 c. 	Net exports decrease, and aggregate demand shifts right.
 d. 	Net exports decrease, and aggregate demand shifts left.

40.	Which statement best describes the effects of a fall in the price level?
 a. 	The real value of money and the real exchange rate rise.
 b. 	The real value of money and the real exchange rate fall.
 c. 	The real value of money rises, and the real exchange rate falls.
 d. 	The real value of money falls, and the real exchange rate rises.

41.	Which statement best describes the effects of an increase in the price level?
 a. 	Real exchange rates and interest rates rise.
 b. 	Real exchange rates and interest rates fall.
 c. 	Real exchange rates fall, and interest rates rise.
 d. 	Real exchange rates rise, and interest rates fall.





42.	What are the implications of a depreciation of the dollar?
 a. 	The dollar buys more foreign currency, so it buys more foreign goods.
 b. 	The dollar buys more foreign currency, so it buys fewer foreign goods.
 c. 	The dollar buys less foreign currency, so it buys more foreign goods.
 d. 	The dollar buys less foreign currency, so it buys fewer foreign goods.

43.	If there is a surplus of loanable funds, what best describes the difference?
 a. 	The quantity demanded is less than the quantity supplied, and the interest rate will rise.
 b. 	The quantity demanded is greater than the quantity supplied, and the interest rate will fall.
 c. 	The quantity demanded is less than the quantity supplied, and the excess is the net capital outflow
 d. 	The quantity demanded is less than the quantity supplied, and the shortage is the net capital inflow.

44.	In 2015, Denmark had net exports of $100 billion and sold $600 billion of goods and services abroad. What were Denmark’s components of net exports?
 a. 	$500 billion of exports and $600 billion of imports
 b. 	$500 billion of exports and $700 billion of imports
 c. 	$600 billion of exports and $500 billion of imports
 d. 	$700 billion of exports and $500 billion of imports

45.	What happens when the price level rises?
 a. 	Interest rates rise, so firms increase investment.
 b. 	Interest rates rise, so firms decrease investment.
 c. 	Interest rates fall, so firms increase investment.
 d. 	Interest rates fall, so firms decrease investment.





46.	Which of the following shifts money demand to the left?
 a. 	an increase in the price level
 b. 	a decrease in the price level
 c. 	an increase in the interest rate
 d. 	a decrease in the interest rate

47.	 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 rates are again equal.
 d. 	Canadian savers will sell their foreign assets and buy Canadian assets instead.

48.	What happens when the dollar depreciates?
 a. 	Canadian exports and imports increase.
 b. 	Canadian exports increase, while imports decrease.
 c. 	Canadian exports decrease, while imports increase.
 d. 	Canadian exports and imports decrease.

49.	Suppose the nominal exchange rate between the yen and the U.S. dollar is 260 yen per U.S. dollar, and that the nominal exchange rate between the Canadian dollar and the U.S. dollar is 1.30 Canadian dollars per U.S. dollar. How many yen would it take to buy a Canadian dollar?
 a. 	0.005
 b. 	0.5
 c. 	200
 d. 	200




50.	Suppose a stock market crash makes people feel less wealthy. What are the effects of this 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

51.	What happens when the dollar appreciates?
 a. 	Canadian exports decrease while imports increase.
 b. 	Canadian exports and imports decrease.
 c. 	Canadian exports and imports increase.
 d. 	Canadian exports increase while imports decrease.

 52.	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.

53.	Suppose that a kilogram can of coffee costs about $16 in Canada. Suppose the exchange rate is 0.7 euro per dollar and that a kilogram can of coffee in Belgium costs about 5.6 euros. What is the real exchange rate?
 a. 	3/4 cans of Belgian coffee per can of Canadian coffee
 b. 	2 cans of Belgian coffee per can of Canadian coffee
 c. 	2.45 cans of Belgian coffee per can of Canadian coffee
 d. 	3.5 cans of Belgian coffee per can of Canadian coffee




54.	In which situation would the long-run aggregate-supply curve shift right?
 a. 	if the government were to increase the minimum-wage
 b. 	if the government were to make unemployment benefits more generous
 c. 	if the government were to raise taxes on investment spending
 d. 	if the government were to increase immigration

55.	Which statement best explains the effect of trade policies on the trade balance?
 a. 		Trade policies alter the trade balance because they alter imports of the country that implemented them.
 b. 		Trade policies alter the trade balance because they alter net capital outflow of the country that implemented them.
 c. 		Trade policies do not alter the trade balance because they cannot alter the national saving or domestic investment of the country that implements them.
 d. 		Trade policies do not alter the trade balance because they cannot alter the real exchange rate of the currency of the country that implements them.

Scenario 14-2

The economy is in long-run equilibrium. Suddenly, due to corporate scandals, a recession experienced by a major trading partner, and the loss of confidence among policymakers, citizens become pessimistic concerning the future. They maintain this level of pessimism for a long time.

56.	Refer to the Scenario 14-2. Which statement is consistent with the aggregate demand and aggregate supply theory?
 a. 	The expected price level rises. Bargains are struck for higher increases in wages.
 b. 	The expected price level rises. Bargains are struck for lower increases in wages.
 c. 	The expected price level falls. Bargains are struck for higher increases in wages.
 d. 	The expected price level falls. Bargains are struck for lower increases in wages.



57.	Refer to the Scenario 14-2. In the long run, what does the change in price expectations caused by pessimism lead to?
 a. 	Long-run AS shifts left.
 b. 	Long-run AS shifts right.
 c. 	Short-run AS shifts right.
 d. 	Short-run AS shifts left.

58.	When taxes decrease, consumption increases. How is this situation represented in the aggregate demand and aggregate supply model?
 a. 	by a movement to the right along a given aggregate-demand curve
 b. 	by shifting aggregate demand to the right
 c. 	by shifting aggregate supply to the right
 d. 	by a movement to the left along a given aggregate-demand curve

59.	What happens to prices and output when the long-run aggregate-supply curve shifts left?
 a. 	Prices and output both increase.
 b. 	Prices and output both decrease.
 c. 	Prices increase and output decreases.
 d. 	Prices decrease and output increases.

60.	According to which theory do changes in the interest rate bring the money market into equilibrium?
 a. 	purchasing-power parity theory
 b. 	aggregate-demand and aggregate-supply theory
 c. 	liquidity-preference theory
 d. 	classical theory





61.	In the long run, what determines the level of output?
 a. 	the money supply
 b. 	the price level
 c. 	supply of capital and labour
 d. 	policies aimed at stabilizing the economy

62.	Suppose there was an economic contraction caused by a shift in aggregate supply. Further, suppose the central bank changes the money supply to offset the effects of that contraction. How would the effects of the change in money supply be reflected in the aggregate demand and aggregate supply model?
 a. 	aggregate supply would shift to the right.
 b. 	Aggregate supply would shift to the left.
 c. 	Aggregate demand would shift to the right.
 d. 	Aggregate demand would shift to the left.

63.	The country of Freedonia has a GDP of $4000, consumption of $1500, and government purchases of $900. What does this situation imply?
 a. 	Investment is equal to –$1600.
 b. 	Investment plus net capital outflow is equal to $1600.
 c. 	Investment plus net exports is equal to $2400.
 d. 	Saving is equal to –$2400.

64.	In which situation 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 decreases, and net capital outflow increases.
 d. 	Net exports decrease, and domestic investment is unchanged.




65.	Why does an increase in the price level result in a decrease in the aggregate quantity of goods and services demanded?
 a. 	because as wealth rises, interest rates rise, and the dollar appreciates
 b. 	because as wealth rises, interest rates fall, and the dollar depreciates
 c. 	because as wealth falls, interest rates rise, and the dollar appreciates
 d. 	because as wealth falls, interest rates fall, and the dollar depreciates

66.	What would make both the equilibrium interest rate and the equilibrium quantity of loanable funds increase?
 a. 	The demand for loanable funds shifts right.
 b. 	The demand for loanable funds shifts left.
 c. 	The supply of loanable funds shifts right.
 d. 	The supply of loanable funds shifts left.

67.	If there is capital flight from Canada, how does the open-economy macroeconomic model change?
 a. 	Both the supply of loanable funds and the supply of dollars for foreign exchange curves shift right.
 b. 	Both the supply of loanable funds and the supply of dollars for foreign exchange curves shift left.
 c. 	The supply of loanable funds shifts left, while the supply of dollars shifts right.
 d. 	The supply of loanable funds shifts right, while the supply of dollars shifts left.

68.	Which statement best characterizes the aggregate-demand curve?
 a. 	It slopes 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.


69.	How do open-market sales affect the price level and real GDP?
 a. 	They increase the price level and real GDP.
 b. 	They decrease the price level and real GDP.
 c. 	They increase the price level and decrease real GDP.
 d. 	They decrease the price level and increase real GDP.

70.	A country has $120 million of net exports and $150 million of saving. What is net capital outflow?
 a. 	–$30 million
 b. 	$30 million
 c. 	$120 million
 d. 	$150 million

71.	 In which situation do people want to hold more money?
 a. 	when the price level and the interest rate increases
 b. 	when the price level and the interest rate decreases
 c. 	when the price level increases and the interest rate decreases
 d. 	when the price level decreases and the interest rate increases

72.	All else equal, what happens as the price level falls?
 a. 	The money supply falls.
 b. 	Interest rates rise.
 c. 	Dollars become more valuable.
 d. 	Dollars become less valuable.

73.	How does an increase in the Canadian government budget deficit change the graph representing the Canadian market for loanable funds?
 a. 	The supply of loanable funds curve shifts to the right.
 b. 	The supply of loanable funds curve shifts to the left.
 c. 	The demand for loanable funds shifts to the right.
 d. 	The demand for loanable funds shifts to the left.
74.	What is the correct way to show the effects of a new import quota?
 a. 	Shift the demand for loanable funds right, the supply of dollars for foreign exchange right, and the demand for dollars left.
 b. 	Shift the demand for loanable funds right, and the supply of dollars for foreign exchange left.
 c. 	Shift the demand for dollars for foreign-currency exchange left.
 d. 	Shift the demand for dollars for foreign-currency exchange right.

75.	Hungary buys railroad engines from a Canadian firm and pays for them with forints (Hungarian currency). What happens to Canadian net exports and net foreign investment due to this transaction?
 a. 	It increases both Canadian net exports and Canadian net foreign investment.
 b. 	It decreases both Canadian net exports and Canadian net foreign investment.
 c. 	It increases Canadian net exports and decreases Canadian net foreign investment.
 d. 	It decreases Canadian net exports and increases Canadian net foreign investment.

76.	Jack and Jill are co-owners of the Canadian firm, Peak Petroleum Pipeline. Jack borrows money to build a pipeline from Alberta to the BC coast. Jill borrows money to build a pipeline in Venezuela. How does this affect the market for loanable funds in Canada?
 a. 	Jack increases the demand for loanable funds.
 b. 	Jill increases the demand for loanable funds.
 c. 	Jack increases the supply for loanable funds.
 d. 	Jill increases the supply of loanable funds.

 77.	When taxes increase, consumption decreases. How is this situation represented in the aggregate demand and aggregate supply model?
 a. 	by a movement to the left along a given aggregate-demand curve
 b. 	by shifting aggregate demand to the left
 c. 	by shifting aggregate supply to the left
 d. 	by a movement to the right along a given aggregate-demand curve


78.	Suppose a fall in stock prices makes people feel less wealthy. What are the effects of this decrease in wealth?
 a. 	decreased consumption, shown as a movement to the left along a given aggregate-demand curve
 b. 	increased consumption, shown as a movement to the right along a given aggregate-demand curve
 c. 	decreased consumption, which shifts the aggregate-demand curve to the left
 d. 	increased in consumption, which shifts the aggregate-demand curve to the right

79.	What will NOT change Canadian net exports?
 a. 	capital flight from Canada
 b. 	an increase in the government budget deficit
 c. 	the imposition of Canadian import quotas
 d. 	an increase in the world interest rate

80.	A country has $80 million of domestic investment and net capital outflow of –$20 million. What is saving?
 a. 	–$80 million
 b. 	–$60 million
 c. 	$60 million
 d. 	$80 million

81.	What happens to aggregate demand if people want to save more for retirement and the government raises taxes?
 a. 	Aggregate demand shifts right.
 b. 	Aggregate demand shifts left.
 c. 	If people save more, aggregate demand shifts right; if the government raises taxes, aggregate demand shifts left.
 d. 	If people save more, aggregate demand shifts left; if the government raises taxes, aggregate demand shifts right.


82.	In which situation would the long-run aggregate-supply curve shift right?
 a. 	if technology improves
 b. 	if the price level decreases
 c. 	if the price of oil increases
 d. 	if the money supply increases

83.	If the quantity of loanable funds supplied is greater than the quantity demanded, which statement best describes the difference?
 a. 	There is a deficit of loanable funds and the excess is net capital outflow.
 b. 	There is a deficit of loanable funds and the shortage is net capital outflow.
 c. 	There is a surplus of loanable funds and the excess is net capital outflow.
 d. 	There is a surplus of loanable funds, and the shortage is net capital outflow.

84.	Which statement is the most accurate description of trade policy?
 a. 	Trade policy has neither microeconomic nor macroeconomic effects.
 b. 	Trade policy has similar microeconomic and macroeconomic effects.
 c. 	The effects of trade policy are more macroeconomic than microeconomic.
 d. 	The effects of trade policy are more microeconomic than macroeconomic.

85.	What is the variable that balances the money demand and supply in the liquidity-preference and the classical theories?
 a. 	the interest rate in both theories
 b. 	the price level in both theories
 c. 	the interest rate in the liquidity-preference theory and the price level in the classical theory
 d. 	the price level in the liquidity-preference theory and the interest rate in the classical theory




86.	What is the variable that links the loanable funds market and the foreign-currency exchange market?
 a. 	net capital outflow
 b. 	national saving
 c. 	exports
 d. 	imports

87.	Exchange rates are 0.75 U.S. dollars per Canadian dollar, 170 yen per Canadian dollar, 0.8 euro per Canadian dollar, and 20 pesos per Canadian dollar. A bottle of beer in New York costs 6 U.S. dollars, 1200 yen in Tokyo, 7 euros in Munich, and 100 pesos in Cancun. Where is the most expensive beer?
 a. 	Cancun
 b. 	New York
 c. 	Tokyo
 d. 	Munich

Figure 15-2
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 88.	Refer to the Figure 15-2. If the closed economy is at point b, the best policy to restore full employment is which of the following?
 a. 	increasing the money supply
 b. 	decreasing government purchases
 c. 	increasing taxes
 d. 	selling Canadian dollars
89.	Suppose that the real exchange rate between Canada and Tanzania is defined in terms of baskets of goods. What will increase the real exchange rate (that is, increase the number of baskets of Tanzanian goods a basket of Canadian goods buys)?
 a. 	an increase in the number of Tanzanian shillings that can be purchased with a dollar
 b. 	an increase in the price in Canadian dollars of Tanzanian goods
 c. 	an increase in the price in Tanzanian shillings of Tanzanian goods
 d. 	a decrease in the number of Tanzanian shillings that can be purchased with a dollar

90.	What does the value of net exports equal?
 a. 	the value of national saving–net capital outflow
 b. 	the value of public saving
 c. 	the value of national saving minus imports
 d. 	the value of national saving minus domestic investment

91.	Which of the following shifts aggregate demand to the left?
 a. 	an increase in exports
 b. 	an increase in taxes
 c. 	a decrease in imports
 d. 	a decrease in interest rates

92.	Which statement 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.




93.	What equation is the GDP identity in an open economy?
 a. 	Y = C + I + G + NCO
 b. 	NX = – NCO
 c. 	NCO = S – I + NX
 d. 	Y = C + I + G – NX

94.	Roger lives in Iceland and purchases a snowmobile manufactured in Canada. What is this purchase?
 a. 	both a Canadian and an Icelandic export
 b. 	both a Canadian and an Icelandic import
 c. 	a Canadian import and an Icelandic export
 d. 	a Canadian export and an Icelandic import

95.	In an open economy, what does net capital outflow equal?
 a. 	imports
 b. 	net exports
 c. 	exports
 d. 	net imports

96.	How do tax cuts and government expenditure affect aggregate demand?
 a. 	Both shift aggregate demand right.
 b. 	Both shift aggregate demand left.
 c. 	Tax cuts shift aggregate demand right; government expenditure shifts aggregate demand left.
 d. 	Tax cuts shift aggregate demand left; government expenditure shifts aggregate demand right.





97.	In the open-economy macroeconomic model, what is net capital outflow equal to?
 a. 	the quantity of dollars supplied in the foreign exchange market
 b. 	the quantity of dollars demanded in the foreign exchange market
 c. 	the quantity of funds supplied in the loanable funds market
 d. 	the quantity of funds demanded in the loanable funds market

98.	Which statement does NOT accurately explain the slope of the aggregate-demand curve?
 a. 	When interest rates fall, Sleepwell Hotels decides to build some new hotels.
 b. 	The exchange rate falls, so French restaurants in Paris buy more Canadian beef.
 c. 	Janet feels wealthier because of the price drop, so she decides to landscape her backyard.
 d. 	With prices down and wages fixed by contract, Safe Well Servicing decides to lay off workers.

99.	 do people primarily own or hold money?
 a. 	because it has a guaranteed nominal return
 b. 	because it can be invested for a guaranteed real return
 c. 	because it can be used directly to buy goods and services
 d. 	because it functions as a unit of account

100.	Fiscal policy refers to the idea that aggregate demand is changed by changes in what?
 a. 	the money supply
 b. 	government spending and taxes
 c. 	trade policy
 d. 	interest rates

101.	What did Keynes believe caused recessions and depressions?
 a. 	excess aggregate demand
 b. 	inadequate aggregate demand
 c. 	excess aggregate supply
 d. 	inadequate aggregate supply
102.	An increase in government spending initially and primarily shifts which curve in what direction?
 a. 	aggregate demand to the right
 b. 	aggregate demand to the left
 c. 	aggregate supply to the right
 d. 	aggregate supply to the left

103.	What are the effects of a change in taxes on consumption and aggregate demand?
 a. 	If taxes increase, consumption increases and aggregate demand shifts right.
 b. 	If taxes increase, consumption decreases and aggregate demand shifts left.
 c. 	If taxes decrease, consumption increases and aggregate demand shifts left.
 d. 	If taxes decrease, consumption decreases and aggregate demand shifts right.

104.	How does the aggregate demand and aggregate supply model reflect a rise in wage rates?
 a. 	The short-run aggregate-supply curve shifts to the right.
 b. 	The short-run aggregate-supply curve shifts to the left.
 c. 	The aggregate-demand curve shifts to the right.
 d. 	The aggregate-demand curve shifts to the left.

105.	In the market for foreign-currency exchange in the open-economy macroeconomic model, which of the following results from a higher real exchange rate?
 a. 	It makes Canadian goods more expensive relative to foreign goods and reduces the quantity of dollars supplied.
 b. 	It makes Canadian goods more expensive relative to foreign goods and reduces the quantity of dollars demanded.
 c. 	It makes foreign goods more expensive relative to Canadian goods and reduces the quantity of dollars supplied.
 d. 	It makes foreign goods more expensive relative to Canadian goods and reduces the quantity of dollars demanded.




106.	What could create an increase in the price level and a decrease in real GDP in the short run?
 a. 	an increase in the money supply
 b. 	an increase in government expenditures
 c. 	a fall in stock prices
 d. 	bad weather in agriculture producing provinces

107.	According to most economists, what does fiscal policy affect?
 a. 	only aggregate demand and not aggregate supply
 b. 	mostly aggregate demand
 c. 	mostly aggregate supply
 d. 	only aggregate supply and not aggregate demand

108.	Why is the long-run aggregate-supply curve vertical?
 a. 	because population grows slowly
 b. 	because the government controls inflation
 c. 	because money is neutral
 d. 	because prices are stable
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109.	Refer to the Figure 14-1. In the short run, what would result from a favourable shift in aggregate supply?
 a. 	It would move the economy from A to B.
 b. 	It would move the economy from B to C.
 c. 	It would move the economy from C to D.
 d. 	It would move the economy from D to A.

110.	What happens to sales and profit during recessions?
 a. 	sales and profits fall
 b. 	sales and profits rise
 c. 	sales rise and profits fall
 d. 	profits fall and sales rise

111.	Which of the following shifts aggregate demand right?
 a. 	an increase in government expenditures or a decrease in the price level
 b. 	a decrease in government expenditures or an increase in the price level
 c. 	an increase in government expenditures, but not a change in the price level
 d. 	a decrease in the price level, but not an increase in government expenditures





112.	If the Canadian real exchange rate appreciates, what 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.

113.	When the government spends more, what is the initial effect?
 a. 	Aggregate demand shifts right.
 b. 	Aggregate demand shifts left.
 c. 	Aggregate supply shifts right.
 d. 	Aggregate supply shifts left.

114.	In an open economy, where does the demand for loanable funds come from?
 a. 	from those who want to borrow funds to buy domestic capital goods
 b. 	from those who want to borrow funds to buy foreign assets
 c. 	from those who want to borrow funds to buy either domestic capital goods or foreign assets
 d. 	from those who want to borrow funds to buy Canadian bonds or shares of stock in Canadian companies

115.	In the open-economy macroeconomic model, where does the supply of loanable funds come from?
 a. 	national saving
 b. 	private saving
 c. 	public saving
 d. 	the sum of domestic investment and net capital outflow





116.	 In which situation would the long-run aggregate-supply curve shift right?
 a. 	if immigration from abroad decreases
 b. 	if the capital stock decreases
 c. 	if the money supply increases
 d. 	if technology advances

117.	What typically rises during a recession?
 a. 	the price level
 b. 	unemployment
 c. 	corporate profits
 d. 	automobile sales

118.	What does the identity “net capital outflow = net exports” imply?
 a. 	The supply of dollars equals the demand for dollars in the foreign-currency market.
 b. 	National saving equals domestic investment.
 c. 	The volume of exports equals the volume of imports.
 d. 	Canadian investment abroad is equal to foreign investment in Canada.

119.	In the mid-1970s the price of oil rose dramatically. What did this event cause?
 a. 	It shifted aggregate supply left.
 b. 	It caused Canadian prices to fall.
 c. 	The aggregate demand increased because of an increase in the demand for gasoline.
 d. 	OPEC to increase oil production

120.	What is the supply and demand for loanable funds equation in an open economy?
 a. 	S = I
 b. 	S = NX + NCO
 c. 	S = NCO
 d. 	S = I + NCO

121.	What changes will a shortage of loanable funds induce in a savings–investment diagram in a closed economy?
 a. 	The demand for loanable funds curve will shift right, so the interest rate will rise.
 b. 	The supply of loanable funds curve will shift left, so the interest rate will fall.
 c. 	There will be no shifts of the curves, but the interest rate will rise.
 d. 	There will be no shifts of the curves, but the interest rate will fall.

122.	Suppose the exchange rate is 5 units of Peruvian currency per dollar, and a hotel room in Lima, Peru, costs 450 units of Peruvian currency. How many dollars do you need to get a room in Lima?
 a. 	$45
 b. 	$90
 c. 	$455
 d. 	$2250

123.	What would an appreciation of the Canadian real exchange rate induce Canadian consumers to buy?
 a. 	fewer domestic goods and foreign goods
 b. 	more domestic goods, but fewer foreign goods
 c. 	fewer domestic goods, but more foreign goods
 d. 	more domestic goods and foreign goods

124.	Which statement best characterizes the long-run aggregate-supply curve?
 a. 	It is horizontal.
 b. 	It shows a positive relationship between price level and output.
 c. 	It demonstrates the importance of money in the economy.
 d. 	It shows that money does not influence real GDP in the long run.
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125.	Refer to the Figure 15-2. In a closed economy, what could have caused the economy to move from a to b?
 a. 	a wave of optimism
 b. 	a decrease in price
 c. 	either fiscal or monetary contraction
 d. 	an increase in the price of oil


126.	What imbalance does net capital outflow measure?
 a. 	an imbalance between a country’s production and expenditure
 b. 	an imbalance between a country’s investment and saving
 c. 	an imbalance between a country’s sale of goods and services abroad and buying of foreign goods and services
 d. 	an imbalance between a country’s sale of domestic assets abroad and domestic purchase of foreign assets
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