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64. If receipts of factor income from the rest of the world are less than payments of factor income to the rest off
the world, then

A) GDP is greater than GNP.

B) GDP equals GNP.

C) GNP equals NNP.

D) GNP is greater than GDP.

65. The labor force participation rate is defined as

A) the percentage of the working-age populationsthat is efployed.
B) the percentage of the working-age population that is unemplovyed.
C) the percentage of the labor force that is employed.

D) the percentage of the labor foree that is unemployed.

E) the percentage of the working-age population in-the laborforce.

66. People who lost their jobs as hand-drawn animators because of the popularity of computer-generated 3D
animation are examples of persons who are suffering

A) frictional unemployment.

B) structural unemployment.

C) cyclical unemployment.

D) seasonal unemployment.

E) unnatural unemployment.

67. Which of the following is an example of a worker experiencing frictional unemployment?

A) A worker quits his job at the Post Office to find.mbore interesting wotk.

B) A computer programmer loses her job because it is outsourced to India.

C) An employee is laid off because the economy is suffering a recession.

D) A worker employed to portray Santa Claus at a Department Store over the Christmas season is laid off after
Christmas.

E) A United Airlines pilot loses her job because of lack of demand for air travel.

68. Efficiency wages cause unemployment because

A) firms pay wages that are below the market wage, causing labor demand to be greater than labor supply.
B) firms pay wages that are below the market wage, causing labor demand to be less than labor supply.

C) firms pay wages that are above the market wage, causing labor demand to be greater than labor supply.

D) firms pay wages that are above the market wage, causing labor demand to be less than _lzzbo_f_supply.
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A) below the market wage, causing labor demand to be greater than labor supply.
B) below the market wage, causing labor demand to be less than labor supply.

C) above the market wage, causing labor demand to be greater than labor supply.
D) above the market wage, causing labor demand to be less than labor supply.

E) too low.

purchasing power of your income has
A) fallen; fallen
B) fallen; risen
C) risen; risen

D) risen; fallen

71. If inflation increases unexpectedly, then
A) borrowers pay a higher/real interest rate than they expected.
B) lenders receive a lower real interest rate than they expected.
C) lenders gain and borrowers gain.
D) neither borrowers nor lenders lose.

72. The _ is a measure of the price levcl=and.is-calculated by dividing
multiplying by 100.
A) CPI; real GDP nominal GDP
B) GDP deflator; real GDP; nominal GDP
C) GDP deflator; nominal GDP; real GDP
D) PPI; nominal GDP; real GDP
E) PPI; real GDP; nominal GDP

73. Potential GDP is defined as

A) the maximum of GDP that the economy can produce.

B) the amount of GDP produced if there is no frictional unemployment.
C) the level of GDP attained when all firms are producing at capacity.

D) the amount of GDP produced if there is no structural unemployment.

69. Minimum wage laws cause unemployment because the legal minimum wage is set

70. If your nominal wage rises faster than the price level then we can say your real wage has

and the

and

74. Because ~_in the government budget deficit increase the real interest rate, budget deficits can
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firm investment.
A) increases; increase
B) decreases; increase
C) decreases; decrease
D) increases; decrease

75. If the economy is currently in equilibrium at a level of GDP that is below potential GDP, which of the
following would move the economy back to potential GDP?

A) an increase in interest rates

B) a decrease in business confidence

C) an increase in wealth

D) an increase in the value of the dollar relative to other currencies

76. consumption is consumption that depends upen the level of GDP and consumption i
consumption that does not depend upon the level of GDP.

A) induced; autonomous

B) voluntary; autonomous

C) autonomous; voluntary

D) autonomous; induced

77. Which of the following is a reason why increases in the price level results in a decline in aggregate
expenditure?
A) As the price level rises, government spending falls, which lowers aggregate expenditures.
B) Price level increases cause firms and consumers to hold more money, which raises the interest rate. Highen
interest rates lower consumption and planned investmentexpenditures, which lowers aggregate expenditures.
C) Price level increases in the U.S. relative to other countries, raise net exports, which lowers aggregate
expenditures.

D) Price level increases raise real wealth which causes consumption spending and aggregate expenditures to
decline.

78. Keynes believed in all of the following EXCEPT

A) the government has a role to play in fighting inflation.

B) the government has a role to play in fighting unemployment.

C) monetary and fiscal policies should be used to manage the macroeconomy.

D) people use rational expectations to form their expectations of the future.
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79. Suppose a developing country receives more machinery and capital equipment as foreign entrepreneurs|
increase the amount of investment in the economy. As a result,

A) the long run aggregate supply curve will shift to the right.

B) the long run aggregate supply curve will shift to the left.

C) the economy will move up along the long run aggregate supply curve.

D) the economy will move down along the long run aggregate supply curve.

80. Interest rates in the economy have fallen. How will this affect aggregate demand and equilibrium in the short
run?
A) Aggregate demand will rise, the equilibrium prie€level wilkise, and the equilibrium level of GDP will rise.
B) Aggregate demand will rise, the equilibrium price level will fall,'and the equilibrium level of GDP will rise.
C) Aggregate demand will fall, the equilibrium price level will fall, and the equilibrium level of GDP will fall.
D) Aggregate demand will fall, the'€quilibrium price level will rise, and the equilibrium level of G will rise.

81. Assume that the demand for money depends on the interest rate. A in the money supply will cause
the interest rate to |, the quantity demanded of money to , and the velocity of money to

A) decrease; decrease; decrease; decrease

B) decrease; increase; decrease; increase

C) increase; decrease; increase; increase

D) increase; decrease; decrease; increase

82. Assume that banks become less conservative in their lending policies and start holding no excess reserves.
Compared to a situation in which banks are holding excess reserves, the size of the money supply will be
A) zero.
B) larger.
C) the same.

D) smaller.

83. If households in the economy decide to take money out of checking account deposits and put this money into
savings accounts this will initially
A) decrease M1 and increase M2.
B) decrease M1 and decrease M2.
C) decrease M1 and not change M2.
D) increase M1 and decrease M2.
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84. Open market operations refer to the buying and selling of by the B to control the money)
supply.

A) Treasury securities; Treasury Department
B) Treasury securities; Federal Reserve

C) Stocks and bonds; Treasury Department
D) Stocks and bonds; Federal reserve

85. An increase in the purchasing power of money would not, on average, result in an increase in the purchasing]
power of peoples’ income; because a price level would likelymean =~ wages and salaries.

A) rising; falling

B) rising; rising

C) falling; falling

D) falling; rising

86. If tax rates increased, giving people a decreased incentive to work and businesses a decreased incentive to
invest

A) aggregate supply will decrease, aggregate output will decrease, and the price level will decrease.

B) aggregate supply will decrease, aggregate output will decrease, and the price level will increase.

C) both aggregate supply and demand will decrease, aggregate output will decrease, and the price level will
decrease.

D) aggregate supply will decrease, aggregate. demand will increase, aggregate output will decrease, and the price
level will increase.

87. If firms have rational expectations and if they set prices and wages on this basis, then on average, prices and
wages will be set at levels that  ™win the goods*and"labor markets?
A) leave a surplus
B) leave a shortage
C) ensure equilibrium
D) ensure maximum profits

88. Assume that the substitution effect dominates the income effect. When workers experience a price
surprise, they perceive that their real wage rate has , which leads them to work more
hours.

A) positive; correctly; risen
B) negative; correctly; fallen

C) negative; incorrectly; risen
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D) positive; incorrectly; risen

89. Suppose the Fed decreases the money supply. In response households and firms will short term
assets and this will drive interest rates.

A) buy; up

B) buy; down

C) sell; up

D) sell; down

00. If the Fed pursues expansionary monetary poliey*then

A) the money supply will decrease, interest rates will rise and GDPwill fall.
B) the money supply will decrease, interest rates will fall and GDP will fall.
C) the money supply will increaseyinterest rates will rise and GDP will rise.

D) the money supply will increase, interest rates will‘fall and"GDP will rise.

91. Decreasing government spending .~ theprice leveland. . equilibrium real GDP.
A) decreases; increases
B) increases; decreases
C) increases; increases

D) decreases; decreases

02. The multiplier effect is the series of increases 1n expenditures that result from an initial
increase in expenditures.

A) induced; investment; autonomous

B) induced; consumption; autonomous

C) autonomous; consumption; induced

D) autonomous; investment; induced

93. Crowding out, following an increase in government spending, results from (the exchange rate is the foreign
exchange price of the domestic currency).

A) higher interest rates and a lower exchange rate

B) higher interest rates and a higher exchange rate

C) lower interest rates and a lower exchange rate.

D) lower interest rates and a higher exchange rate.

04. If the long-run aggregate supply curve is vertical,
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A) the economy stays at the natural rate of inflation in the long run.
B) the short-run Phillips curve must be vertical.

C) unemployment and inflation are positively related in the long run.

D) the tradeoff between unemployment and inflation cannot be permanent.

05. How does an increase in the relative price of a country's goods in terms of foreign goods, or real exchange
rate, affect its balance of trade?

A) An increase in the real exchange rate raises imports, reduces exports, and reduces the balance of trade.

B) An increase in the real exchange rate reduces imports, raises exports, and reduces the balance of trade.

C) An increase in the real exchange rate reduces imports, raises,exports, and increases the balance of trade.

D) An increase in the real exchange rate raises imports, reduces exports, and increases the balance of trade.

06. How does an increase in the budget deficit affect the demand and supply-ef dollars on the foreign exchange
market?

A) The demand for dollars falls, and the supply of dellars falls.

B) The demand for dollars rises, and the supply of dollars rises.

C) The demand for dollars rises, and the supply of dollars falls.

D) The demand for dollars falls, and the supply of dollars rises.

97. Purchasing power parity is the theory that, in the long run, exchange rates move to equalize
A) nominal interest rates across countries.

B) real GDP across countries.

C) corporate profits across countries.

D) the relative purchasing power of currencies across countries.

08. looks to relative factor endowments to explain trade flows.
A) The Heckscher-Ohlin theorem

B) Ockham's razor

C) Say's law

D) The Sherman Antitrust Act

99. A tariff imposed on imported wine will cause the domestic _ of wine to increase and the domestic
_of wine to increase.

A) price; production

B) cost; price

C) imports; exports
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A) maximize;

D) revenues; imports

~their combined output and allocate their resources efficiently.

less

B) maximize; more
C) minimize; less

D) minimize; more

100.When countries specialize in producing those goods in which they have a comparative advantage, they
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