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Chapterȱ1 TheȱScopeȱandȱMethodȱofȱEconomics

1.1 WhyȱStudyȱEconomics?

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱNOTȱlistedȱinȱtheȱbookȱasȱaȱreasonȱtoȱstudyȱeconomics?

A) toȱlearnȱaȱwayȱofȱthinking B) toȱunderstandȱsocietyȱandȱglobalȱaffairs
C) toȱbeȱanȱinformedȱvoter D) toȱlearnȱhowȱtoȱmakeȱlotsȱofȱmoney

Answer: D
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

2) Amongȱtheȱfundamentalȱconceptsȱinȱeconomicsȱare
A) opportunityȱcost. B) marginalism.

C) efficientȱmarkets. D) allȱofȱtheȱabove
Answer: D
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

3) Whichȱofȱtheȱfollowingȱisȱtheȱbestȱdefinitionȱofȱeconomics?

A) theȱstudyȱofȱhowȱindividualsȱandȱsocietiesȱchooseȱtoȱuseȱtheȱscarceȱresourcesȱthatȱnature
andȱpreviousȱgenerationsȱhaveȱprovided

B) theȱstudyȱofȱhowȱconsumersȱspendȱtheirȱincome

C) theȱstudyȱofȱhowȱbusinessȱfirmsȱdecideȱwhatȱinputsȱtoȱhireȱandȱwhatȱoutputsȱtoȱproduce
D) theȱstudyȱofȱhowȱtheȱfederalȱgovernmentȱallocatesȱtaxȱdollars

Answer: A
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

4) TheȱriseȱofȱtheȱmodernȱfactoryȱsystemȱinȱEnglandȱduringȱtheȱlateȱeighteenthȱandȱearly
nineteenthȱcenturiesȱisȱknownȱasȱthe

A) GreatȱMigration. B) IndustrialȱRevolution.
C) WealthȱofȱNations. D) DarkȱAges.

Answer: B
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact
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5) WhichȱofȱtheȱfollowingȱstatementsȱisȱNOTȱcorrect?
A) Economicsȱisȱaȱbehavioralȱscience.
B) Inȱlargeȱmeasure,ȱeconomicsȱisȱtheȱstudyȱofȱhowȱpeopleȱmakeȱchoices.
C) Ifȱpovertyȱwasȱeliminatedȱthereȱwouldȱbeȱnoȱreasonȱtoȱstudyȱeconomics.

D) Economicȱanalysisȱcanȱbeȱusedȱtoȱexplainȱhowȱbothȱindividualsȱandȱsocietiesȱmake

decisions.

Answer: C
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

6) Theȱstudyȱofȱeconomics

A) isȱaȱveryȱnarrowȱendeavor.
B) isȱaȱwayȱofȱanalyzingȱdecision-makingȱprocessesȱcausedȱbyȱscarcity.
C) isȱconcernedȱwithȱprovingȱthatȱcapitalismȱisȱbetterȱthanȱsocialism.

D) focusesȱonȱhowȱaȱbusinessȱshouldȱfunction.
Answer: B
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

7) Sunkȱcostsȱare
A) costsȱthatȱcannotȱbeȱavoided,ȱbecauseȱtheyȱhaveȱalreadyȱbeenȱincurred.
B) theȱcostsȱofȱwhatȱweȱgiveȱupȱwhenȱweȱmakeȱaȱchoiceȱorȱaȱdecision.
C) theȱadditionalȱcostsȱofȱproducingȱanȱadditionalȱunitȱofȱaȱproduct.
D) theȱadditionalȱcostsȱofȱconsumingȱanȱadditionalȱunitȱofȱaȱproduct.

Answer: A
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

8) Supposeȱthatȱȱyouȱpurchasedȱaȱticketȱtoȱaȱjazzȱfestivalȱforȱ$100ȱaȱmonthȱago.ȱLastȱweek

someoneȱinvitedȱyouȱtoȱaȱhockeyȱgameȱonȱtheȱsameȱnightȱasȱtheȱjazzȱfestival.ȱYouȱwouldȱmuch

ratherȱgoȱtoȱtheȱhockeyȱgameȱthanȱtheȱjazzȱfestival.ȱYouȱhaveȱtriedȱunsuccessfullyȱtoȱsellȱthe
jazzȱfestivalȱticket.ȱWhichȱofȱtheȱfollowingȱstatementsȱregardingȱthisȱsituationȱisȱcorrect?

A) Theȱ$100ȱyouȱpaidȱforȱtheȱjazzȱfestivalȱticketȱisȱrelevantȱtoȱtheȱdecision,ȱasȱthisȱrepresents
theȱopportunityȱcostȱofȱattendingȱtheȱhockeyȱgame.

B) Youȱshouldȱbaseȱyourȱdecisionȱonȱwhetherȱorȱnotȱtheȱhockeyȱgameȱwillȱprovideȱyouȱwith

moreȱthanȱ$100ȱinȱsatisfaction.
C) Theȱ$100ȱyouȱpaidȱforȱtheȱjazzȱfestivalȱticketȱshouldȱbeȱirrelevantȱinȱyourȱdecision

making,ȱbecauseȱitȱisȱaȱsunkȱcost.
D) Theȱ$100ȱjazzȱfestivalȱticketȱshouldȱbeȱirrelevantȱinȱyourȱdecisionȱmaking,ȱbecauseȱit

representsȱtheȱmarginalȱcostȱofȱattendingȱtheȱhockeyȱgame.

Answer: C
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking
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9) YouȱhaveȱdecidedȱthatȱyouȱwantȱtoȱattendȱaȱcostumeȱpartyȱasȱIronman.ȱYouȱestimateȱthatȱit
willȱcostȱ$40ȱtoȱassembleȱyourȱcostume.ȱAfterȱspendingȱ$40ȱonȱtheȱcostume,ȱyouȱrealizeȱthat
theȱadditionalȱpiecesȱyouȱneedȱwillȱcostȱyouȱ$25ȱmore.ȱTheȱmarginalȱcostȱofȱcompletingȱthe
costumeȱis

A) $15. B) $25. C) $40. D) $65.

Answer: B
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Analytic

AACSB: AnalyticȱSkills

10) Theȱconceptȱofȱopportunityȱcost
A) isȱrelevantȱonlyȱtoȱeconomics.

B) canȱbeȱappliedȱtoȱtheȱanalysisȱofȱanyȱdecision-makingȱprocess.
C) appliesȱtoȱconsumersȱbutȱnotȱtoȱfirms.

D) refersȱonlyȱtoȱactualȱpaymentsȱandȱincomes.

Answer: B
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking

11) Opportunityȱcostȱis
A) thatȱwhichȱweȱforgo,ȱorȱgiveȱup,ȱwhenȱweȱmakeȱaȱchoiceȱorȱaȱdecision.
B) aȱcostȱthatȱcannotȱbeȱavoided,ȱregardlessȱofȱwhatȱisȱdoneȱinȱtheȱfuture.
C) theȱadditionalȱcostȱofȱproducingȱanȱadditionalȱunitȱofȱoutput.
D) theȱadditionalȱcostȱofȱbuyingȱanȱadditionalȱunitȱofȱaȱproduct.

Answer: A
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

12) Theȱreasonȱthatȱopportunityȱcostsȱariseȱisȱthat
A) anȱeconomyȱreliesȱonȱmoneyȱtoȱfacilitateȱexchangeȱofȱgoodsȱandȱservices.
B) resourcesȱareȱscarce.
C) thereȱareȱnoȱalternativeȱdecisionsȱthatȱcouldȱbeȱmade.

D) peopleȱhaveȱlimitedȱwants.

Answer: B
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

13) WhichȱofȱtheȱfollowingȱisȱNOTȱanȱopportunityȱcostȱofȱattendingȱcollege?
A) theȱtuitionȱyouȱpay
B) theȱincomeȱyouȱcouldȱhaveȱearnedȱifȱyouȱdidnȇtȱattendȱcollege
C) theȱalternativeȱusesȱofȱtheȱtimeȱyouȱspendȱstudying
D) theȱcostȱofȱtheȱfoodȱthatȱyouȱconsumeȱwhileȱyouȱareȱattendingȱcollege

Answer: D
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking
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14) Ifȱyourȱtuitionȱisȱ$5,000ȱthisȱsemester,ȱyourȱbooksȱcostȱ$600,ȱyouȱcanȱonlyȱworkȱ20ȱratherȱthan
40ȱhoursȱperȱweekȱduringȱtheȱ15ȱweeksȱyouȱareȱtakingȱclassesȱandȱyouȱmakeȱ$15ȱperȱhour,ȱand
yourȱroomȱandȱboardȱisȱ$3000ȱthisȱsemester,ȱthenȱyourȱopportunityȱcostȱofȱattendingȱcollege
thisȱsemesterȱis

A) $5,600. B) $5,900. C) $10,100. D) $11,600.

Answer: C
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?
Skill: Analytic

AACSB: AnalyticȱSkills

15) Ifȱyourȱtuitionȱisȱ$25,000ȱthisȱsemester,ȱyourȱbooksȱcostȱ$1,500,ȱyouȱcanȱonlyȱworkȱ20ȱrather
thanȱ40ȱhoursȱperȱweekȱduringȱtheȱ15ȱweeksȱyouȱareȱtakingȱclassesȱandȱyouȱmakeȱ$15ȱper
hour,ȱandȱyourȱroomȱandȱboardȱisȱ$7,500ȱthisȱsemester,ȱthenȱyourȱopportunityȱcostȱof
attendingȱcollegeȱthisȱsemesterȱis

A) $26,500. B) $26,800. C) $31,000. D) $38,500.

Answer: C
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?
Skill: Analytic

AACSB: AnalyticȱSkills

16) Ifȱyouȱownȱaȱbuildingȱandȱyouȱdecideȱtoȱuseȱthatȱbuildingȱtoȱopenȱaȱbookȱstore,
A) thereȱisȱnoȱopportunityȱcostȱofȱusingȱthisȱbuildingȱforȱaȱbookȱstoreȱbecauseȱyouȱownȱit.
B) thereȱisȱanȱopportunityȱcostȱofȱusingȱthisȱbuildingȱforȱaȱbookȱstoreȱbecauseȱitȱcouldȱhave

beenȱusedȱinȱotherȱways.

C) thereȱareȱnoȱsunkȱcostsȱinvolvedȱinȱthisȱdecision.
D) theȱonlyȱcostȱrelevantȱtoȱthisȱdecisionȱisȱtheȱpriceȱyouȱpaidȱforȱtheȱbuilding.

Answer: B
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking

17) YouȱownȱtheȱStarȱWarsȱsixȱDVDȱset.ȱTheȱopportunityȱcostȱofȱwatchingȱtheseȱDVDsȱforȱthe
secondȱtime

A) isȱzero.
B) isȱone-halfȱtheȱcostȱofȱtheȱDVDs,ȱasȱthisȱisȱtheȱsecondȱtimeȱyouȱhaveȱwatchedȱit.
C) isȱtheȱvalueȱofȱtheȱalternativeȱuseȱofȱtheȱtimeȱyouȱspendȱwatchingȱtheȱDVDs.
D) cannotȱbeȱcalculated.

Answer: C
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking
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18) Thatȱwhichȱweȱforgo,ȱorȱgiveȱup,ȱwhenȱweȱmakeȱaȱchoiceȱorȱdecisionȱisȱcalled
A) sunkȱcost. B) marginalȱcost.
C) realȱcost. D) opportunityȱcost.

Answer: D
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Definition

19) Costsȱthatȱcannotȱbeȱavoided,ȱregardlessȱofȱwhatȱisȱdoneȱinȱtheȱfuture,ȱbecauseȱtheyȱhave
alreadyȱbeenȱincurredȱare

A) totalȱcosts. B) sunkȱcosts.
C) marginalȱcosts. D) allocativeȱcosts.

Answer: B
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Definition

20) Ifȱyouȱcanȱbuyȱ9ȱDVDsȱforȱȱ$126ȱorȱyouȱcouldȱbuyȱ10ȱDVDsȱforȱ$130,ȱthenȱtheȱmarginalȱcostȱof
theȱtenthȱDVDȱis:

A) $4. B) $13. C) $14. D) $130.

Answer: A
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Analytic

21) Ifȱyouȱeatȱatȱȱaȱsushiȱrestaurantȱthatȱchargesȱ$20ȱforȱitsȱallȱyouȱcanȱeatȱsushiȱspecial,ȱthenȱthe
marginalȱcostȱofȱyourȱ10thȱpieceȱofȱsushiȱis

A) zero. B) $2. C) $200. D) $2,000.

Answer: A
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Analytic

AACSB: AnalyticȱSkills

22) Aȱmarketȱinȱwhichȱprofitȱopportunitiesȱareȱeliminatedȱalmostȱinstantaneouslyȱis
A) aȱlaissez-faireȱmarket. B) aȱcapitalistȱmarket.

C) aȱsocialistȱmarket. D) anȱefficientȱmarket.

Answer: D
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

23) Ifȱinformationȱisȱlessȱcostlyȱandȱmoreȱeasilyȱavailable,ȱthenȱusuallyȱthis
A) makesȱmarketsȱmoreȱefficient.
B) makesȱmarketsȱlessȱefficient.
C) increasesȱprofitȱopportunities.
D) increasesȱtheȱopportunityȱcostȱofȱacquiringȱmoreȱinformation.

Answer: A
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking
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24) Anȱefficientȱmarketȱisȱaȱmarket

A) inȱwhichȱeveryoneȱalwaysȱgetsȱwhatȱtheyȱwant.

B) inȱwhichȱprofitȱopportunitiesȱareȱeliminatedȱalmostȱinstantaneously.
C) inȱwhichȱprofitsȱareȱalwaysȱveryȱhighȱandȱpersistent.
D) inȱwhichȱopportunityȱcostsȱareȱzero.

Answer: B
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Definition

25) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ6:ȱȱWhichȱoneȱofȱtheȱfollowingȱbestȱsupportsȱthe
argumentȱthatȱmostȱofȱtheȱvalueȱofȱAppleȇsȱiPodȱisȱinȱitsȱconceptionȱandȱdesign?

A) AppleȇsȱhistoryȱofȱinnovativeȱproductȱdesignȱincludesȱtheȱearliestȱuseȱofȱaȱGraphicȱUser
Interfaceȱ(GUI)ȱinȱtheȱhomeȱcomputerȱmarket.

B) TheȱiPodȱwouldȱnotȱhaveȱbeenȱasȱsuccessfulȱwithoutȱtheȱdevelopmentȱofȱWebȱsitesȱthat
allowȱusersȱtoȱpurchaseȱandȱdownloadȱmusic.

C) CompaniesȱthatȱassembleȱtheȱiPodȱandȱthoseȱthatȱmanufactureȱiPodȱcomponents

togetherȱcaptureȱonlyȱaȱsmallȱfractionȱofȱtheȱiPodȇsȱretailȱvalue.
D) IncreasesȱinȱtheȱcostsȱofȱcomponentsȱwillȱreduceȱtheȱprofitabilityȱofȱtheȱiPod,ȱalthough

priceȱincreasesȱcanȱbeȱpassedȱonȱtoȱconsumers.

Answer: C
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?:ȱEconomicsȱinȱPractice
Skill: Analytic

AACSB: AnalyticȱSkills

26) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ6:ȱWhichȱoneȱofȱtheȱfollowingȱbestȱexplainsȱwhy

AppleȇsȱiPodȱisȱneitherȱaȱpureȱimportȱnorȱaȱpureȱexport?
A) TheȱiPodȱhasȱearnedȱaȱlargeȱshareȱofȱtheȱmarketȱforȱportableȱmusicȱplayersȱinȱbothȱthe

UnitedȱStatesȱandȱotherȱindustrializedȱnations.
B) IntellectualȱpropertyȱlawsȱprotectȱtheȱiPodȱinȱbothȱdomesticȱandȱinternationalȱmarkets,

althoughȱenforcementȱofȱthoseȱlawsȱvariesȱwidelyȱbetweenȱcountries.
C) Appleȱstockȱisȱpubliclyȱtraded,ȱandȱsoȱcitizensȱofȱanyȱcountryȱcanȱownȱAppleȱstock.
D) TheȱiPodȱwasȱdesignedȱandȱisȱsoldȱbyȱaȱU.S.ȱcompany,ȱbutȱitȱisȱassembledȱinȱChinaȱfrom

partsȱmadeȱinȱtheȱUnitedȱStatesȱandȱotherȱcountries.
Answer: D
Diff:ȱ3
Topic: WhyȱStudyȱEconomics?:ȱEconomicsȱinȱPractice
Skill: Analytic

AACSB: AnalyticȱSkills

2 True/False

1) Resourcesȱareȱunlimitedȱinȱaȱwealthyȱsociety.
Answer: FALSE
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact
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2) Theȱvalueȱofȱtheȱbestȱalternativeȱforegoneȱisȱtheȱopportunityȱcostȱofȱmakingȱaȱdecision.
Answer: TRUE
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Definition

3) Opportunityȱcostsȱariseȱdueȱtoȱscarceȱresources.
Answer: TRUE
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

4) Sunkȱcostsȱdoȱnotȱaffectȱmarginalȱdecisionȱmaking.

Answer: TRUE
Diff:ȱ2
Topic: WhyȱStudyȱEconomics?
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Marginalȱcostsȱareȱthoseȱthatȱcanȱnotȱbeȱrecaptured.
Answer: FALSE
Diff:ȱ1
Topic: WhyȱStudyȱEconomics?
Skill: Fact

1.2 TheȱScopeȱofȱEconomics

1 MultipleȱChoice

1) Theȱbranchȱofȱeconomicsȱthatȱexaminesȱtheȱfunctioningȱofȱindividualȱindustriesȱandȱthe
behaviorȱofȱindividualȱdecision-makingȱunitsȱis

A) positiveȱeconomics. B) normativeȱeconomics.

C) macroeconomics. D) microeconomics.

Answer: D
Diff:ȱ2
Topic: TheȱScopeȱofȱEconomics
Skill: Definition

2) StudyingȱhowȱtheȱmanagementȱofȱHewlettȱPackardȱdecidesȱhowȱmanyȱcomputersȱtoȱproduce
andȱtheȱpriceȱtoȱchargeȱforȱitsȱcomputersȱwouldȱbeȱconsidered

A) descriptiveȱeconomics. B) empiricalȱeconomics.

C) microeconomics. D) macroeconomics.

Answer: C
Diff:ȱ2
Topic: TheȱScopeȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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3) StudyingȱhowȱJoshuaȱallocatesȱhisȱtimeȱbetweenȱschoolȱandȱvideoȱgamesȱisȱanȱexampleȱof
A) macroeconomics. B) microeconomics.

C) industrialȱorganization. D) descriptiveȱeconomics.

Answer: B
Diff:ȱ1
Topic: TheȱScopeȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Theȱstudyȱofȱhowȱbenefitsȱareȱdeterminedȱforȱcityȱemployeesȱwouldȱbeȱconsidered
A) microeconomics. B) macroeconomics.

C) descriptiveȱeconomics. D) institutionalȱeconomics.

Answer: A
Diff:ȱ1
Topic: TheȱScopeȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Inflationȱandȱunemployment

A) areȱtheȱfocusȱofȱnormativeȱeconomics. B) areȱaȱfocusȱofȱmicroeconomics.

C) areȱaȱfocusȱofȱpositiveȱeconomics. D) areȱaȱfocusȱofȱmacroeconomics.

Answer: D
Diff:ȱ1
Topic: TheȱScopeȱofȱEconomics
Skill: Fact

2 True/False

1) Theȱrateȱofȱeconomicȱgrowthȱisȱaȱtopicȱofȱmicroeconomics.

Answer: FALSE
Diff:ȱ1
Topic: TheȱScopeȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Theȱaggregateȱpriceȱlevelȱisȱaȱtopicȱofȱmacroeconomics.

Answer: TRUE
Diff:ȱ2
Topic: TheȱScopeȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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1.3 TheȱMethodȱofȱEconomics

1 MultipleȱChoice

1) Betterȱinsuranceȱbenefitsȱincreaseȱtheȱincentiveȱofȱsomeȱindividualsȱtoȱwork.ȱThisȱstatementȱis
bestȱdescribedȱasȱa

A) positiveȱstatement. B) Marxistȱideology.
C) normativeȱstatement. D) descriptiveȱeconomicsȱstatement.

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) TheȱBureauȱofȱLaborȱStatisticsȱannouncedȱthatȱtheȱunemploymentȱrateȱfellȱbyȱoneȱpercentage
point.ȱThisȱisȱbestȱdescribedȱas

A) anȱeconomicȱmodel. B) Marxistȱideology.
C) aȱnormativeȱstatement. D) descriptiveȱeconomics.

Answer: D
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Theȱamountȱofȱeducationȱthatȱoneȱhasȱisȱanȱimportantȱfactorȱinȱtheȱdeterminationȱofȱhisȱorȱher
wageȱrate.ȱThisȱisȱbestȱdescribedȱas

A) aȱpositiveȱstatement. B) Marxistȱideology.
C) aȱnormativeȱstatement. D) descriptiveȱeconomics.

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Theȱcostȱinvolvedȱwhenȱchoosingȱbetweenȱalternativesȱisȱknownȱasȱthe
A) marginalȱcost. B) sunkȱcost.
C) opportunityȱcost. D) normativeȱcost.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition
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5) Positiveȱeconomicsȱisȱanȱapproachȱtoȱeconomicsȱthat
A) seeksȱtoȱunderstandȱbehaviorȱandȱtheȱoperationȱofȱsystemsȱwhileȱmakingȱjudgments

aboutȱtheirȱusefulnessȱtoȱsociety.
B) analyzesȱoutcomesȱofȱeconomicȱbehavior,ȱevaluatesȱthemȱasȱgoodȱorȱbad,ȱandȱmay

prescribeȱpreferredȱcoursesȱofȱaction.
C) appliesȱstatisticalȱtechniquesȱandȱdataȱtoȱeconomicȱproblems.

D) examinesȱtheȱroleȱofȱgovernmentȱinȱtheȱeconomy.

Answer: C
Diff:ȱ1
Topic: TheȱMethodȱofȱEconomics
Skill: Fact

6) Normativeȱeconomicsȱisȱanȱapproachȱtoȱeconomicsȱthat
A) seeksȱtoȱunderstandȱbehaviorȱandȱtheȱoperationȱofȱsystemsȱwithoutȱmakingȱjudgments.

B) analyzesȱoutcomesȱofȱeconomicȱbehavior,ȱevaluatesȱthemȱasȱgoodȱorȱbad,ȱandȱmay

prescribeȱpreferredȱcoursesȱofȱaction.
C) appliesȱstatisticalȱtechniquesȱandȱdataȱtoȱeconomicȱproblems.

D) examinesȱtheȱroleȱofȱgovernmentȱinȱtheȱeconomy.

Answer: B
Diff:ȱ1
Topic: TheȱMethodȱofȱEconomics
Skill: Fact

7) Whichȱofȱtheȱfollowingȱisȱaȱnormativeȱquestion?
A) WhyȱdoȱgasolineȱpricesȱincreaseȱbetweenȱMemorialȱDayȱandȱLaborȱDay?
B) Whatȱwillȱhappenȱtoȱgasolineȱconsumptionȱifȱtheȱfederalȱtaxȱonȱgasolineȱisȱeliminated?

C) Toȱreduceȱtheȱregressiveȱnatureȱofȱtheȱgasolineȱexciseȱtax,ȱshouldȱtheȱportionȱofȱthe
gasolineȱexciseȱtaxȱpaidȱbyȱhigh-incomeȱindividualsȱbeȱincreased?

D) Howȱwillȱoilȱexplorationȱbeȱaffectedȱifȱtheȱgovernmentȱsubsidizesȱoilȱproducers?
Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

8) Whichȱofȱtheȱfollowingȱisȱaȱpositiveȱquestion?
A) Willȱtheȱlevelȱofȱteenageȱunemploymentȱincreaseȱifȱtheȱminimumȱwageȱisȱincreased?
B) Shouldȱtheȱminimumȱwageȱbeȱsetȱatȱone-halfȱtheȱaverageȱmanufacturingȱwageȱto

guaranteeȱindividualsȱaȱdecentȱstandardȱofȱliving?
C) Wouldnȇtȱitȱbeȱmoreȱequitableȱifȱtheȱminimumȱwageȱincreasedȱautomaticallyȱwithȱthe

costȱofȱliving?
D) Wouldnȇtȱitȱbeȱbetterȱtoȱtryȱtoȱincreaseȱpeopleȇsȱwagesȱthroughȱjob-trainingȱprograms

ratherȱthanȱbyȱrequiringȱemployersȱtoȱpayȱminimumȱwages?

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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9) HealthȱinsuranceȱshouldȱȱbeȱprovidedȱtoȱeveryȱcitizenȱinȱaȱwealthyȱnationȱsuchȱasȱtheȱUnited
States.ȱThisȱstatementȱisȱbestȱdescribedȱas

A) aȱpositiveȱstatement. B) aȱnormativeȱstatement.

C) aȱdescriptiveȱeconomicsȱstatement. D) anȱimplicationȱofȱanȱefficientȱmarket.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

10) ThereȱisȱgreatȱconcernȱoverȱtheȱfactȱthatȱmillionsȱofȱAmericansȱdoȱnotȱhaveȱhealthȱinsurance.ȱA
studyȱofȱtheȱcostsȱandȱbenefitsȱofȱimplementingȱaȱnationalȱhealth-insuranceȱprogramȱisȱan
exampleȱof

A) laissez-faireȱeconomics. B) positiveȱeconomics.

C) laborȱeconomics. D) normativeȱeconomics.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

11) Descriptiveȱeconomics

A) identifiesȱactionsȱandȱreactions.
B) requiresȱmodelȱbuilding.
C) looksȱatȱtheȱoutcomesȱofȱeconomicȱbehaviorȱandȱasksȱifȱtheyȱareȱgoodȱorȱbad.
D) mainlyȱinvolvesȱtheȱcompilationȱofȱdataȱthatȱdescribeȱphenomenaȱandȱfacts.

Answer: D
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

12) Anȱexampleȱofȱdescriptiveȱeconomicsȱisȱwhenȱanȱeconomist

A) collectsȱdataȱonȱtheȱwageȱratesȱandȱemploymentȱlevelsȱinȱtheȱfarmingȱindustry.
B) triesȱtoȱdevelopȱaȱmodelȱtoȱexplainȱtheȱchangesȱinȱemploymentȱandȱwagesȱinȱtheȱfarming

industry.

C) triesȱtoȱunderstandȱtheȱrelationshipȱbetweenȱtheȱpriceȱofȱimportedȱagriculturalȱproducts
andȱtheȱlevelȱofȱemploymentȱinȱtheȱU.S.ȱfarmingȱindustry.

D) triesȱtoȱdetermineȱifȱthereȱareȱanyȱregularȱpatternsȱinȱtheȱemploymentȱlevelsȱinȱthe
farmingȱindustryȱandȱthenȱmakesȱgeneralizationsȱfromȱtheseȱpatterns.

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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ReferȱtoȱScenarioȱ1.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

SCENARIOȱ1.1:ȱAnȱeconomistȱwantsȱtoȱunderstandȱtheȱrelationshipȱbetweenȱminimumȱwagesȱandȱtheȱlevel
ofȱteenageȱunemployment.ȱTheȱeconomistȱcollectsȱdataȱonȱtheȱvaluesȱofȱtheȱminimumȱwageȱandȱtheȱlevels
ofȱteenageȱunemploymentȱoverȱtime.ȱTheȱeconomistȱconcludesȱthatȱaȱ1%ȱincreaseȱinȱminimumȱwageȱcauses
aȱ0.2%ȱincreaseȱinȱteenageȱunemployment.ȱFromȱthisȱinformationȱheȱconcludesȱthatȱtheȱminimumȱwageȱis
harmfulȱtoȱteenagersȱandȱshouldȱbeȱreducedȱorȱeliminatedȱtoȱincreaseȱemploymentȱamongȱteenagers.

13) ReferȱtoȱScenarioȱ1.1.ȱTheȱstatementȱthatȱaȱ1%ȱincreaseȱinȱtheȱminimumȱwageȱcausesȱaȱ0.2%
increaseȱinȱteenageȱunemploymentȱisȱanȱexampleȱof

A) descriptiveȱeconomics. B) normativeȱeconomics.

C) positiveȱeconomics. D) Marxistȱeconomics.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

14) ReferȱtoȱScenarioȱ1.1.ȱTheȱstatement,ȱȈtheȱminimumȱwageȱisȱharmfulȱtoȱteenagersȱandȱshould
beȱreducedȱorȱeliminatedȱtoȱincreaseȱemploymentȱamongȱteenagers,Ȉȱȱisȱanȱexampleȱof

A) descriptiveȱeconomics. B) normativeȱeconomics.

C) positiveȱeconomics. D) Marxistȱeconomics.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

15) ReferȱtoȱScenarioȱ1.1.ȱTheȱprocessȱofȱcollectingȱdataȱonȱminimumȱwageȱandȱteenage
unemploymentȱlevelsȱisȱanȱexampleȱof

A) lawȱandȱeconomics. B) economicȱhistory.
C) econometrics. D) descriptiveȱeconomics.

Answer: D
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

16) ReferȱtoȱScenarioȱ1.1.ȱTheȱstatementȱthatȱanȱincreaseȱinȱtheȱminimumȱwageȱcausesȱanȱincrease
inȱteenageȱunemploymentȱisȱanȱexampleȱof

A) descriptiveȱreasoning. B) anȱeconomicȱtheory.
C) normativeȱeconomics. D) deductiveȱreasoning.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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17) ReferȱtoȱScenarioȱ1.1.ȱAȱgraphȱofȱtheȱvalueȱofȱtheȱminimumȱwageȱonȱoneȱaxisȱandȱtheȱlevelȱof
teenageȱunemploymentȱonȱtheȱotherȱaxisȱisȱanȱexampleȱof

A) anȱeconomicȱtheory. B) anȱeconomicȱmodel.

C) inductiveȱreasoning. D) aȱvariableȱtheory.
Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

18) Toȱisolateȱtheȱimpactȱofȱoneȱsingleȱfactor,ȱeconomistsȱinvokeȱtheȱassumptionȱof
A) inductiveȱreasoning. B) Ockhamȇsȱrazor.
C) ceterisȱparibus. D) postȱhoc,ȱergoȱprompterȱhoc.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

19) Theȱprincipleȱthatȱirrelevantȱdetailȱshouldȱnotȱbeȱincludedȱinȱaȱmodelȱisȱknownȱas
A) SayȇsȱIdentity. B) ceterisȱparibus.
C) Ockhamȇsȱrazor. D) Hobsonȇsȱchoice.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

20) EconomistsȱuseȱtheȱphraseȱȈceterisȱparibusȈȱtoȱexpressȱtheȱassumption

A) Ȉallȱelseȱequal.Ȉ B) Ȉeverythingȱaffectsȱeverythingȱelse.Ȉ
C) Ȉscarcityȱisȱaȱfactȱofȱlife.Ȉ D) Ȉthereȱisȱnoȱsuchȱthingȱasȱaȱfreeȱlunch.Ȉ

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

21) TheȱLatinȱphraseȱeconomistsȱuseȱthatȱmeansȱallȱelseȱequalȱis:
A) Ȉceterisȱparibus.Ȉ B) Ȉcogitoȱergoȱsum.Ȉ
C) Ȉcarpeȱdiem.Ȉ D) Ȉcaveatȱemptor.Ȉ

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition
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22) StanleyȱJevons,ȱanȱeconomistȱinȱtheȱnineteenthȱcentury,ȱnotedȱaȱhighȱcorrelationȱbetween

economicȱprosperityȱandȱsunspots.ȱBasedȱonȱthisȱobservationȱheȱdevelopedȱaȱȈsunspotȱtheoryȈ
ofȱhowȱtheȱeconomyȱoperated.ȱWeȱnowȱknowȱthatȱJevons

A) committedȱtheȱfallacyȱofȱcomposition.

B) committedȱtheȱceterisȱparibusȱerror.
C) wasȱtooȱquickȱtoȱconcludeȱthatȱcorrelationȱimpliesȱcausation.
D) showedȱgoodȱreasoningȱforȱtheȱnineteenthȱbutȱnotȱtheȱtwentiethȱcentury.

Answer: C
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

23) WheneverȱtheȱDemocratsȱgainȱcontrolȱofȱtheȱCongress,ȱspendingȱonȱsocialȱprogramsȱincreases;
wheneverȱRepublicansȱgainȱcontrolȱofȱtheȱCongress,ȱspendingȱonȱdefenseȱincreases.ȱHence,ȱwe

knowȱwhatȱtheȱnextȱpartyȱinȱcontrolȱwillȱdo.ȱThisȱstatementȱisȱanȱexampleȱof
A) fallacyȱofȱinductiveȱreasoning. B) postȱhoc,ȱergoȱprompterȱhocȱfallacy.
C) fallacyȱofȱcomposition. D) ceterisȱparibusȱfallacy.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

24) IȱhaveȱlivedȱinȱaȱhouseȱonȱtheȱMississippiȱRiverȱforȱmanyȱyearsȱandȱhaveȱneverȱseenȱaȱflood.
Therefore,ȱthereȱisȱnoȱreasonȱforȱanyoneȱtoȱbuyȱfloodȱinsurance.ȱThisȱstatementȱisȱanȱexample

of

A) fallacyȱofȱcomposition. B) postȱhoc,ȱergoȱprompterȱhocȱfallacy.
C) fallacyȱofȱinductiveȱreasoning. D) ceterisȱparibusȱfallacy.

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

25) TheȱeconomyȱwasȱexpandingȱduringȱallȱofȱtheȱyearsȱthatȱIȱwasȱaȱstudent,ȱbutȱasȱsoonȱasȱI
graduated,ȱtheȱeconomyȱcontracted.ȱTherefore,ȱtheȱlaborȱmarketȱwasȱwaitingȱuntilȱIȱstarted
lookingȱforȱaȱjobȱtoȱcontract.ȱThisȱstatementȱisȱanȱexampleȱof

A) ceterisȱparibusȱfallacy. B) postȱhoc,ȱergoȱprompterȱhocȱfallacy.
C) fallacyȱofȱcomposition. D) fallacyȱofȱinductiveȱreasoning.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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26) Experimentalȱresearchȱinȱsmallȱcitiesȱsuggestsȱthatȱmandatingȱworkȱforȱwelfareȱrecipients
increasesȱtheirȱincome.ȱTherefore,ȱweȱshouldȱmandateȱworkȱrequirementsȱforȱallȱwelfare

recipients.ȱThisȱstatementȱisȱanȱexampleȱof
A) fallacyȱofȱinductiveȱreasoning. B) ceterisȱparibusȱfallacy.
C) fallacyȱofȱcomposition. D) postȱhoc,ȱergoȱprompterȱhocȱfallacy.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

27) Rentȱcontrolȱlawsȱareȱimposedȱwhenȱcityȱofficialsȱbelieveȱlandlordsȱhaveȱbeenȱexploiting
tenants.ȱWhichȱofȱtheȱfollowingȱcriteriaȱareȱtheyȱusingȱtoȱguideȱtheirȱactions?

A) efficiency B) equity C) growth D) stability

Answer: B
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

28) Aȱgovernmentȱpolicyȱthatȱtriesȱtoȱminimizeȱinflationȱandȱunemploymentȱcanȱbestȱbeȱdescribed
asȱtryingȱtoȱachieveȱeconomic

A) efficiency. B) equity. C) profitability. D) stability.

Answer: D
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

29) Redistributionȱofȱincomeȱfromȱtheȱrichȱtoȱtheȱpoorȱisȱachievedȱfromȱaȱtaxȱsystemȱthatȱrequires
taxesȱtoȱriseȱwithȱincome.ȱWhichȱofȱtheȱfollowingȱcriteriaȱbestȱexplainsȱtheȱgoalȱofȱthisȱtax
system?

A) efficiency B) equity C) growth D) stability

Answer: B
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

30) Youȱknowȱthatȱtheȱcomputerȱlabȱatȱschoolȱgetsȱveryȱcrowdedȱatȱaboutȱ3:00ȱp.m.ȱToȱavoidȱthe
crowds,ȱyouȱstartȱgoingȱtoȱtheȱcomputerȱlabȱoneȱhourȱearlierȱeveryȱday.ȱHoweverȱmany

studentsȱmakeȱtheȱsameȱdecision,ȱandȱnowȱtheȱcomputerȱlabȱbecomesȱveryȱcrowdedȱatȱ2:00
p.m.ȱThisȱisȱanȱexampleȱofȱthe

A) postȱhoc,ȱergoȱprompterȱhocȱfallacy. B) ceterisȱparibusȱfallacy.
C) fallacyȱofȱdivision. D) fallacyȱofȱcomposition.

Answer: D
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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31) Itȱalwaysȱrainsȱaboutȱanȱhourȱafterȱyouȱfinishȱwashingȱyourȱcar.ȱConcludingȱthatȱwashing

yourȱcarȱcausedȱitȱtoȱrainȱisȱanȱexampleȱofȱthe
A) fallacyȱofȱcomposition. B) postȱhoc,ȱergoȱprompterȱhocȱfallacy.
C) fallacyȱofȱinductiveȱreasoning. D) ceterisȱparibusȱconditions.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

32) Atȱaȱpoliticalȱrally,ȱyouȱstandȱupȱtoȱseeȱbetter.ȱEveryoneȱelseȱstandsȱup,ȱasȱwell.ȱȱThisȱisȱan
exampleȱof

A) ceterisȱparibus.
B) theȱpostȱhoc,ȱergoȱprompterȱhocȱfallacy.
C) theȱfallacyȱofȱcomposition.

D) Ockhamȇsȱrazor.
Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

33) Youȱhaveȱobservedȱthatȱeveryȱtimeȱyouȱdoȱ30ȱminutesȱofȱcardioȱexerciseȱbeforeȱtakingȱanȱexam
youȱgetȱanȱA.ȱYouȱthereforeȱconcludeȱthatȱtoȱgetȱanȱAȱonȱanȱexam,ȱallȱyouȱhaveȱtoȱdoȱisȱ30
minutesȱofȱcardioȱexerciseȱbeforeȱyouȱtakeȱanȱexam.ȱYouȱhaveȱcommittedȱthe

A) fallacyȱofȱcomposition. B) fallacyȱofȱinductiveȱreasoning.
C) postȱhoc,ȱergoȱprompterȱhocȱfallacy. D) fallacyȱofȱdivision.

Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

34) IfȱyouȱobserveȱthatȱEventȱAȱhappensȱbeforeȱEventȱBȱhappens,ȱandȱyouȱconcludeȱthatȱEventȱA
causedȱEventȱB,ȱyouȱwouldȱbeȱguiltyȱofȱanȱerrorȱcalledȱthe

A) fallacyȱofȱcomposition. B) fallacyȱofȱinductiveȱreasoning.
C) fallacyȱofȱceterisȱparibus. D) postȱhoc,ȱergoȱprompterȱhocȱfallacy.

Answer: D
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

35) Twoȱvariablesȱareȱsaidȱtoȱbeȱ________ȱifȱoneȱvariableȱchangesȱwhenȱtheȱotherȱvariableȱchanges.
A) causallyȱrelated B) correlated

C) statisticallyȱrelated D) dependent

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition
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36) Theȱfallacyȱofȱcompositionȱis
A) theȱbeliefȱthatȱifȱEventȱAȱhappensȱbeforeȱEventȱBȱhappens,ȱthenȱEventȱAȱcausesȱEventȱB

toȱoccur.
B) theȱbeliefȱthatȱwhatȱisȱtrueȱforȱtheȱwholeȱisȱnecessarilyȱtrueȱofȱtheȱparts.
C) theȱbeliefȱthatȱwhatȱisȱtrueȱforȱaȱpartȱisȱnecessarilyȱtrueȱforȱtheȱwhole.

D) theȱbeliefȱthatȱitȱisȱimpossibleȱtoȱdrawȱgeneralizationsȱaboutȱcauseȱandȱeffect.
Answer: C
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

37) Theȱcollectionȱandȱuseȱofȱdataȱtoȱtestȱeconomicȱtheoriesȱis
A) empiricalȱeconomics. B) descriptiveȱeconomics.

C) normativeȱeconomics. D) positiveȱeconomics.

Answer: A
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

38) Aȱchangeȱinȱeconomicȱoutputȱisȱpotentiallyȱefficient
A) ifȱtheȱvalueȱofȱtheȱresultingȱgainsȱexceedsȱtheȱvalueȱofȱtheȱresultingȱlosses.
B) ifȱtheȱvalueȱofȱtheȱresultingȱgainsȱexactlyȱequalsȱtheȱvalueȱofȱtheȱresultingȱlosses.
C) onlyȱifȱnoȱoneȱisȱmadeȱworseȱoff.
D) ifȱtheȱvalueȱofȱtheȱresultingȱgainsȱisȱlessȱthanȱtheȱvalueȱofȱtheȱresultingȱlosses.

Answer: A
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

39) Anȱefficientȱeconomyȱisȱanȱeconomy

A) inȱwhichȱoutputȱisȱsteadyȱorȱgrowingȱandȱthereȱisȱlowȱinflation.
B) thatȱproducesȱwhatȱconsumersȱdemandȱandȱdoesȱsoȱatȱtheȱleastȱpossibleȱcost.
C) thatȱdistributesȱoutputȱequallyȱamongȱallȱconsumers.

D) inȱwhichȱthereȱisȱaȱfairȱdistributionȱofȱwealth.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

40) Anȱefficientȱmarketȱisȱcharacterizedȱbyȱtheȱfactȱthat
A) outputȱisȱsteadyȱorȱgrowingȱandȱthereȱisȱlowȱinflation.
B) profitȱopportunitiesȱareȱeliminatedȱalmostȱinstantaneously.
C) thereȱareȱnoȱopportunityȱcosts.
D) wealthȱisȱdistributedȱfairly.

Answer: B
Diff:ȱ1
Topic: TheȱMethodȱofȱEconomics
Skill: Fact
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41) Theȱfourȱcriteriaȱthatȱareȱfrequentlyȱusedȱinȱjudgingȱtheȱoutcomeȱofȱeconomicȱpolicyȱare
A) efficiency,ȱequity,ȱstability,ȱandȱeconomicȱgrowth.

B) efficiency,ȱequality,ȱstability,ȱandȱeconomicȱgrowth.

C) efficiency,ȱequality,ȱprofitability,ȱandȱstability.
D) efficiency,ȱequity,ȱprofitability,ȱandȱstability.

Answer: A
Diff:ȱ1
Topic: TheȱMethodȱofȱEconomics
Skill: Fact

42) Youȱhaveȱnoticedȱthatȱthereȱisȱanȱincreaseȱinȱtheȱnumberȱofȱhomelessȱpeopleȱinȱyourȱcity.ȱAt
theȱsameȱtimeȱyouȱobserveȱthatȱthereȱareȱalsoȱaȱnumberȱofȱvacantȱapartments.ȱYouȱbelieveȱthat
theȱgovernmentȱcouldȱreduceȱtheȱnumberȱofȱhomelessȱpeopleȱifȱlandlordsȱwereȱrequiredȱto
rentȱtheirȱapartmentsȱforȱlessȱthanȱtheyȱareȱcurrentlyȱcharging.ȱThisȱpolicyȱrecommendation

wouldȱbeȱmotivatedȱbyȱconcernsȱover
A) efficiency. B) equity.

C) economicȱgrowth. D) stability.

Answer: B
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

43) Thereȱisȱaȱpossibilityȱthatȱaȱnationalȱsalesȱtaxȱwillȱbeȱimplemented.ȱManyȱeconomistsȱargue
thatȱitemsȱsuchȱasȱfoodȱandȱclothingȱshouldȱbeȱexemptȱfromȱsuchȱaȱtaxȱbecauseȱlow-income

peopleȱspendȱaȱgreaterȱpercentageȱofȱtheirȱincomeȱonȱtheseȱgoodsȱthanȱdoȱhigh-income

individuals.ȱThisȱargumentȱisȱmotivatedȱbyȱconcernsȱover
A) economicȱgrowth. B) economicȱstability.
C) efficiency. D) equity.

Answer: D
Diff:ȱ3
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

44) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱaȱnormativeȱstatement?

A) Theȱunemploymentȱrateȱisȱsixȱpercent.
B) Thereȱshouldȱbeȱnoȱunemploymentȱinȱanȱadvancedȱindustrialȱsociety.
C) Higherȱpricesȱcauseȱconsumersȱtoȱbuyȱless.
D) Equilibriumȱpriceȱimpliesȱthatȱquantityȱdemandedȱequalsȱquantityȱsupplied.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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45) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱaȱpositiveȱstatement?

A) Thereȱshouldȱbeȱnoȱunemploymentȱinȱanȱadvancedȱindustrialȱsociety.
B) Higherȱpricesȱcauseȱconsumersȱtoȱpurchaseȱless.
C) Consumptionȱshouldȱbeȱdistributedȱfairlyȱinȱsociety.
D) Peopleȱshouldȱpolluteȱasȱlittleȱasȱpossible.

Answer: B
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

2 True/False

1) Normativeȱeconomicsȱlooksȱatȱoutcomesȱofȱeconomicȱbehaviorȱandȱevaluatesȱthemȱasȱgoodȱor
bad.

Answer: TRUE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Positiveȱeconomicsȱlooksȱatȱoutcomesȱofȱeconomicȱbehaviorȱandȱevaluatesȱthemȱasȱgoodȱor
bad.

Answer: FALSE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Anȱefficientȱeconomyȱisȱoneȱthatȱproducesȱwhatȱconsumersȱdemandȱandȱdoesȱsoȱatȱtheȱleast
possibleȱcost.
Answer: TRUE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

4) ȈCeterisȱparibusȈȱliterallyȱtranslatedȱmeans,ȱȈbuyerȱbeware.Ȉ
Answer: FALSE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

5) Positiveȱeconomicsȱseeksȱtoȱunderstandȱbehavior,ȱbutȱnotȱmakeȱjudgments.

Answer: TRUE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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6) Stabilityȱimpliesȱaȱsteadyȱrateȱofȱeconomicȱgrowthȱandȱlowȱinflation.
Answer: TRUE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

7) Theȱcompilationȱofȱdataȱtoȱdescribeȱphenomenaȱandȱfactsȱisȱknownȱasȱdescriptiveȱeconomics.

Answer: TRUE
Diff:ȱ2
Topic: TheȱMethodȱofȱEconomics
Skill: Definition

1.4 Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ1.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ1.1

1) ReferȱtoȱFigureȱ1.1.ȱThereȱisȱ________ȱrelationshipȱbetweenȱtheȱdailyȱtemperatureȱandȱthe
numberȱofȱgallonsȱofȱiceȱcreamȱpurchased.

A) aȱnegative B) aȱpositive
C) eitherȱaȱnegativeȱorȱaȱpositive D) anȱinverse

Answer: B
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ1.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ1.2

2) ReferȱtoȱFigureȱ1.2.ȱTheȱslopeȱofȱtheȱlineȱbetweenȱPointsȱA andȱB is
A) 0.4. B) 1.2.

C) 2.5. D) indeterminateȱfromȱthisȱinformation.

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

3) Ifȱtheȱslopeȱofȱaȱstraightȱlineȱisȱ-3.ȱandȱifȱY (theȱvariableȱonȱtheȱverticalȱaxis)ȱdecreasesȱbyȱ6,
thenȱXȱ(theȱvariableȱonȱtheȱhorizontalȱaxis)ȱwill

A) increaseȱbyȱ2. B) decreaseȱbyȱ2.
C) increaseȱbyȱ18. D) decreaseȱbyȱ18.

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ1.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ1.3

4) ReferȱtoȱFigureȱ1.3.ȱTheȱslopeȱofȱtheȱlineȱis
A) positive. B) negative.

C) increasingȱatȱanȱincreasingȱrate. D) decreasingȱatȱanȱincreasingȱrate.
Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ1.3.ȱTheȱslopeȱofȱtheȱlineȱbetweenȱPointsȱB andȱD is

A) -0.33. B) -3. C) 0.33. D) 3.

Answer: D
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ1.3.ȱTheȱslopeȱofȱtheȱlineȱbetweenȱPointsȱDȱandȱC is

A) -0.33. B) -3. C) 0.33. D) 3.

Answer: D
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ1.3.ȱȱIfȱaȱ45ȱdegreeȱlineȱwereȱalsoȱgraphed,ȱtheȱexistingȱlineȱshownȱonȱtheȱgraph
wouldȱ________ȱit.

A) lieȱabove B) lieȱbelow
C) cross D) indeterminantȱfromȱthisȱinformation

Answer: A
Diff:ȱ3
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills
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8) ReferȱtoȱFigureȱ1.3.ȱAtȱPointȱA,ȱwhatȱisȱtheȱvalueȱofȱY?
A) 10. B) 12.

C) 15. D) indeterminateȱfromȱthisȱinformation

Answer: B
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ1.3.ȱAtȱPointȱA theȱslopeȱofȱtheȱlineȱisȱ3,ȱsoȱatȱPointȱD theȱslopeȱwouldȱbe
A) greaterȱthanȱ3. B) lessȱthanȱ3.
C) equalȱtoȱ3. D) indeterminateȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ1.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ1.4

10) ReferȱtoȱFigureȱ1.4.ȱWhichȱofȱtheȱcurvesȱorȱlinesȱhasȱaȱslopeȱthatȱisȱfirstȱpositiveȱandȱthen
negative?

A) A B) B C) C D) D

Answer: B
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills
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11) ReferȱtoȱFigureȱ1.4.ȱWhichȱofȱtheȱcurvesȱorȱlinesȱhasȱaȱslopeȱthatȱisȱnegativeȱandȱthenȱpositive?
A) A B) B C) C D) D

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ1.4.ȱWhichȱofȱtheȱfollowingȱcurvesȱorȱlinesȱhasȱaȱzeroȱslopeȱthroughout?
A) A B) B C) C D) D

Answer: C
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ1.4.ȱWhichȱofȱtheȱcurvesȱorȱlinesȱhasȱanȱinfiniteȱslopeȱthroughout?
A) A B) B C) C D) D

Answer: D
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ1.4.ȱAtȱPointȱEȱinȱpanelȱA,ȱtheȱslopeȱis
A) zero. B) infinite.

C) negative. D) indeterminateȱfromȱthisȱinformation.

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

15) Theȱslopeȱofȱaȱnon-linearȱcurve
A) isȱalwaysȱpositive. B) mustȱfirstȱincreaseȱthenȱdecrease.
C) isȱnotȱconstant. D) isȱconstant.

Answer: C
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Fact

16) Theȱslopeȱofȱaȱhorizontalȱlineȱis
A) negative. B) zero.

C) continuallyȱchanging. D) infinite.

Answer: B
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Fact
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17) Ifȱtheȱslopeȱofȱaȱstraightȱlineȱisȱ4ȱandȱifȱX (theȱvariableȱonȱtheȱhorizontalȱaxis)ȱincreasesȱbyȱ12,
thenȱYȱ(theȱvariableȱonȱtheȱverticalȱaxis)ȱwill

A) decreaseȱbyȱ3. B) decreaseȱbyȱ0.33.
C) increaseȱbyȱ3. D) increaseȱbyȱ48.

Answer: D
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

18) Ifȱtheȱslopeȱofȱaȱstraightȱlineȱisȱ4ȱandȱifȱY (theȱvariableȱonȱtheȱverticalȱaxis)ȱdecreasesȱbyȱ20,
thenȱXȱ(theȱvariableȱonȱtheȱhorizontalȱaxis)

A) increasesȱbyȱ5. B) decreasesȱbyȱ5.
C) increasesȱbyȱ80. D) decreasesȱbyȱ80.

Answer: B
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

19) Theȱslopeȱofȱaȱverticalȱlineȱis
A) zero. B) infinite.

C) continuallyȱchanging. D) negative.

Answer: B
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Fact
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ1.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ1.5

20) ReferȱtoȱFigureȱ1.5.ȱWhichȱofȱtheȱcurvesȱhasȱaȱslopeȱthatȱisȱpositiveȱandȱdecreasing?
A) A B) B C) C D) D

Answer: B
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

21) ReferȱtoȱFigureȱ1.5.ȱWhichȱofȱtheȱcurvesȱhasȱaȱslopeȱthatȱisȱpositiveȱandȱincreasing?
A) A B) B C) C D) D

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

22) ReferȱtoȱFigureȱ1.5.ȱAsȱincomeȱincreases,ȱconsumptionȱincreases,ȱbutȱforȱeachȱadditional
increaseȱinȱincome,ȱconsumptionȱincreasesȱbyȱaȱlargerȱandȱlargerȱamount.ȱIfȱconsumptionȱis
graphedȱonȱtheȱverticalȱaxisȱandȱincomeȱisȱgraphedȱonȱtheȱhorizontalȱaxis,ȱtheȱrelationship
betweenȱconsumptionȱandȱincomeȱwouldȱlookȱlikeȱwhichȱofȱtheȱfollowingȱpanels?

A) A B) B C) C D) D

Answer: A
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills
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23) ReferȱtoȱFigureȱ1.5.ȱInȱmanyȱindustries,ȱasȱfirmsȱproduceȱadditionalȱunits,ȱaverageȱcostsȱof
productionȱdeclineȱasȱtheȱfirmȱproducesȱanȱadditionalȱunit,ȱbutȱȱaverageȱcostsȱdeclinesȱbyȱa
smallerȱandȱsmallerȱamountȱasȱproductionȱcontinuesȱtoȱincrease.ȱIfȱoutputȱisȱgraphedȱonȱthe
horizontalȱaxisȱandȱaverageȱcostsȱareȱgraphedȱonȱtheȱverticalȱaxis,ȱtheȱrelationshipȱbetween

averageȱcostsȱandȱoutputȱwouldȱbeȱlikeȱwhichȱofȱtheȱfollowingȱpanels?
A) A B) B C) C D) D

Answer: C
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Analytic

AACSB: AnalyticȱSkills

2 True/False

1) DividingȱtheȱchangeȱinȱquantityȱonȱtheȱY axisȱbyȱtheȱchangeȱinȱquantityȱonȱtheȱXȱaxis
calculatesȱtheȱslopeȱofȱaȱline.
Answer: TRUE
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Definition

2) AȱgraphȱillustratingȱhowȱoneȱvariableȱchangesȱoverȱtimeȱisȱaȱCartesianȱcoordinateȱsystem.

Answer: FALSE
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Definition

3) IfȱasȱtheȱvariableȱonȱtheȱY-axisȱrisesȱtheȱvariableȱonȱtheȱX-axisȱrises,ȱtheȱrelationshipȱbetween

XȱandȱYȱisȱsaidȱtoȱbeȱdirect.
Answer: TRUE
Diff:ȱ2
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Definition

4) IfȱasȱtheȱvariableȱonȱtheȱY-axisȱfallsȱtheȱvariableȱonȱtheȱX-axisȱrises,ȱtheȱrelationshipȱbetweenȱX
andȱYȱisȱȱsaidȱtoȱbeȱinverse.
Answer: TRUE
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Definition

5) Theȱslopeȱofȱaȱstraightȱlineȱisȱnotȱconstantȱunlessȱtheȱlineȱisȱverticalȱorȱhorizontal.
Answer: FALSE
Diff:ȱ1
Topic: Appendix:ȱHowȱtoȱReadȱandȱUnderstandȱGraphs
Skill: Definition
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Chapterȱ2 TheȱEconomicȱProblem:ȱScarcityȱandȱChoice

2.1 Scarcity,ȱChoice,ȱandȱOpportunityȱCost

1 MultipleȱChoice

1) Theȱprocessȱbyȱwhichȱresourcesȱareȱtransformedȱintoȱusefulȱformsȱis
A) capitalization. B) consumption. C) production. D) allocation.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

2) Outputsȱinȱtheȱproductionȱprocessȱare
A) pollution.
B) money.
C) goodȱandȱservicesȱofȱvalueȱtoȱhouseholds.
D) resources.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

3) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱresourceȱasȱtheȱtermȱisȱusedȱbyȱeconomists?
A) land B) labor C) buildings D) money

Answer: D
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Fact

4) Whichȱofȱtheȱfollowingȱwouldȱanȱeconomistȱclassifyȱasȱcapital?
A) aȱ$50ȱbill B) aȱcorporateȱbond
C) aȱpostȱofficeȱemployee D) aȱguitarȱusedȱbyȱaȱmusician

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Capital,ȱasȱeconomistsȱuseȱtheȱterm,
A) isȱtheȱmoneyȱtheȱfirmȱspendsȱtoȱhireȱresources.
B) isȱmoneyȱtheȱfirmȱraisesȱfromȱsellingȱstock.
C) refersȱtoȱtheȱprocessȱbyȱwhichȱresourcesȱareȱtransformedȱintoȱusefulȱforms.
D) refersȱtoȱthingsȱthatȱhaveȱalreadyȱbeenȱproducedȱthatȱareȱinȱturnȱusedȱtoȱproduceȱother

goodsȱandȱservices.
Answer: D
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Theȱconceptȱofȱopportunityȱcostȱisȱbasedȱonȱtheȱprincipleȱof
A) need. B) consumption. C) scarcity. D) profit.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual

7) Theȱconceptȱofȱtrade-offsȱwouldȱbecomeȱirrelevantȱif
A) weȱwereȱdealingȱwithȱaȱveryȱsimple,ȱone-personȱeconomy.
B) povertyȱwasȱeliminated.
C) scarcityȱwasȱeliminated.
D) capitalȱwasȱeliminated.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) SupposeȱyouȱareȱdecidingȱwhetherȱtoȱspendȱyourȱtaxȱrebateȱcheckȱonȱaȱnewȱiPodȱplayerȱorȱa
newȱdigitalȱcamera.ȱYouȱareȱdealingȱwithȱtheȱconceptȱof

A) diminishingȱmarginalȱreturns. B) comparativeȱadvantage.
C) opportunityȱcosts. D) theȱfallacyȱofȱcomposition.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Accordingȱtoȱtheȱtheoryȱofȱcomparativeȱadvantage,ȱspecializationȱandȱfreeȱtradeȱwillȱbenefit
A) onlyȱthatȱtradingȱpartyȱthatȱhasȱbothȱanȱabsoluteȱadvantageȱandȱaȱcomparative

advantageȱinȱtheȱproductionȱofȱallȱgoods.
B) allȱtradingȱparties,ȱevenȱwhenȱsomeȱareȱabsolutelyȱmoreȱefficientȱproducersȱthanȱothers.
C) onlyȱthatȱtradingȱpartyȱthatȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱallȱgoods.
D) onlyȱthatȱtradingȱpartyȱthatȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱallȱgoods.

Answer: B
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ2.1ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ ȱ Tableȱ2.1
Krystal Mark

WritingȱPoems 8 12
WritingȱTVȱCommercials 2 4

10) ReferȱtoȱTableȱ2.1.ȱForȱKrystal,ȱtheȱopportunityȱcostȱofȱwritingȱoneȱTVȱcommercialȱis
A) 1/4ȱofȱaȱpoem. B) 2ȱpoems. C) 4ȱpoems. D) 6ȱpoems.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱTableȱ2.1.ȱForȱMark,ȱtheȱopportunityȱcostȱofȱwritingȱoneȱTVȱcommercialȱis
A) 1/3ȱofȱaȱpoem. B) 2ȱpoems. C) 3ȱpoems. D) 8ȱpoems.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱTableȱ2.1.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) KrystalȱhasȱaȱcomparativeȱadvantageȱinȱbothȱwritingȱTVȱcommercialsȱandȱwriting

poems.
B) MarkȱhasȱaȱcomparativeȱadvantageȱinȱbothȱwritingȱTVȱcommercialsȱandȱwritingȱpoems.
C) KrystalȱhasȱaȱcomparativeȱadvantageȱinȱwritingȱTVȱcommercialsȱandȱMarkȱhasȱa

comparativeȱadvantageȱinȱwritingȱpoems.
D) MarkȱhasȱaȱcomparativeȱadvantageȱinȱwritingȱTVȱcommercialsȱandȱKrystalȱhasȱa

comparativeȱadvantageȱinȱwritingȱpoems.
Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱTableȱ2.1.ȱToȱmaximizeȱtotalȱproduction,
A) KrystalȱshouldȱspecializeȱinȱwritingȱTVȱcommercialsȱandȱMarkȱshouldȱspecializeȱin

writingȱpoems.
B) MarkȱshouldȱspecializeȱinȱwritingȱTVȱcommercialsȱandȱKrystalȱshouldȱspecializeȱin

writingȱpoems.
C) KrystalȱandȱMarkȱshouldȱbothȱsplitȱtheirȱtimeȱbetweenȱwritingȱpoemsȱandȱwritingȱTV

commercials.
D) KrystalȱshouldȱwriteȱpoemsȱandȱwriteȱTVȱcommercials,ȱbutȱMarkȱshouldȱonlyȱwrite

poems.
Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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14) ReferȱtoȱTableȱ2.1.ȱForȱMark,ȱtheȱopportunityȱcostȱofȱwritingȱsixȱTVȱcommercialsȱisȱ________
poemsȱmade.

A) 2 B) 18
C) 24 D) anȱindeterminateȱnumberȱof

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱTableȱ2.1.ȱForȱKrystal,ȱtheȱopportunityȱcostȱofȱwritingȱfourȱTVȱcommercialsȱis
________ȱpoems.

A) 2 B) 8 C) 16 D) 32
Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

16) Accordingȱtoȱtheȱtheoryȱofȱcomparativeȱadvantage,ȱ________ȱraise(s)ȱproductivityȱbyȱlowering
opportunityȱcosts.

A) tradeȱandȱspecialization B) investmentȱinȱcapitalȱgoods
C) economicȱgrowth D) exchangeȱandȱconsumption

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) Whenȱtwoȱpeopleȱtrade
A) bothȱofȱthemȱexpectȱtoȱbeȱmadeȱworseȱoffȱbyȱtheȱexchange.
B) theyȱareȱtryingȱtoȱhelpȱoutȱeachȱother.
C) theyȱknowȱoneȱofȱthemȱwillȱgetȱtheȱbetterȱofȱtheȱother.
D) theyȱbothȱexpectȱtoȱbeȱmadeȱbetterȱoffȱbyȱtheȱexchange.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Someoneȱhasȱaȱcomparativeȱadvantageȱinȱproducingȱaȱgoodȱifȱtheyȱcanȱproduceȱthatȱgood
A) inȱgreaterȱquantities. B) atȱaȱlowerȱopportunityȱcost.
C) usingȱmoreȱcapitalȱandȱlessȱlabor. D) withoutȱsunkȱcosts.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

31



19) Ifȱsomeoneȱhasȱaȱcomparativeȱadvantageȱinȱgrowingȱpineapples,
A) theyȱcanȱgrowȱpineapplesȱatȱaȱlowerȱopportunityȱcostȱthanȱotherȱpineappleȱgrowers.
B) theyȱalsoȱhaveȱanȱabsoluteȱadvantageȱinȱgrowingȱpineapples.
C) theyȱcanȱgrowȱmoreȱpineapplesȱusingȱtheȱsameȱresourcesȱthanȱotherȱpineappleȱgrowers.
D) pineapplesȱareȱtheȱonlyȱproductȱtheyȱcanȱgrow.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) WhichȱofȱtheȱfollowingȱdoesȱNOTȱconstituteȱanȱactȱofȱȈinvestmentȈȱasȱeconomistsȱuseȱthe
term?

A) Theȱcityȱcouncilȱauthorizesȱtheȱconstructionȱofȱaȱnewȱfireȱstation.
B) Aȱretireeȱbuysȱ50ȱsharesȱofȱstockȱatȱ$10ȱaȱshareȱandȱthenȱsellsȱtheȱstockȱatȱaȱprofitȱforȱ$20

aȱshare.
C) Anȱaccountantȱattendsȱaȱseminarȱonȱchangesȱinȱtheȱfederalȱtaxȱcode.
D) AȱdepartmentȱstoreȱincreasesȱitsȱinventoryȱofȱfootballȱjerseysȱbeforeȱtheȱSuperȱBowl.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Inȱeconomics,ȱinvestmentȱalwaysȱrefersȱto
A) theȱactȱofȱbuyingȱstocksȱorȱbonds. B) theȱcreationȱofȱcapital.
C) increasingȱtheȱquantityȱofȱlabor. D) anȱincreaseȱinȱperȱcapitaȱoutput.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

22) Theȱprocessȱofȱusingȱresourcesȱtoȱproduceȱnewȱcapitalȱis
A) researchȱandȱdevelopment. B) investment.
C) consumption. D) economicȱgrowth.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

23) Anȱexampleȱofȱforgoingȱpresentȱbenefitsȱinȱorderȱtoȱreceiveȱfutureȱbenefitsȱis
A) production. B) saving. C) consumption. D) growth.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition
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24) Becauseȱresourcesȱareȱscarce,ȱtheȱopportunityȱcostȱofȱinvestmentȱinȱcapitalȱis
A) zero. B) forgoneȱfutureȱconsumption.
C) forgoneȱpresentȱconsumption. D) infinite.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) Anȱexampleȱofȱanȱinvestmentȱis
A) theȱpurchaseȱofȱaȱshareȱofȱȱGoogleȱstock.
B) theȱpurchaseȱofȱanȱExxonȱMobilȱbond.
C) theȱpurchaseȱofȱaȱHewlettȱPackardȱlaserȱprinterȱforȱuseȱbyȱaȱbusiness.
D) allȱofȱtheȱabove.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Theȱopportunityȱcostȱofȱinvestmentȱinȱcapitalȱisȱforgoneȱpresentȱconsumptionȱbecause
A) capitalȱtakesȱaȱlongȱtimeȱtoȱproduce.
B) capitalȱincreasesȱtheȱproductivityȱofȱlabor.
C) resourcesȱareȱscarce.
D) capitalȱisȱanȱintangibleȱgood.

Answer: C
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Ifȱtheȱunemploymentȱrateȱincreasesȱfromȱ10%ȱtoȱ14%,ȱtheȱeconomyȱwill
A) moveȱcloserȱtoȱaȱpointȱonȱtheȱppf.
B) moveȱawayȱfromȱtheȱppfȱtowardȱtheȱorigin.
C) remainȱonȱtheȱppf.
D) remainȱonȱtheȱorigin.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Periodsȱofȱlessȱthanȱfullȱemploymentȱcorrespondȱto
A) pointsȱoutsideȱtheȱppf. B) pointsȱunderneathȱtheȱppf.
C) pointsȱonȱtheȱppf. D) eitherȱpointsȱinsideȱorȱoutsideȱtheȱppf.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.1

29) ReferȱtoȱFigureȱ2.1.ȱMacrolandȱisȱcurrentlyȱoperatingȱatȱPointȱA.ȱTheȱbestȱexplanationȱforȱthisȱis
that

A) theȱeconomyȱhasȱveryȱpoorȱtechnology.
B) theȱeconomyȇsȱresourcesȱareȱbeingȱusedȱinefficiently.
C) theȱeconomyȱhasȱveryȱfewȱresources.
D) theȱeconomyȱoperatesȱasȱanȱefficientȱmarket.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) ReferȱtoȱFigureȱ21.ȱȱMacrolandȇsȱproductionȱpossibilityȱfrontierȱisȱbowedȱoutȱfromȱtheȱorigin
dueȱto

A) decreasingȱopportunityȱcosts. B) trade.
C) unemployment. D) specializedȱresources.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) ReferȱtoȱFigureȱ2.1.ȱȱTheȱshapeȱofȱMacrolandȇsȱproductionȱpossibilityȱfrontierȱshows
A) increasingȱopportunityȱcosts. B) constantȱopportunityȱcosts.
C) decreasingȱopportunityȱcosts. D) randomȱopportunityȱcosts.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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32) Theȱproductionȱpossibilityȱfrontierȱisȱusedȱtoȱillustrateȱtheȱconceptȱof
A) theȱlaissez-faireȱeconomy. B) opportunityȱcosts.
C) equilibrium. D) aggregateȱdemand.

Answer: B
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Fact

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.2

33) ReferȱtoȱFigureȱ2.2.ȱPointȱBȱrepresentsȱaȱsituationȱof
A) fullȱemploymentȱbutȱproductionȱinefficiency.
B) lessȱthanȱfullȱemploymentȱbutȱproductionȱefficiency.
C) bothȱfullȱresourceȱemploymentȱandȱproductionȱefficiency.
D) lessȱthanȱfullȱemploymentȱandȱproductionȱinefficiency.

Answer: C
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) ReferȱtoȱFigureȱ2.2.ȱMicrolandȱisȱcurrentlyȱoperatingȱatȱPointȱB.ȱYouȱcorrectlyȱdeduceȱthat
A) inȱMicrolandȱallȱresourcesȱareȱfullyȱemployedȱandȱthereȱareȱnoȱproductionȱinefficiencies.
B) Microlandȱhasȱachievedȱaȱpositionȱofȱinefficiency.
C) Microlandȱhasȱrecentlyȱexperiencedȱsomeȱtypeȱofȱtechnologicalȱbreakthrough.
D) Microlandȱhasȱovercomeȱtheȱproblemȱofȱscarcity.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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35) Theȱproductionȱpossibilityȱfrontierȱisȱaȱgraphȱthatȱshows
A) allȱtheȱcombinationsȱofȱgoodsȱandȱservicesȱthatȱareȱconsumedȱoverȱtimeȱifȱallȱofȱsocietyȇs

resourcesȱareȱusedȱefficiently.
B) theȱamountȱofȱgoodsȱandȱservicesȱconsumedȱatȱvariousȱaverageȱpriceȱlevels.
C) theȱrateȱatȱwhichȱanȱeconomyȇsȱoutputȱwillȱgrowȱoverȱtimeȱifȱallȱresourcesȱareȱused

efficiently.
D) allȱtheȱcombinationsȱofȱgoodsȱandȱservicesȱthatȱcanȱbeȱproducedȱifȱallȱofȱsocietyȇs

resourcesȱareȱusedȱefficiently.
Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

36) Productionȱinefficiencyȱoccurs
A) onlyȱwhenȱanȱeconomyȱproducesȱunderneathȱitsȱproductionȱpossibilityȱfrontier.
B) onlyȱwhenȱanȱeconomyȱproducesȱatȱtheȱwrongȱpointȱonȱtheȱproductionȱpossibility

frontier.
C) eitherȱwhenȱanȱeconomyȱproducesȱunderneathȱtheȱproductionȱpossibilityȱfrontierȱor

whenȱtheȱeconomyȱisȱproducingȱtheȱwrongȱcombinationȱofȱgoodsȱonȱtheȱproduction
possibilityȱfrontier.

D) onlyȱwhenȱtheȱeconomyȱproducesȱoutsideȱtheȱproductionȱpossibilityȱfrontier.
Answer: A
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Anȱeconomyȱthatȱisȱproducingȱonȱtheȱproductionȱpossibilityȱfrontierȱatȱsomeȱpointȱotherȱthan
theȱoutputȱofȱefficientȱallocationȱis

A) efficient,ȱasȱitȱisȱonȱtheȱproductionȱpossibilityȱfrontier.
B) inefficient,ȱasȱtheȱcombinationȱofȱgoodsȱandȱservicesȱproducedȱisȱnotȱwhatȱpeopleȱwant.
C) efficient,ȱasȱtheȱeconomyȱisȱproducingȱgoodsȱatȱtheȱlowestȱpossibleȱcost.
D) inefficient,ȱasȱthatȱcombinationȱofȱgoodsȱcouldȱbeȱproducedȱatȱaȱlowerȱcostȱifȱmore

efficientȱtechnologyȱwereȱemployed.
Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Ifȱresourcesȱareȱcombinedȱefficientlyȱinȱproduction,ȱthenȱtheȱsociety
A) isȱproducingȱatȱtheȱmost-desirableȱpointȱonȱtheȱproductionȱpossibilityȱfrontier.
B) isȱproducingȱatȱaȱpointȱonȱtheȱproductionȱpossibilityȱfrontierȱbutȱnotȱnecessarilyȱatȱthe

most-desirableȱpoint.
C) isȱproducingȱatȱaȱpointȱoutsideȱtheȱproductionȱpossibilityȱfrontier.
D) isȱexperiencingȱeconomicȱgrowth.

Answer: B
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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39) Supposeȱanȱeconomyȱproducesȱhybridȱenginesȱandȱsolarȱpanelsȱinȱperfectlyȱcompetitive
industries.ȱTheȱeconomyȱisȱcurrentlyȱoperatingȱatȱaȱpointȱonȱitsȱppf.ȱIfȱaȱsingleȱfirmȱgains
controlȱoverȱtheȱproductionȱofȱsolarȱpanels,ȱwhichȱofȱtheȱfollowingȱisȱmostȱlikelyȱtoȱhappen?

A) Theȱeconomyȱwillȱmoveȱtoȱaȱless-desirableȱpointȱonȱtheȱppf.
B) Theȱeconomyȇsȱppfȱwillȱshiftȱinward.
C) Theȱeconomyȱwillȱnowȱbeȱableȱtoȱproduceȱatȱaȱpointȱoutsideȱitsȱppf.
D) Theȱeconomyȇsȱppfȱwillȱshiftȱoutward,ȱbutȱtheȱmaximumȱnumberȱofȱsolarȱpanelsȱwill

remainȱtheȱsame.
Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

40) Theȱvalueȱofȱtheȱslopeȱofȱaȱsocietyȇsȱproductionȱpossibilityȱfrontierȱisȱcalledȱits
A) marginalȱrateȱofȱsubstitution. B) inflationȱrate.
C) unemploymentȱrate. D) marginalȱrateȱofȱtransformation.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

41) Theȱmarginalȱrateȱofȱtransformationȱisȱthe
A) slopeȱofȱtheȱproductionȱpossibilityȱfrontier.
B) dollarȱvalueȱofȱtheȱbestȱforgoneȱalternative.
C) processȱofȱusingȱresourcesȱtoȱproduceȱnewȱcapital.
D) transformationȱofȱresourcesȱintoȱaȱformȱthatȱisȱusefulȱtoȱpeople.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.3

42) ReferȱtoȱFigureȱ2.3.ȱAssumeȱthatȱinȱthisȱsocietyȱtheȱmarginalȱrateȱofȱtransformationȱofȱsailboats
forȱsurfboardsȱisȱconstantȱandȱequalȱtoȱ-10.ȱAȱgraphȱofȱthisȱsocietyȇsȱproductionȱpossibility
frontierȱwillȱbeȱrepresentedȱby

A) A. B) B. C) C. D) D.
Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) ReferȱtoȱFigureȱ2.3.ȱȱAssumeȱthatȱinȱthisȱsocietyȱtheȱopportunityȱcostȱofȱsailboatsȱinȱtermsȱof
surfboardsȱisȱincreasing.ȱȱAȱgraphȱofȱthisȱsocietyȇsȱproductionȱpossibilityȱfrontierȱwillȱbe
representedȱby

A) A. B) B. C) C. D) D.
Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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44) ReferȱtoȱFigureȱ2.3.ȱȱTheȱlawȱofȱ________ȱopportunityȱcostsȱisȱbestȱdepictedȱbyȱtheȱproduction
possibilitiesȱfrontierȱinȱpanelȱA.

A) increasing B) constant C) decreasing D) zero
Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

45) Aȱsocietyȱcanȱproduceȱtwoȱgoods:ȱdonutsȱandȱbeer.ȱTheȱsocietyȇsȱproductionȱpossibility
frontierȱisȱnegativelyȱslopedȱandȱȈbowedȱoutwardȈȱfromȱtheȱorigin.ȱAsȱthisȱsocietyȱmoves
downȱitsȱproductionȱpossibilityȱfrontier,ȱproducingȱmoreȱandȱmoreȱunitsȱofȱdonuts,ȱthe
opportunityȱcostȱofȱproducingȱbeer

A) decreases.
B) remainsȱconstant.
C) increases.
D) couldȱdecreaseȱorȱincreaseȱdependingȱonȱtheȱtechnology.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.4

46) AccordingȱtoȱFigureȱ2.4,ȱtheȱpointȱwhereȱonlyȱmotorcyclesȱareȱproducedȱis
A) A. B) B. C) C. D) E.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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47) AccordingȱtoȱFigureȱ2.4,ȱtheȱoptimalȱpointȱforȱtheȱeconomyȱis
A) A.
B) B.
C) F.
D) indeterminateȱfromȱtheȱinformationȱgiven.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

48) AccordingȱtoȱFigureȱ2.4,ȱwhichȱpointȱcannotȱbeȱproducedȱwithȱtheȱcurrentȱstateȱofȱtechnology?
A) A B) B C) C D) F

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

49) AccordingȱtoȱFigureȱ2.4,ȱtheȱpointȱwhereȱonlyȱhybridȱcarsȱareȱproducedȱis
A) A. B) B. C) C. D) D.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

50) AccordingȱtoȱFigureȱ2.4,ȱaȱdecreaseȱinȱunemploymentȱmayȱbeȱrepresentedȱbyȱtheȱmovement
from

A) BȱtoȱA. B) B toȱD. C) C toȱD. D) AȱtoȱC.
Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

51) AccordingȱtoȱFigureȱ2.4,ȱasȱtheȱeconomyȱmovesȱfromȱPointȱA toȱPointȱE,ȱtheȱopportunityȱcost
ofȱmotorcycles,ȱmeasuredȱinȱtermsȱofȱhybridȱcars,

A) decreases. B) increases.
C) remainsȱconstant. D) initiallyȱincreases,ȱthenȱdecreases.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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52) AccordingȱtoȱFigureȱ2.4,ȱasȱtheȱeconomyȱmovesȱfromȱPointȱE toȱPointȱA,ȱtheȱopportunityȱcost
ofȱhybridȱcars,ȱmeasuredȱinȱtermsȱofȱmotorcycles,

A) increases. B) decreases.
C) remainsȱconstant. D) initiallyȱincreases,ȱthenȱdecreases.

Answer: A
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

53) ReferȱtoȱFigureȱ2.4.ȱTheȱeconomyȱmovesȱfromȱPointȱA toȱPointȱD.ȱThisȱcouldȱbeȱexplainedȱby
A) aȱreductionȱinȱunemployment.
B) anȱimprovementȱinȱtechnology.
C) anȱincreaseȱinȱeconomicȱgrowth.
D) aȱchangeȱinȱsocietyȇsȱpreferencesȱforȱmotorcyclesȱversusȱhybridȱcars.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.5

54) ReferȱtoȱFigureȱ2.5.ȱTheȱeconomyȱisȱcurrentlyȱatȱPointȱA.ȱTheȱopportunityȱcostȱofȱmovingȱfrom
PointȱAȱtoȱPointȱBȱisȱthe

A) 90ȱLCDȱtelevisionsȱthatȱmustȱbeȱforgoneȱtoȱproduceȱ20ȱadditionalȱplasmaȱtelevisions.
B) 30ȱLCDȱtelevisionsȱthatȱmustȱbeȱforgoneȱtoȱproduceȱ60ȱadditionalȱplasmaȱtelevisions.
C) 120ȱLCDȱtelevisionsȱthatȱmustȱbeȱforgoneȱtoȱproduceȱ40ȱadditionalȱplasmaȱtelevisions.
D) 30ȱLCDȱtelevisionsȱthatȱmustȱbeȱforgoneȱtoȱproduceȱ20ȱadditionalȱplasmaȱtelevisions.

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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55) ReferȱtoȱFigureȱ2.5.ȱTheȱmarginalȱrateȱofȱtransformationȱinȱmovingȱfromȱPointȱAȱtoȱPointȱB is
A) -2/3. B) -1.5. C) -3. D) -30.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

56) ReferȱtoȱFigureȱ2.5.ȱForȱthisȱeconomyȱtoȱmoveȱfromȱPointȱB toȱPointȱC soȱthatȱanȱadditionalȱ20
plasmaȱtelevisionsȱcouldȱbeȱproduced,ȱproductionȱofȱLCDȱtelevisionsȱwouldȱhaveȱtoȱbe
reducedȱby

A) exactlyȱ30. B) fewerȱthanȱ30. C) moreȱthanȱ30. D) exactlyȱ60.
Answer: C
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

57) ReferȱtoȱFigureȱ2.5.ȱTheȱbestȱpointȱforȱsocietyȱwouldȱbe
A) PointȱC,ȱasȱatȱthisȱpointȱthereȱareȱapproximatelyȱequalȱamountsȱofȱLCDȱandȱplasma

televisionsȱbeingȱproduced.
B) eitherȱPointȱBȱorȱPointȱC,ȱasȱtheȱtotalȱamountȱbeingȱproducedȱatȱeitherȱofȱtheseȱpointsȱis

approximatelyȱtheȱsame.
C) atȱanyȱofȱtheȱlabeledȱpoints,ȱasȱallȱofȱtheȱpointsȱrepresentȱanȱefficientȱallocationȱof

resources.
D) indeterminateȱfromȱthisȱinformation,ȱasȱweȱdonȇtȱhaveȱanyȱinformationȱaboutȱthe

societyȇsȱdesires.
Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

58) Ifȱtheȱopportunityȱcostsȱofȱproducingȱaȱgoodȱincreaseȱasȱmoreȱofȱthatȱgoodȱisȱproduced,ȱthe
economyȇsȱproductionȱpossibilityȱfrontierȱwillȱbe

A) negativelyȱslopedȱandȱȈbowedȱinwardȈȱtowardȱtheȱorigin.
B) negativelyȱslopedȱandȱȈbowedȱoutwardȈȱfromȱtheȱorigin.
C) aȱnegativelyȱslopedȱstraightȱline.
D) aȱpositivelyȱslopedȱstraightȱline.

Answer: B
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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59) Asȱyouȱmoveȱdownȱtheȱproductionȱpossibilityȱfrontier,ȱtheȱabsoluteȱvalueȱofȱtheȱmarginalȱrate
ofȱtransformation

A) increases. B) decreases.
C) initiallyȱincreases,ȱthenȱdecreases. D) initiallyȱdecreases,ȱthenȱincreases.

Answer: A
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

60) Asȱmoreȱofȱaȱgood,ȱsuchȱasȱtelevisionȱsets,ȱisȱproduced,ȱtheȱopportunityȱcostsȱofȱproducingȱit
increases.ȱThisȱmostȱlikelyȱoccursȱbecause

A) asȱmoreȱofȱaȱgoodȱisȱproducedȱtheȱinputsȱusedȱtoȱproduceȱthatȱgoodȱwillȱincreaseȱin
price.

B) consumersȱwouldȱbeȱwillingȱtoȱpayȱhigherȱpricesȱforȱtheȱgoodȱasȱmoreȱofȱtheȱgoodȱis
produced.

C) resourcesȱareȱnotȱequallyȱwellȱsuitedȱtoȱproducingȱallȱgoodsȱandȱasȱmoreȱofȱaȱgoodȱis
producedȱitȱisȱnecessaryȱtoȱuseȱresourcesȱlessȱwellȱsuitedȱtoȱtheȱproductionȱofȱthatȱgood.

D) asȱmoreȱofȱaȱgoodȱisȱproducedȱtheȱqualityȱofȱthatȱgoodȱdeclinesȱandȱthereforeȱtheȱcostsȱof
productionȱincrease.

Answer: C
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

61) Economicȱgrowthȱmayȱoccurȱwhen
A) aȱsocietyȱacquiresȱnewȱresources.
B) aȱsocietyȱlearnsȱtoȱproduceȱmoreȱusingȱexistingȱresources.
C) theȱsocietyȱbeginsȱtoȱproduceȱtheȱcombinationȱofȱgoodsȱsocietyȱwantsȱmost.
D) bothȱAȱandȱB

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ2.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ2.6

62) ReferȱtoȱFigureȱ2.6.ȱEconomicȱgrowthȱisȱrepresentedȱbyȱa
A) shiftȱfromȱppf2ȱtoȱppf1. B) shiftȱfromȱppf1ȱtoȱppf2.
C) movementȱȱalongȱppf1. D) movementȱȱalongȱppf2

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

63) ReferȱtoȱFigureȱ2.6.ȱAnȱimprovementȱinȱtechnologyȱmayȱbeȱrepresentedȱbyȱa
A) shiftȱfromȱppf2ȱtoȱppf1. B) shiftȱfromȱppf1ȱtoȱppf2.
C) movementȱȱalongȱppf2. D) movementȱalongȱppf1.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

64) ReferȱtoȱFigureȱ2.6.ȱWhichȱofȱtheȱfollowingȱwillȱshiftȱanȱeconomyȇsȱproductionȱpossibility
frontierȱfromȱppf1ȱtoȱppf2?

A) aȱdecreaseȱinȱunemployment
B) anȱincreaseȱinȱproductionȱefficiency
C) aȱchangeȱinȱconsumerȇsȱtastes
D) anȱincreaseȱinȱtheȱeconomyȇsȱcapitalȱstock

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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65) ReferȱtoȱFigureȱ2.6.ȱWhichȱofȱtheȱfollowingȱwillȱNOTȱcauseȱtheȱproductionȱpossibilityȱfrontier
toȱshiftȱfromȱppf1ȱtoȱppf2?

A) theȱdiscoveryȱofȱpreviouslyȱunknownȱoilȱfields
B) anȱimprovementȱinȱtechnology
C) anȱincreaseȱinȱtheȱstockȱofȱcapital
D) aȱdecreaseȱinȱtheȱunemploymentȱrate

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

66) ReferȱtoȱFigureȱ2.6.ȱWhichȱofȱtheȱfollowingȱisȱmostȱlikelyȱtoȱshiftȱtheȱproductionȱpossibility
frontierȱfromȱppf1ȱtoȱppf2?

A) aȱchangeȱinȱconsumerȱtastes
B) theȱpurchaseȱofȱstocksȱonȱtheȱNewȱYorkȱStockȱExchange
C) movingȱresourcesȱfromȱcapitalȱtoȱconsumerȱgoods
D) anȱincreaseȱinȱtheȱgeneralȱeducationalȱlevelȱofȱtheȱpopulation

Answer: D
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

67) ReferȱtoȱFigureȱ2.6.ȱȱIfȱtheȱeconomyȱisȱatȱppf1,ȱaȱchangeȱinȱconsumerȱpreferencesȱwouldȱbe
shownȱbyȱa

A) shiftȱfromȱppf2ȱtoȱppf1. B) movementȱȱalongȱppf1.
C) movementȱȱalongȱppf2. D) shiftȱfromȱppf1ȱtoȱppf2.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills

68) DuringȱtheȱIraqȱWarȱmanyȱofȱIraqȇsȱoilȱrefineriesȱwereȱdestroyed.ȱThisȱwouldȱbestȱbe
representedȱbyȱa

A) movementȱdownȱIraqȇsȱproductionȱpossibilityȱfrontier.
B) movementȱoffȱIraqȇsȱproductionȱpossibilityȱfrontierȱtoȱsomeȱpointȱinsideȱtheȱfrontier.
C) shiftȱofȱIraqȇsȱproductionȱpossibilityȱfrontierȱtowardȱtheȱorigin.
D) movementȱupȱIraqȇsȱproductionȱpossibilityȱfrontier.

Answer: C
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Analytic
AACSB: AnalyticȱSkills
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69) Forȱanȱeconomyȱtoȱproduceȱatȱaȱpointȱbeyondȱitsȱcurrentȱppf,ȱtheȱeconomyȱmust
A) wasteȱless. B) beȱmoreȱefficient.
C) reduceȱinputs. D) increaseȱitsȱresourceȱbase.

Answer: D
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

70) Inȱtermsȱofȱtheȱproductionȱpossibilityȱfrontier,ȱanȱincreaseȱinȱproductivityȱattributableȱtoȱnew
technologyȱwouldȱbestȱbeȱshownȱby

A) aȱmovementȱalongȱtheȱfrontier.
B) theȱproductionȱpossibilityȱfrontierȱshiftingȱoutward,ȱawayȱfromȱtheȱorigin.
C) aȱmovementȱfromȱaȱpointȱinsideȱtheȱfrontierȱtoȱaȱpointȱonȱit.
D) aȱmovementȱtowardȱtheȱorigin.

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

71) Anȱimprovementȱinȱtechnologyȱwillȱcauseȱthe
A) productionȱpossibilityȱfrontierȱtoȱshiftȱoutward.
B) productionȱpossibilityȱfrontierȱtoȱshiftȱinward.
C) economyȱtoȱmoveȱdownȱtheȱproductionȱpossibilityȱfrontier.
D) economyȱtoȱmoveȱcloserȱtoȱitsȱproductionȱpossibilityȱfrontier.

Answer: A
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

72) Considerȱtwoȱcountries,ȱJapanȱandȱMalaysia.ȱJapanȱdevotesȱaȱsmallerȱportionȱofȱitsȱproduction
toȱcapital.ȱAllȱotherȱthingsȱequalȱwhichȱofȱtheȱfollowingȱstatementsȱisȱmostȱlikelyȱtrue?

A) JapanȱisȱaȱpoorerȱcountryȱthanȱMalaysia.
B) JapanȱwillȱmoveȱupȱitsȱproductionȱpossibilityȱcurveȱfasterȱthanȱMalaysia.
C) Malaysiaȱisȱproducingȱinsideȱitsȱproductionȱpossibilityȱfrontier,ȱwhereasȱJapanȱis

producingȱatȱaȱpointȱonȱitsȱproductionȱpossibilityȱfrontier.
D) Malaysiaȇsȱproductionȱpossibilityȱfrontierȱwillȱshiftȱupȱandȱoutȱfartherȱandȱfasterȱthan

Japanȇs.
Answer: D
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking
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73) Theȱgapȱbetweenȱrichȱandȱpoorȱcountries
A) hasȱdecreasedȱoverȱtimeȱbecauseȱpoorȱcountriesȱcanȱmoreȱeasilyȱdevoteȱresourcesȱto

capitalȱproduction.
B) hasȱincreasedȱoverȱtimeȱbecauseȱpoorȱcountriesȱfindȱitȱdifficultȱtoȱdevoteȱresourcesȱto

capitalȱproduction.
C) hasȱremainedȱconstantȱoverȱtimeȱbecauseȱtechnologicalȱadvancesȱcanȱbeȱeasilyȱshared

amongȱnations.
D) hasȱremainedȱconstantȱoverȱtimeȱbecauseȱtheȱrateȱofȱcapitalȱproductionȱhasȱremained

constantȱinȱrichȱandȱpoorȱnations.
Answer: B
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Fact

74) Anȱeconomyȱproducesȱcapitalȱgoodsȱandȱconsumerȱgoods.ȱThisȱeconomyȱisȱoperatingȱatȱa
pointȱonȱitsȱproductionȱpossibilityȱfrontierȱassociatedȱwithȱaȱsmallȱamountȱofȱcapitalȱgoods
andȱaȱlargeȱamountȱofȱconsumerȱgoods.ȱThisȱisȱmostȱlikelyȱtoȱbeȱa

A) ȈpoorȈȱcountryȱbecauseȱsuchȱaȱnationȱhasȱdifficultyȱdevotingȱmanyȱresourcesȱtoȱthe
productionȱofȱcapitalȱgoods.

B) ȈrichȈȱcountryȱbecauseȱsuchȱaȱnationȱcanȱaffordȱtoȱsacrifice.
C) countryȱwithȱaȱfreeȱmarket.
D) countryȱwithȱaȱcommandȱeconomy.

Answer: A
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

75) Theȱeconomicȱproblemȱcanȱbestȱbeȱstatedȱas
A) Howȱcanȱtheȱeconomyȱimproveȱtechnologyȱsoȱasȱtoȱshiftȱtheȱproductionȱpossibility

frontierȱupȱandȱtoȱtheȱright?
B) Givenȱscarceȱresources,ȱhowȱexactlyȱdoȱsocietiesȱgoȱaboutȱdecidingȱwhatȱtoȱproduce,ȱhow

toȱproduceȱit,ȱandȱforȱwhomȱtoȱproduce?
C) Givenȱtheȱfactȱthatȱtheȱeconomyȱisȱinefficient,ȱhowȱmuchȱandȱwhatȱtypeȱofȱgovernment

interventionȱshouldȱbeȱusedȱtoȱimproveȱtheȱefficiencyȱofȱtheȱeconomy?
D) Whatȱisȱtheȱbestȱrateȱofȱeconomicȱgrowthȱforȱaȱsociety?

Answer: B
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition
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76) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ28:ȱWhichȱoneȱofȱtheȱfollowingȱoccursȱwhenȱan
individualȱentersȱtheȱpaidȱworkȱforce?

A) Theȱopportunityȱcostȱofȱtimeȱforȱhouseworkȱincreases,ȱbecauseȱtimeȱspentȱonȱhousework
couldȱbeȱspentȱonȱmoney-earningȱactivities.

B) Theȱopportunityȱcostȱofȱtimeȱforȱhouseworkȱincreases,ȱbecauseȱmoneyȱearnedȱatȱaȱjobȱcan
allowȱindividualsȱtoȱpayȱsomeoneȱtoȱdoȱhouseholdȱchoresȱthatȱtheȱindividualsȱusedȱtoȱdo
themselves.

C) Theȱopportunityȱcostȱofȱtimeȱforȱhouseworkȱdecreases,ȱbecauseȱincreasedȱearningȱpower
makesȱindividualsȱlessȱlikelyȱtoȱdoȱtheirȱownȱhousework.

D) Theȱopportunityȱcostȱofȱtimeȱforȱhouseworkȱdecreases,ȱbecauseȱasȱmoreȱpeopleȱenterȱthe
workȱforce,ȱbusinessesȱhaveȱgreaterȱincentivesȱtoȱdevelopȱinnovationsȱthatȱmake
houseworkȱmoreȱefficient.

Answer: A
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

77) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ28:ȱHowȱdidȱtheȱintroductionȱofȱtheȱmicrowaveȱin
1960ȱaffectȱtheȱmarketȱforȱfrozenȱfood?

A) Itȱencouragedȱpeopleȱtoȱleaveȱtheȱworkȱforceȱbyȱmakingȱcookingȱeasierȱandȱless
time-consuming.

B) Itȱreducedȱtheȱopportunityȱcostȱofȱeatingȱfrozenȱfoodȱbyȱdecreasingȱtheȱamountȱofȱtime
requiredȱtoȱprepareȱfrozenȱmeals.

C) Itȱincreasedȱtheȱfinancialȱcostȱofȱalternativeȱmethodsȱofȱfoodȱpreparation,ȱsuchȱas
conventionalȱovens.

D) Itȱmadeȱfrozenȱfoodsȱmoreȱappealingȱbyȱincreasingȱtheȱvarietyȱofȱmealsȱthatȱcouldȱbe
frozenȱandȱreheated.

Answer: B
Diff:ȱ3
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Inȱeconomics,ȱtheȱtermȱcapitalȱrefersȱonlyȱtoȱsomeȱformȱofȱmoney.
Answer: FALSE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

2) Amongȱtheȱresourcesȱusedȱinȱproductionȱareȱlaborȱandȱcapital.
Answer: TRUE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition
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3) Thingsȱthatȱhaveȱalreadyȱbeenȱproducedȱthatȱareȱinȱturnȱusedȱtoȱproduceȱotherȱgoodsȱand
servicesȱoverȱtimeȱareȱcalledȱȈcapital.Ȉ
Answer: TRUE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

4) Whenȱtwoȱpeopleȱtrade,ȱoneȱmustȱlose.
Answer: FALSE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Economicȱgrowthȱshiftsȱaȱsocietyȇsȱproductionȱpossibilityȱfrontierȱawayȱfromȱtheȱorigin.
Answer: TRUE
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Aȱsocietyȇsȱproductionȱpossibilityȱfrontierȱisȱbowedȱinȱfromȱtheȱoriginȱdueȱtoȱspecialized
resources.
Answer: FALSE
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Fact

7) TheȱȈeconomicȱproblemȈȱisȱthatȱgivenȱscarceȱresources,ȱhowȱdoȱlargeȱsocietiesȱgoȱabout
answeringȱtheȱbasicȱeconomicȱquestionsȱofȱwhatȱwillȱbeȱproduced,ȱhowȱitȱwillȱbeȱproduced,
andȱwhoȱwillȱgetȱit.
Answer: TRUE
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

8) Comparativeȱadvantageȱrefersȱtoȱtheȱabilityȱtoȱproduceȱbetterȱqualityȱgoodsȱthanȱaȱcompetitor.
Answer: FALSE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition

9) Comparativeȱadvantageȱrefersȱtoȱtheȱabilityȱtoȱproduceȱatȱaȱlowerȱopportunityȱcostȱthanȱa
competitor.
Answer: TRUE
Diff:ȱ2
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Definition
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10) Theȱgovernmentȱproducesȱonlyȱwhatȱtheȱmarketȱisȱwillingȱtoȱpayȱfor.
Answer: FALSE
Diff:ȱ1
Topic: Scarcity,ȱChoice,ȱandȱOpportunityȱCost
Skill: Conceptual
AACSB: ReflectiveȱThinking

2.2 EconomicȱSystems

1 MultipleȱChoice

1) Anȱeconomyȱinȱwhichȱaȱcentralȱauthorityȱdrawsȱupȱaȱplanȱthatȱestablishesȱwhatȱwillȱbe
producedȱandȱwhen,ȱsetsȱproductionȱgoals,ȱandȱmakesȱrulesȱforȱdistributionȱisȱa

A) freeȱmarketȱeconomy. B) laissez-faireȱeconomy.
C) publicȱgoodsȱeconomy. D) commandȱeconomy.

Answer: D
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition

2) Anȱeconomyȱinȱwhichȱindividualȱpeopleȱandȱfirmsȱpursueȱtheirȱownȱself-interestȱwithoutȱany
centralȱdirectionȱorȱregulationȱisȱa(n)

A) commandȱeconomy. B) laissez-faireȱeconomy.
C) invisible-handȱeconomy. D) private-sectorȱeconomy.

Answer: B
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition

3) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Manyȱplannedȱeconomiesȱhaveȱnotȱfaredȱveryȱwellȱinȱrecentȱyears;ȱmanyȱofȱthese

economiesȱhaveȱalmostȱcompletelyȱcollapsed.
B) Commandȱeconomiesȱoperateȱtheȱmostȱefficientlyȱbecauseȱtheȱgovernmentȱmakesȱallȱthe

productionȱdecisions.
C) Inȱcommandȱeconomiesȱconsumersȱstillȱexerciseȱchoice.
D) Inȱaȱcommandȱeconomyȱtheȱgovernmentȱanswersȱtheȱquestionsȱofȱwhatȱtoȱproduce,ȱhow

toȱproduceȱit,ȱandȱhowȱtoȱdistributeȱit.
Answer: B
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱisȱanȱelementȱofȱaȱcommandȱeconomy?
A) Theȱmarketȱdecidesȱdistribution.
B) Theȱmeansȱofȱproductionȱareȱprivatelyȱowned.
C) Productionȱdecisionsȱareȱcentralized.
D) Theȱmarketȱdecidesȱwhatȱwillȱbeȱproduced.

Answer: C
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Fact
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5) WhichȱofȱtheȱfollowingȱstatementsȱisȱNOTȱtrueȱforȱaȱcommandȱeconomy?
A) Consumersȱhaveȱsomeȱchoicesȱconcerningȱwhatȱtheyȱbuy.
B) Theȱgovernmentȱdecidesȱwhatȱisȱproduced.
C) Theȱamountȱofȱaȱgoodȱsuppliedȱalwaysȱequalsȱtheȱamountȱofȱtheȱgoodȱdemanded.
D) Theȱstateȱdecidesȱhowȱtoȱdistributeȱwhatȱisȱproduced.

Answer: C
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Fact

6) Inȱaȱlaissez-faireȱeconomyȱ________ȱwhatȱgetsȱproduced,ȱhowȱitȱisȱproduced,ȱandȱwhoȱgetsȱit.
A) theȱbehaviorȱofȱbuyersȱandȱsellersȱdetermines
B) theȱcentralȱgovernmentȱauthorityȱdetermines
C) firmsȱbutȱnotȱconsumersȱdetermine
D) consumersȱbutȱnotȱfirmsȱdetermine

Answer: A
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Fact

7) Anȱinstitutionȱthroughȱwhichȱbuyersȱandȱsellersȱinteractȱandȱengageȱinȱexchangeȱis
A) aȱcentralȱauthority. B) Ȉlaissez-faire.Ȉ
C) aȱmarket. D) aȱproductionȱfrontier.

Answer: C
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition

8) WhichȱofȱtheȱfollowingȱisȱNOTȱtrueȱofȱaȱmarketȱeconomy?
A) Inȱitsȱpureȱform,ȱitȱisȱalsoȱknownȱasȱaȱlaissez-faireȱeconomy.
B) Decisionsȱareȱregulatedȱbyȱaȱcentralȱagency.
C) Theȱinteractionȱbetweenȱbuyersȱandȱsellersȱanswersȱtheȱbasicȱeconomicȱquestionsȱofȱwhat

getsȱproduced,ȱhowȱitȱgetsȱproduced,ȱandȱwhoȱgetsȱit.
D) Itȱreliesȱonȱmillionsȱofȱindividualȱeconomicȱdecisionsȱtoȱdetermineȱeconomicȱoutcomes.

Answer: B
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Fact

9) Consumerȱsovereignty
A) isȱdependentȱonȱprofits.
B) isȱtheȱideaȱthatȱconsumersȱcanȱbuyȱwhateverȱtheyȱwantȱto.
C) isȱtheȱideaȱthatȱconsumersȱdetermineȱwhatȱisȱproducedȱinȱtheȱeconomyȱthroughȱtheir

demands.
D) isȱonlyȱpossibleȱinȱaȱmonarchy.

Answer: C
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition
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10) Theȱideaȱthatȱconsumersȱultimatelyȱdictateȱwhatȱwillȱbeȱproducedȱbyȱchoosingȱwhatȱto
purchaseȱisȱknownȱas

A) laissez-faire. B) theȱeconomicȱproblem.
C) centralizedȱdecisionȱmaking. D) consumerȱsovereignty.

Answer: D
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition

11) Theȱamountȱthatȱhouseholdsȱhaveȱaccumulatedȱoutȱofȱpastȱincomeȱthroughȱsavingȱand
inheritanceȱis

A) futureȱincome. B) wealth. C) consumption. D) pastȱincome.
Answer: B
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Definition

12) Inȱaȱfreeȱmarketȱsystem,ȱtheȱamountȱofȱoutputȱthatȱanyȱoneȱhouseholdȱgetsȱdependsȱonȱits
A) income. B) wealth.
C) wageȱandȱinterestȱincome. D) incomeȱandȱwealth.

Answer: D
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Advocatesȱofȱanȱunregulatedȱmarketȱsystemȱargueȱthat
A) competitionȱpromotesȱefficiency.
B) competitionȱleadsȱtoȱinnovation.
C) competitionȱleadsȱtoȱproductȱvarietyȱandȱquality.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ3
Topic: EconomicȱSystems
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Theȱbasicȱcoordinatingȱmechanismȱinȱaȱfreeȱmarketȱsystemȱis
A) quantity. B) price.
C) aȱcentralȱgovernmentȱauthority. D) theȱcorporation.

Answer: B
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Fact
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15) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Inȱaȱfreeȱmarketȱsystem,ȱtheȱbasicȱeconomicȱquestionsȱareȱansweredȱwithoutȱtheȱhelpȱofȱa

centralȱgovernmentȱplanȱorȱdirective.
B) Individualsȱguidedȱbyȱtheirȱown-selfȱinterestȱwillȱproduceȱproductsȱandȱservicesȱthat

otherȱpeopleȱwant.
C) Theȱbasicȱcoordinatingȱmechanismȱinȱaȱfreeȱmarketȱsystemȱisȱquantityȱadjustments

towardȱequilibrium.
D) Inȱaȱfreeȱmarketȱsystem,ȱcompetitionȱforcesȱfirmsȱtoȱadoptȱefficientȱproduction

techniques.
Answer: C
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Someȱeconomistsȱadvocateȱgovernmentȱinterventionȱinȱaȱmarketȱeconomy
A) toȱproduceȱcollectiveȱgoodsȱandȱservices.
B) whenȱresourceȱcostsȱforȱaȱprivateȱproducerȱdoȱnotȱreflectȱtheȱfullȱcostȱtoȱsociety.
C) toȱstabilizeȱtheȱeconomy.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Fact

2 True/False

1) Aȱlaissez-faireȱeconomyȱisȱoneȱinȱwhichȱindividualȱpeopleȱandȱfirmsȱpursueȱtheirȱown
self-interestȱwithoutȱanyȱcentralȱdirectionȱorȱregulation.
Answer: TRUE
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Definition

2) Aȱcommandȱeconomyȱisȱoneȱinȱwhichȱaȱcentralȱgovernmentȱsetsȱoutputȱtargets,ȱincomesȱand
prices.
Answer: TRUE
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Definition

3) Aȱcommandȱeconomyȱeliminatesȱmarkets.
Answer: FALSE
Diff:ȱ2
Topic: EconomicȱSystems
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Priceȱisȱtheȱcoordinatingȱmechanismȱinȱaȱplannedȱeconomy.
Answer: FALSE
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Definition

5) Theȱnotionȱthatȱbuyersȱdetermineȱwhatȱwillȱbeȱproducedȱbyȱchoosingȱwhatȱtheyȱpurchaseȱis
calledȱconsumerȱsovereignty.
Answer: TRUE
Diff:ȱ1
Topic: EconomicȱSystems
Skill: Definition
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Chapterȱ3 Demand,ȱSupply,ȱandȱMarketȱEquilibrium

3.1 FirmsȱandȱHouseholds:ȱTheȱBasicȱDecisionȱMakingȱUnits

1 MultipleȱChoice

1) MichaelȱDellȱwasȱtheȱfirstȱindividualȱwhoȱsoldȱcomputersȱbyȱmailȱorder.ȱTheȱcompany

foundedȱbyȱDellȱisȱnowȱoneȱofȱtheȱlargestȱandȱmostȱsuccessfulȱcomputerȱcompaniesȱinȱthe
UnitedȱStates.ȱMichaelȱDellȱwouldȱbeȱclassifiedȱasȱa(n)

A) entrepreneur. B) opportunist. C) monopolist. D) socialist.

Answer: A
Diff:ȱ1
Topic: FirmsȱandȱHouseholds
Skill: Conceptual

2) Firmsȱareȱorganizationsȱthat
A) takeȱadvantageȱofȱtheȱpublic. B) transformȱresourcesȱintoȱproducts.
C) transformȱoutputsȱintoȱinputs. D) consumerȱoutputs.

Answer: B
Diff:ȱ1
Topic: FirmsȱandȱHouseholds
Skill: Definition

3) AnȱentrepreneurȱisȱaȱpersonȱwhoȱdoesȱallȱofȱtheȱfollowingȱEXCEPT
A) assumesȱtheȱriskȱofȱaȱfirm.

B) organizesȱandȱmanagesȱaȱfirm.

C) turnsȱaȱnewȱideaȱorȱproductȱintoȱaȱbusiness.
D) alwaysȱmakesȱaȱprofit.

Answer: D
Diff:ȱ1
Topic: FirmsȱandȱHouseholds
Skill: Definition

4) Whyȱdoȱfirmsȱengageȱinȱtheȱactivityȱofȱproduction?
A) toȱhelpȱsocietyȱadvanceȱtechnologically B) toȱparticipateȱinȱtheȱcircularȱflow
C) toȱacquireȱprofits D) toȱdevelopȱaȱsupplyȱschedule

Answer: C
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) EconomistsȱwouldȱclassifyȱtheȱBostonȱSymphonyȱOrchestraȱasȱaȱfirm.

Answer: TRUE
Diff:ȱ2
Topic: FirmsȱandȱHouseholds
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Householdsȱareȱtheȱconsumingȱunitsȱofȱtheȱeconomy.

Answer: TRUE
Diff:ȱ1
Topic: FirmsȱandȱHouseholds
Skill: Definition

3) Entrepreneursȱȱareȱunnecessaryȱinȱaȱmarketȱeconomyȱandȱtheirȱprofitȱisȱunearned.
Answer: FALSE
Diff:ȱ1
Topic: FirmsȱandȱHouseholds
Skill: Conceptual

3.2 InputȱMarketsȱandȱOutputȱMarkets:ȱTheȱCircularȱFlow

1 MultipleȱChoice

1) Inȱinputȱorȱfactorȱmarkets

A) consumersȱpurchaseȱproducts. B) firmsȱsupplyȱgoods.
C) householdsȱsupplyȱresources D) householdsȱdemandȱgoods.

Answer: C
Diff:ȱ1
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Conceptual

2) Aȱfactorȱmarketȱis
A) whereȱgoodsȱareȱexchanged. B) whereȱresourcesȱareȱexchanged.
C) whereȱgoodsȱareȱmade. D) organizedȱbyȱgovernment.

Answer: B
Diff:ȱ1
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Definition

3) Inȱanȱoutputȱmarket

A) consumersȱpurchaseȱproducts.
B) firmsȱpurchaseȱresources.
C) householdsȱearnȱincome.

D) land,ȱlaborȱandȱcapitalȱmayȱbeȱexchanged.
Answer: A
Diff:ȱ2
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Conceptual

4) Amongȱtheȱfactorsȱofȱproductionȱare
A) capital. B) wages.

C) income. D) allȱofȱtheȱabove
Answer: A
Diff:ȱ2
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Fact
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2 True/False

1) Factorsȱofȱproductionȱareȱtradedȱinȱtheȱproductȱmarket.

Answer: FALSE
Diff:ȱ1
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Conceptual

2) Householdsȱareȱpaidȱincomeȱforȱtheȱresourcesȱtheyȱsupplyȱinȱanȱinputȱmarket.

Answer: TRUE
Diff:ȱ1
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Conceptual

3) Laborȱisȱdemandedȱbyȱfirmsȱinȱanȱoutputȱmarket.

Answer: FALSE
Diff:ȱ1
Topic: InputȱMarketsȱandȱOutputȱMarkets
Skill: Conceptual

3.3 DemandȱinȱProductȱ/ȱOutputȱMarkets

1 MultipleȱChoice

1) Whichȱofȱtheȱfollowingȱisȱheldȱconstantȱalongȱtheȱdemandȱcurve?
A) priceȱofȱtheȱgood B) quantity

C) income D) bothȱAȱandȱB
Answer: C
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) WhichȱofȱtheȱfollowingȱwillȱNOTȱcauseȱaȱshiftȱinȱtheȱdemandȱcurveȱforȱcompactȱdiscs?
A) aȱchangeȱinȱincome

B) aȱchangeȱinȱwealth

C) aȱchangeȱinȱtheȱpriceȱofȱdownloadableȱonlineȱmusic

D) aȱchangeȱinȱtheȱpriceȱofȱcompactȱdiscs
Answer: D
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) TheȱȈlawȱofȱdemandȈȱimpliesȱthat
A) asȱpricesȱfall,ȱdemandȱincreases.
B) asȱpricesȱrise,ȱdemandȱincreases.
C) asȱpricesȱfall,ȱquantityȱdemandedȱincreases.
D) asȱpricesȱrise,ȱquantityȱdemandedȱincreases.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition
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4) Accordingȱtoȱtheȱlawȱofȱdemand,ȱasȱpricesȱrise,ȱceterisȱparibus
A) demandȱincreases. B) demandȱdecreases.
C) quantityȱdemandedȱdecreases. D) quantityȱdemandedȱincreases.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition

5) Accordingȱtoȱtheȱlawȱofȱdemandȱthereȱisȱ________ȱrelationshipȱbetweenȱpriceȱandȱquantity
demanded.

A) aȱpositive B) aȱnegative
C) eitherȱaȱpositiveȱorȱnegative D) aȱconstantlyȱchanging

Answer: B
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

6) Asȱanȱindividualȱconsumesȱmoreȱofȱaȱproductȱwithinȱaȱgivenȱperiodȱofȱtime,ȱitȱisȱlikelyȱthat
eachȱadditionalȱunitȱconsumedȱwillȱyield

A) successivelyȱlessȱsatisfaction.
B) successivelyȱmoreȱsatisfaction.
C) theȱsameȱamountȱofȱsatisfaction.
D) lessȱsatisfactionȱforȱaȱwhileȱandȱthenȱstartȱtoȱaddȱmoreȱsatisfaction.

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱtheȱFigureȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.1

7) ReferȱtoȱFigureȱ3.1.ȱWhichȱofȱtheȱfollowingȱwouldȱbeȱmostȱlikelyȱtoȱcauseȱtheȱdemandȱforȱDr.
PepperȱtoȱshiftȱfromȱD0ȱtoȱD1?

A) aȱdecreaseȱinȱincome,ȱassumingȱthatȱDr.ȱPepperȱisȱaȱnormalȱgood
B) anȱincreaseȱinȱtheȱpriceȱofȱ7-UP,ȱassumingȱ7-UPȱisȱaȱsubstituteȱforȱDr.ȱPepper
C) aȱdecreaseȱinȱtheȱpriceȱofȱDr.ȱPepper
D) aȱreductionȱinȱtheȱpriceȱofȱsugarȱusedȱtoȱmakeȱDr.ȱPepper

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱtheȱFigureȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.2

8) ReferȱtoȱFigureȱ3.2.ȱWhichȱofȱtheȱfollowingȱwouldȱbeȱmostȱlikelyȱtoȱcauseȱtheȱdemandȱfor
macaroniȱandȱcheeseȱtoȱshiftȱfromȱD1ȱtoȱD0?

A) anȱincreaseȱinȱtheȱpriceȱofȱmacaroniȱandȱcheese
B) anȱincreaseȱinȱtheȱpriceȱofȱflourȱusedȱtoȱmakeȱmacaroniȱandȱcheese
C) anȱincreaseȱinȱincome,ȱassumingȱmacaroniȱandȱcheeseȱisȱaȱnormalȱgood
D) anȱincreaseȱinȱtheȱquantityȱdemandedȱforȱmacaroniȱandȱcheese

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

9) Ifȱtheȱdemandȱforȱcoffeeȱdecreasesȱasȱincomeȱdecreases,ȱcoffeeȱisȱa(n)
A) normalȱgood. B) inferiorȱgood.
C) substituteȱgood. D) complementaryȱgood.

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Ifȱtheȱdemandȱforȱsardinesȱincreasesȱasȱincomeȱdecreases,ȱsardinesȱareȱa(n)
A) normalȱgood. B) inferiorȱgood.
C) substituteȱgood. D) complementaryȱgood.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.3

11) ReferȱtoȱFigureȱ3.3.ȱAsȱyourȱincomeȱincreased,ȱtheȱdemandȱforȱX shiftedȱfromȱD1ȱtoȱD2.ȱGood
Xȱis

A) anȱinferiorȱgood. B) aȱnormalȱgood.
C) aȱluxuryȱgood. D) anȱincome-neutralȱgood.

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.4

12) ReferȱtoȱFigureȱ3.4.ȱIfȱconsumerȱincomeȱfalls,ȱtheȱdemandȱforȱtunaȱfishȱsandwichesȱshiftsȱfrom
D0ȱtoȱD1.ȱThisȱimpliesȱthatȱtunaȱfishȱsandwichesȱareȱa(n)

A) normalȱgood. B) inferiorȱgood.
C) substituteȱgood. D) complementaryȱgood.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.5

13) ReferȱtoȱFigureȱ3.5.ȱIfȱconsumerȱincomeȱincreases,ȱtheȱdemandȱforȱchiliȱpeppersȱshiftsȱfromȱD0
toȱD1.ȱThisȱimpliesȱthatȱchiliȱpeppersȱareȱa(n)

A) normalȱgood. B) inferiorȱgood.
C) substituteȱgood. D) complementaryȱgood.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

14) Supposeȱtheȱdemandȱforȱbooksȱgoesȱdownȱwhenȱtheȱpriceȱofȱvideoȱgamesȱgoesȱdown.ȱWeȱcan
sayȱthatȱtheseȱtwoȱgoodsȱare

A) complements. B) substitutes.

C) unrelatedȱgoods. D) perfectȱsubstitutes.
Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Duringȱanȱeconomicȱdownturnȱwhenȱconsumerȱincomeȱfalls,ȱtheȱdemandȱforȱtacosȱincreases
andȱtheȱdemandȱforȱsushiȱdecreases.ȱThisȱimpliesȱthatȱtacos

A) andȱsushiȱareȱcomplements.

B) areȱaȱnormalȱgoodȱandȱsushiȱisȱanȱinferiorȱgood.
C) areȱanȱinferiorȱgoodȱandȱsushiȱisȱaȱnormalȱgood.
D) areȱanȱeconomicȱbadȱandȱsushiȱisȱanȱeconomicȱgood.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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16) Aȱgoodȱwhoseȱdemandȱisȱinverselyȱrelatedȱtoȱincomeȱisȱa(n)
A) normalȱgood. B) inferiorȱgood. C) regularȱgood. D) newȱgood.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition

17) Inȱcollegeȱyouȱpracticallyȱexistedȱonȱinstantȱnoodles,ȱbutȱnowȱyouȱearnȱ$95,000ȱaȱyear.ȱYou
neverȱwantȱtoȱseeȱinstantȱnoodlesȱagain.ȱWeȱcanȱsafelyȱconcludeȱthatȱyouȱconsiderȱinstant
noodlesȱtoȱbeȱa(n)

A) normalȱgood. B) complementaryȱgood.
C) luxury. D) inferiorȱgood.

Answer: D
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Forȱinferiorȱgoods,ȱanȱincreaseȱinȱincomeȱwillȱcauseȱthe
A) quantityȱdemandedȱtoȱfall. B) demandȱtoȱincrease.
C) demandȱtoȱfall. D) quantityȱdemandedȱtoȱincrease.

Answer: C
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition

19) Aȱdecreaseȱinȱdemandȱforȱcamerasȱwouldȱlikelyȱbeȱcausedȱby
A) anȱincreaseȱinȱtheȱpriceȱofȱaȱsubstituteȱgood.
B) anȱincreaseȱinȱtheȱpriceȱofȱcameras.

C) anȱincreaseȱinȱtheȱpriceȱofȱaȱcomplementaryȱgood.
D) aȱdecreaseȱinȱtheȱpriceȱofȱcameras.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Whenȱtheȱdecreaseȱinȱtheȱpriceȱofȱoneȱgoodȱcausesȱtheȱdemandȱforȱanotherȱgoodȱtoȱdecrease,
theȱgoodsȱare

A) normal. B) inferior. C) substitutes. D) complements.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition

21) Demandȱforȱoneȱitemȱgoesȱdownȱwhenȱtheȱpriceȱofȱanotherȱitemȱgoesȱup.ȱTheseȱitemsȱmustȱbe
A) substitutes. B) complements. C) normalȱgoods. D) inferiorȱgoods.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition
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22) Inȱresponseȱtoȱnewsȱreportsȱthatȱtakingȱaspirinȱdailyȱcanȱreduceȱanȱindividualȇsȱriskȱofȱaȱheart
attack,ȱthereȱwillȱmostȱlikelyȱbeȱa(n)

A) increaseȱinȱtheȱsupplyȱofȱaspirin.
B) decreaseȱinȱtheȱsupplyȱofȱaspirin.
C) increaseȱinȱtheȱdemandȱforȱaspirin.
D) increaseȱinȱtheȱquantityȱdemandedȱofȱaspirin.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Demandȱcurvesȱareȱderivedȱwhileȱholdingȱconstant
A) income,ȱtastes,ȱandȱtheȱpriceȱofȱtheȱgood.
B) onlyȱincomeȱandȱtastes.
C) income,ȱtastes,ȱandȱtheȱpricesȱofȱotherȱgoods.
D) onlyȱtastesȱandȱtheȱpriceȱofȱotherȱgoods.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

24) TheȱquantityȱdemandedȱofȱPepsiȱhasȱdecreased.ȱTheȱbestȱexplanationȱforȱthisȱisȱthat
A) theȱpriceȱofȱCoca-Colaȱhasȱincreased.
B) Pepsiȇsȱadvertisingȱisȱnotȱasȱeffectiveȱasȱinȱtheȱpast.
C) theȱpriceȱofȱPepsiȱhasȱincreased.
D) Pepsiȱconsumersȱhadȱanȱincreaseȱinȱincome.

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.6

25) ReferȱtoȱFigureȱ3.6.ȱTheȱnumberȱofȱDVDsȱIsabelȱrentsȱperȱweekȱincreasesȱfromȱ4ȱtoȱ7.ȱThisȱis
causedȱby

A) anȱincreaseȱinȱincomeȱifȱDVDsȱareȱaȱnormalȱgood.
B) aȱdecreaseȱinȱtheȱpriceȱofȱpopcornȱwhichȱisȱaȱcomplementȱtoȱDVDs.
C) aȱdecreaseȱinȱtheȱrentalȱpriceȱofȱDVDs.
D) eitherȱAȱorȱB

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

26) Aȱchangeȱinȱtheȱpriceȱofȱaȱgoodȱorȱserviceȱleadsȱtoȱaȱ________ȱthatȱleadsȱtoȱaȱ________.
A) changeȱinȱdemand;ȱmovementȱalongȱtheȱdemandȱcurve
B) changeȱinȱquantityȱdemanded;ȱmovementȱalongȱtheȱdemandȱcurve
C) changeȱinȱdemand;ȱshiftȱinȱtheȱdemandȱcurve
D) changeȱinȱquantityȱdemanded;ȱshiftȱofȱtheȱdemandȱcurve

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Aȱchangeȱinȱincome,ȱpreferences,ȱorȱpricesȱofȱotherȱgoodsȱorȱservicesȱleadsȱtoȱaȱ________ȱthat
causesȱaȱ________.

A) changeȱinȱdemand;ȱmovementȱalongȱtheȱdemandȱcurve
B) changeȱinȱquantityȱdemanded;ȱmovementȱalongȱtheȱdemandȱcurve
C) changeȱinȱdemand;ȱshiftȱofȱtheȱdemandȱcurve
D) changeȱinȱquantityȱdemanded;ȱshiftȱofȱtheȱdemandȱcurve

Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.7ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

Figureȱ3.7

28) ReferȱtoȱFigureȱ3.7.ȱAssumeȱtheȱmarketȱisȱinitiallyȱatȱPointȱB andȱthatȱpizzaȱisȱaȱnormalȱgood.ȱA
decreaseȱinȱincomeȱwouldȱcauseȱtheȱmarketȱtoȱmoveȱfromȱPointȱBȱonȱdemandȱcurveȱD2ȱto

A) demandȱcurveȱD1. B) demandȱcurveȱD3.
C) PointȱAȱonȱdemandȱcurveȱD2. D) PointȱC onȱdemandȱcurveȱD2.

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ3.7.ȱIfȱpizzaȱandȱbeerȱareȱcomplementaryȱgoods,ȱaȱdecreaseȱinȱtheȱpriceȱofȱbeer
willȱcauseȱaȱmovementȱfromȱPointȱBȱonȱdemandȱcurveȱD2ȱto

A) demandȱcurveȱD1. B) demandȱcurveȱD3.
C) PointȱAȱonȱdemandȱcurveȱD2. D) PointȱC onȱdemandȱcurveȱD2.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱFigureȱ3.7.ȱIfȱpizzaȱandȱhamburgersȱareȱsubstitutes,ȱanȱincreaseȱinȱtheȱpriceȱof
hamburgersȱwillȱcauseȱaȱmovementȱfromȱPointȱBȱonȱdemandȱcurveȱD2ȱto

A) demandȱcurveȱD1. B) demandȱcurveȱD3.
C) PointȱAȱonȱdemandȱcurveȱD2. D) PointȱC onȱdemandȱcurveȱD2.

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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31) ReferȱtoȱFigureȱ3.7.ȱAȱmovementȱfromȱPointȱC toȱPointȱB onȱdemandȱcurveȱD2ȱwouldȱbe
causedȱbyȱa(n)

A) decreaseȱinȱincome,ȱassumingȱpizzaȱisȱaȱnormalȱgood.
B) decreaseȱinȱtheȱpriceȱofȱhamburgers,ȱassumingȱthatȱpizzaȱandȱhamburgersȱare

substitutes.

C) decreaseȱinȱtheȱpriceȱofȱpizza.
D) increaseȱinȱtheȱpriceȱofȱpizza.

Answer: D
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) ReferȱtoȱFigureȱ3.7.ȱAȱdecreaseȱinȱdemandȱisȱrepresentedȱbyȱtheȱmovement

A) fromȱD2ȱtoȱD1. B) fromȱD2 toȱD3.
C) alongȱD2ȱfromȱPointȱBȱtoȱPointȱA. D) alongȱD2 fromȱPointȱBȱtoȱPointȱC.

Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) ReferȱtoȱFigureȱ3.7.ȱAnȱincreaseȱinȱquantityȱdemandedȱisȱrepresentedȱbyȱmovement

A) fromȱD2ȱtoȱD1. B) fromȱD2 toȱD3.
C) alongȱD2ȱfromȱPointȱBȱtoȱpointȱA. D) alongȱD2 fromȱPointȱBȱtoȱpointȱC.

Answer: D
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.8ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

Figureȱ3.8

34) ReferȱtoȱFigureȱ3.8.ȱAssumeȱthatȱthereȱareȱonlyȱtwoȱpeopleȱinȱtheȱmarketȱforȱbaseballȱcaps:
AlexȱandȱRyan.ȱAlongȱtheȱmarketȱdemandȱcurveȱforȱbaseballȱcaps,ȱatȱaȱpriceȱofȱ________,
quantityȱdemandedȱwouldȱbeȱ________.

A) $10;ȱ7 B) $10;ȱ11 C) $8;ȱ12 D) $8;ȱ13
Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱFigureȱ3.8.ȱAssumeȱthereȱareȱonlyȱtwoȱpeopleȱinȱtheȱmarketȱforȱbaseballȱcaps:ȱAlex
andȱRyan.ȱAlongȱtheȱmarketȱdemandȱcurveȱforȱbaseballȱcaps,ȱatȱaȱpriceȱofȱ________,ȱquantity
demandedȱwouldȱbeȱ________.

A) $10;ȱ6 B) $10;ȱ12 C) $8;ȱ14 D) $8;ȱ25
Answer: C
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

68



ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.9ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

Figureȱ3.9

36) ReferȱtoȱFigureȱ3.9.ȱAssumeȱthatȱthereȱareȱonlyȱtwoȱpeopleȱinȱtheȱmarketȱforȱcoconuts:ȱSasha
andȱKyle.ȱAlongȱtheȱmarketȱdemandȱcurveȱforȱcoconuts,ȱatȱaȱpriceȱofȱ________,ȱquantity
demandedȱwouldȱbeȱ________.

A) $14;ȱ7 B) $14;ȱ9 C) $10;ȱ9 D) $10;ȱ8
Answer: A
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

37) ReferȱtoȱFigureȱ3.9.ȱAssumeȱthereȱareȱonlyȱtwoȱpeopleȱinȱtheȱmarketȱforȱcoconuts:ȱSashaȱand
Kyle.ȱAlongȱtheȱmarketȱdemandȱcurveȱforȱcoconuts,ȱatȱaȱpriceȱofȱ________,ȱquantityȱdemanded

wouldȱbeȱ________.
A) $10;ȱ9 B) $10;ȱ10 C) $14;ȱ9 D) $14;ȱ8

Answer: B
Diff:ȱ2
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱScenarioȱ3.1ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

SCENARIOȱ3.1:ȱRentedȱDVDsȱandȱmoviesȱshownȱinȱtheatersȱareȱsubstitutes.ȱRentedȱDVDsȱandȱplasmaȱTVs
areȱcomplements.ȱPlasmaȱTVsȱandȱmoviesȱshownȱinȱtheatersȱareȱnormalȱgoods.ȱPeopleȱwatchȱrentedȱDVDs
moreȱoftenȱinȱtheȱwinterȱthanȱinȱtheȱsummer.

38) ReferȱtoȱScenarioȱ3.1.ȱMostȱplasmaȱTVsȱsoldȱinȱtheȱUnitedȱStatesȱareȱimportedȱfromȱJapan.ȱIf
theȱUnitedȱStatesȱgovernmentȱreducesȱtheȱnumberȱofȱplasmaȱTVsȱthatȱcanȱbeȱimportedȱintoȱthe
UnitedȱStates,ȱceterisȱparibus,ȱwhatȱwouldȱhappen?

A) TheȱpriceȱofȱplasmaȱTVsȱandȱtheȱrentalȱpriceȱofȱDVDsȱwouldȱdecrease.
B) TheȱpriceȱofȱplasmaȱTVsȱwouldȱdecreaseȱandȱtheȱrentalȱpriceȱofȱDVDsȱwouldȱincrease.
C) TheȱpriceȱofȱplasmaȱTVsȱwouldȱincreaseȱandȱtheȱrentalȱpriceȱofȱDVDsȱwouldȱdecrease.
D) TheȱpriceȱofȱplasmaȱTVsȱandȱtheȱrentalȱpriceȱofȱDVDsȱwouldȱincrease.

Answer: C
Diff:ȱ3
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) ReferȱtoȱScenarioȱ3.1.ȱToȱraiseȱadditionalȱrevenues,ȱtheȱgovernmentȱimposesȱanȱentertainment

taxȱonȱmovieȱtickets,ȱbutȱthereȱareȱnoȱnewȱadditionalȱtaxesȱleviedȱonȱrentedȱDVDs.ȱThisȱwould

leadȱto
A) anȱincreaseȱinȱtheȱpriceȱofȱmovieȱtickets,ȱbutȱnoȱchangeȱinȱtheȱrentalȱpriceȱofȱDVDs.
B) anȱincreaseȱinȱtheȱpriceȱofȱmovieȱticketsȱandȱtheȱrentalȱpriceȱofȱDVDs.
C) anȱincreaseȱinȱtheȱpriceȱofȱaȱmovieȱticketȱandȱaȱdecreaseȱinȱtheȱrentalȱpriceȱofȱDVDs.
D) noȱchangeȱinȱtheȱpriceȱofȱaȱmovieȱticketȱandȱanȱincreaseȱinȱtheȱrentalȱpriceȱofȱDVDs.

Answer: B
Diff:ȱ3
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) ReferȱtoȱScenarioȱ3.1.ȱYouȱobserveȱthatȱtheȱrentalȱpriceȱforȱDVDsȱisȱhigherȱinȱtheȱwinterȱthanȱin
theȱsummer.ȱThisȱwouldȱbeȱexplainedȱbyȱtheȱfactȱthat

A) demandȱforȱrentedȱDVDsȱisȱhigherȱinȱtheȱwinterȱthanȱinȱtheȱsummer.

B) theȱquantityȱdemandedȱofȱrentedȱDVDsȱisȱhigherȱinȱtheȱwinterȱthanȱinȱtheȱsummer.

C) thereȱareȱmoreȱDVDsȱreleasedȱintoȱtheȱrentalȱmarketȱinȱtheȱwinterȱthanȱinȱtheȱsummer.

D) consumerȱincomeȱtendsȱtoȱfallȱinȱtheȱwinterȱandȱincreaseȱinȱtheȱsummer.

Answer: A
Diff:ȱ3
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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41) ReferȱtoȱScenarioȱ3.1.ȱTheȱnumberȱofȱstoresȱrentingȱDVDsȱisȱreducedȱbyȱ25%,ȱreducingȱthe
numberȱofȱDVDsȱavailable.ȱWhichȱofȱtheȱfollowingȱwouldȱoccur?

A) TheȱrentalȱpriceȱofȱDVDsȱwouldȱincrease,ȱandȱtheȱpriceȱofȱplasmaȱTVsȱandȱmovieȱtickets
wouldȱdecrease.

B) TheȱrentalȱpriceȱofȱDVDsȱwouldȱincrease,ȱbutȱtheȱpriceȱofȱplasmaȱTVsȱandȱmovieȱtickets
wouldȱbeȱunaffected.

C) TheȱrentalȱpriceȱofȱDVDsȱandȱmovieȱticketsȱwouldȱdecrease,ȱbutȱtheȱpriceȱofȱplasmaȱTVs
wouldȱincrease.

D) TheȱrentalȱpriceȱofȱDVDsȱandȱtheȱpriceȱofȱmovieȱticketsȱwouldȱincrease,ȱbutȱtheȱpriceȱof
plasmaȱTVsȱwouldȱdecrease.

Answer: D
Diff:ȱ3
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Wealthȱisȱaȱflowȱmeasure.

Answer: FALSE
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Fact

2) Aȱchangeȱinȱtheȱpriceȱofȱaȱgoodȱorȱserviceȱleadsȱtoȱaȱchangeȱinȱquantityȱdemandedȱofȱtheȱgood.
Answer: TRUE
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Quantityȱdemandedȱofȱaȱproductȱisȱdeterminedȱonlyȱbyȱhowȱmuchȱofȱthatȱproductȱconsumers

desire.

Answer: FALSE
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

4) Inferiorȱgoodsȱareȱalwaysȱsubstandard.
Answer: FALSE
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

5) IfȱiPodsȱandȱiTunesȱareȱcomplements,ȱthenȱaȱdecreaseȱinȱtheȱpriceȱofȱiPodsȱwillȱresultȱinȱa
decreaseȱinȱtheȱdemandȱforȱiTunes.
Answer: FALSE
Diff:ȱ1
Topic: DemandȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3.4 SupplyȱinȱProductȱ/ȱOutputȱMarkets

1 MultipleȱChoice

1) Accordingȱtoȱtheȱlawȱofȱsupply,ȱthereȱisȱa
A) negativeȱrelationshipȱbetweenȱpriceȱandȱtheȱquantityȱofȱaȱgoodȱsupplied.
B) positiveȱrelationshipȱbetweenȱpriceȱandȱtheȱquantityȱofȱaȱgoodȱsupplied.
C) negativeȱrelationshipȱbetweenȱpriceȱandȱtheȱchangeȱinȱsupply.
D) positiveȱrelationshipȱbetweenȱpriceȱandȱtheȱchangeȱinȱsupply.

Answer: B
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Definition

2) Theȱpriceȱofȱhardȱdrivesȱusedȱinȱtheȱmanufacturingȱofȱlaptopȱcomputersȱhasȱrisen.ȱThisȱwill

leadȱtoȱ________ȱlaptopȱcomputers.

A) anȱincreaseȱinȱtheȱsupplyȱof B) aȱdecreaseȱinȱtheȱsupplyȱof
C) anȱincreaseȱinȱtheȱquantityȱsuppliedȱof D) aȱdecreaseȱinȱtheȱquantityȱsuppliedȱof

Answer: B
Diff:ȱ3
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱtheȱpriceȱofȱchiliȱincreases,ȱthereȱwillȱbeȱ________ȱofȱchiliȱcheeseȱfries.
A) anȱincreaseȱinȱtheȱsupply B) aȱdecreaseȱinȱtheȱsupply
C) anȱincreaseȱinȱtheȱquantityȱsupplied D) aȱdecreaseȱinȱtheȱquantityȱsupplied

Answer: B
Diff:ȱ3
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Aȱfrozenȱfoodȱmanufacturerȱcanȱproduceȱeitherȱpizzasȱorȱcalzones.ȱAsȱtheȱresultȱofȱanȱincrease
inȱtheȱpriceȱofȱcalzones,ȱtheȱfirmȱproducesȱmoreȱcalzonesȱandȱfewerȱpizzas.ȱAnȱeconomist

wouldȱexplainȱthisȱbyȱsaying
A) theȱsupplyȱofȱcalzonesȱincreasedȱandȱtheȱsupplyȱofȱpizzasȱdecreased.
B) thereȱhasȱbeenȱanȱincreaseȱinȱtheȱquantityȱsuppliedȱofȱcalzonesȱandȱaȱdecreaseȱinȱthe

quantityȱsuppliedȱofȱpizzas.
C) thereȱhasȱbeenȱanȱincreaseȱinȱtheȱquantityȱsuppliedȱofȱcalzonesȱandȱaȱdecreaseȱinȱthe

supplyȱofȱpizza.
D) theȱsupplyȱofȱcalzonesȱincreasedȱandȱtheȱquantityȱsuppliedȱofȱpizzaȱdecreased.

Answer: C
Diff:ȱ3
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.14ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

Figureȱ3.14

5) ReferȱtoȱFigureȱ3.14.ȱAȱdecreaseȱinȱtheȱwageȱrateȱofȱpizzaȱmakersȱwillȱcauseȱaȱmovementȱfrom
PointȱBȱonȱsupplyȱcurveȱS2ȱto

A) PointȱAȱonȱsupplyȱcurveȱS2. B) PointȱB onȱsupplyȱcurveȱS2.
C) supplyȱcurveȱS3. D) supplyȱcurveȱS1.

Answer: C
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ3.14.ȱAnȱincreaseȱinȱsupplyȱisȱrepresentedȱbyȱtheȱmovementȱfrom
A) S2ȱtoȱS3.
B) S2ȱtoȱS1.
C) PointȱBȱtoȱPointȱAȱalongȱsupplyȱcurveȱS2.
D) PointȱBȱtoȱPointȱCȱalongȱsupplyȱcurveȱS2.

Answer: A
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ3.14.ȱAȱdecreaseȱinȱquantityȱsuppliedȱisȱrepresentedȱbyȱaȱmovementȱfrom
A) S2ȱtoȱS3.
B) S2ȱtoȱS1.
C) PointȱBȱtoȱPointȱAȱalongȱsupplyȱcurveȱS2.
D) PointȱBȱtoȱPointȱCȱalongȱsupplyȱcurveȱS2.

Answer: D
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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8) ReferȱtoȱFigureȱ3.14.ȱAnȱincreaseȱinȱtheȱpriceȱofȱpizzaȱsauceȱwillȱcauseȱaȱmovementȱfromȱPoint
BȱonȱsupplyȱcurveȱS2ȱto

A) supplyȱcurveȱS3. B) supplyȱcurveȱS1.
C) PointȱAȱonȱsupplyȱcurveȱS2. D) PointȱC onȱsupplyȱcurveȱS2.

Answer: B
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ3.14.ȱAȱmovementȱfromȱPointȱA toȱPointȱB onȱsupplyȱcurveȱS2ȱwouldȱbeȱcaused
byȱa(n)

A) increaseȱinȱtheȱpriceȱofȱpizza.
B) decreaseȱinȱtheȱdemandȱforȱpizza.
C) increaseȱinȱtheȱpriceȱofȱpizzaȱdough.
D) increaseȱinȱtheȱpriceȱofȱhamburgers,ȱassumingȱhamburgersȱareȱaȱsubstituteȱforȱpizza.

Answer: B
Diff:ȱ3
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.15ȱbelowȱtoȱanswerȱtheȱfollowingȱquestions.

Figureȱ3.15

10) ReferȱtoȱFigureȱ3.15.ȱAnȱincreaseȱinȱtheȱwageȱrateȱofȱgardenburgerȱmakersȱwillȱcauseȱa
movementȱfromȱPointȱBȱonȱsupplyȱcurveȱS2ȱto

A) PointȱAȱonȱsupplyȱcurveȱS2. B) PointȱB onȱsupplyȱcurveȱS2.
C) supplyȱcurveȱS3. D) supplyȱcurveȱS1.

Answer: D
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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11) ReferȱtoȱFigureȱ3.15.ȱAȱdecreaseȱinȱsupplyȱisȱrepresentedȱbyȱtheȱmovementȱfrom
A) S2ȱtoȱS3.
B) S2ȱtoȱS1.
C) PointȱBȱtoȱPointȱAȱalongȱsupplyȱcurveȱS2.
D) PointȱBȱtoȱPointȱCȱalongȱsupplyȱcurveȱS2.

Answer: B
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ3.15.ȱAnȱincreaseȱinȱquantityȱsuppliedȱisȱrepresentedȱbyȱaȱmovementȱfrom
A) S2ȱtoȱS1.
B) S2ȱtoȱS3.
C) PointȱBȱtoȱPointȱAȱalongȱsupplyȱcurveȱS2.
D) PointȱBȱtoȱPointȱCȱalongȱsupplyȱcurveȱS2.

Answer: C
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ3.15.ȱAȱdecreaseȱinȱtheȱpriceȱofȱmushroomsȱ(anȱinputȱforȱgardenburgers)ȱwill

causeȱaȱmovementȱfromȱPointȱBȱonȱsupplyȱcurveȱS2ȱto
A) supplyȱcurveȱS3. B) supplyȱcurveȱS1.
C) PointȱAȱonȱsupplyȱcurveȱS2. D) PointȱC onȱsupplyȱcurveȱS2.

Answer: A
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ3.15.ȱAȱmovementȱfromȱPointȱC toȱPointȱB onȱsupplyȱcurveȱS2ȱwouldȱbeȱcaused
byȱa(n)

A) decreaseȱinȱtheȱpriceȱofȱgardenburgers.
B) increaseȱinȱtheȱdemandȱforȱgardenburgers.
C) decreaseȱinȱtheȱpriceȱofȱmushrooms.

D) decreaseȱinȱtheȱpriceȱofȱhamburgers,ȱassumingȱhamburgersȱareȱaȱsubstituteȱforȱpizza.
Answer: B
Diff:ȱ3
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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15) Theȱchangeȱinȱtheȱpriceȱofȱaȱgoodȱleadsȱtoȱaȱchangeȱinȱ________,ȱwhichȱleadsȱtoȱaȱ________.
A) quantityȱsupplied;ȱmovementȱalongȱaȱsupplyȱcurve
B) quantityȱsupplied;ȱshiftȱofȱtheȱsupplyȱcurve
C) supply;ȱmovementȱalongȱaȱsupplyȱcurve
D) supply;ȱshiftȱofȱtheȱsupplyȱcurve

Answer: A
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.16ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.16

16) ReferȱtoȱFigureȱ3.16.ȱTheȱsupplyȱcurveȱforȱhulaȱhoopsȱshiftsȱfromȱS0 toȱS1.ȱThisȱcouldȱbe
causedȱby

A) anȱdecreaseȱinȱtheȱpriceȱofȱhulaȱhoops.
B) aȱdecreaseȱinȱtheȱnumberȱofȱfirmsȱsellingȱhulaȱhoops.
C) aȱdecreaseȱinȱtheȱdemandȱforȱhulaȱhoops.
D) eitherȱBȱorȱC

Answer: B
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.11ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.11

17) ReferȱtoȱFigureȱ3.11.ȱAssumeȱhamburgersȱareȱaȱnormalȱgood.ȱAnȱincreaseȱinȱincomeȱwillȱcause
aȱmovementȱfrom:

A) PointȱAȱtoȱPointȱB. B) PointȱG toȱPointȱF.
C) D1ȱtoȱD2. D) S1ȱtoȱS2.

Answer: C
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱFigureȱ3.11.ȱAssumeȱhamburgersȱandȱhotȱdogsȱareȱsubstitutes.ȱAȱdecreaseȱinȱtheȱprice
ofȱhotȱdogsȱwillȱcauseȱaȱmovementȱfrom:

A) PointȱAȱtoȱPointȱB. B) PointȱF toȱPointȱG.
C) D2ȱtoȱD1. D) D1 toȱD2.

Answer: C
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱFigureȱ3.11.ȱAssumeȱhamburgersȱandȱfrenchȱfriesȱareȱcomplements.ȱAȱdecreaseȱinȱthe
priceȱofȱfrenchȱfriesȱwillȱcauseȱaȱmovementȱfrom:

A) PointȱAȱtoȱPointȱB. B) PointȱG toȱPointȱF.
C) D1ȱtoȱD2. D) S2ȱtoȱS1ȱ.

Answer: C
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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20) ReferȱtoȱFigureȱ3.11.ȱAnȱincreaseȱinȱtheȱnumberȱofȱcattleȱranchersȱwillȱcauseȱaȱmovementȱfrom:

A) PointȱBȱtoȱPointȱA. B) PointȱG toȱPointȱF.
C) D2ȱtoȱD1. D) S2ȱtoȱS1.

Answer: D
Diff:ȱ2
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Aȱshiftȱofȱtheȱsupplyȱcurveȱisȱcausedȱbyȱaȱchangeȱinȱaȱgoodȇsȱownȱprice.
Answer: FALSE
Diff:ȱ1
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

2) AȱtechnologicalȱadvanceȱinȱtheȱproductionȱofȱMP3ȱplayersȱwillȱcauseȱtheȱequilibriumȱselling
priceȱtoȱincrease.
Answer: FALSE
Diff:ȱ1
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Anȱincreaseȱinȱtheȱwageȱrateȱofȱsteelȱworkersȱwillȱreduceȱtheȱsupplyȱofȱsteel.
Answer: TRUE
Diff:ȱ1
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Quantityȱsuppliedȱisȱdeterminedȱbyȱhowȱmuchȱproducersȱareȱwillingȱandȱableȱtoȱproduce.
Answer: TRUE
Diff:ȱ1
Topic: SupplyȱinȱProductȱ/ȱOutputȱMarkets
Skill: Conceptual

3.5 MarketȱEquilibrium

1 MultipleȱChoice

1) Equilibriumȱisȱtheȱconditionȱthatȱexists
A) wheneverȱthereȱisȱnoȱgovernmentȱinterventionȱinȱtheȱmarket.

B) whenȱtheȱdemandȱcurveȱintersectsȱtheȱpriceȱaxis.
C) whenȱquantityȱdemandedȱequalsȱquantityȱsupplied.
D) whenȱtheȱdemandȱcurveȱintersectsȱtheȱquantityȱaxis.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ3.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ ȱTableȱ3.1
PriceȱperȱPizza QuantityȱDemanded

(PizzasȱperȱMonth)

QuantityȱSuppliedȱ
(PizzasȱperȱMonth)

$3 1,200 ȱȱȱ600
ȱȱ6 1,000 ȱȱȱ700
ȱȱ9 ȱȱȱ800 ȱȱȱ800
12 ȱȱȱ600 ȱȱȱ900
15 ȱȱȱ400 1,000

2) ReferȱtoȱTableȱ3.1.ȱThisȱmarketȱwillȱbeȱinȱequilibriumȱifȱtheȱpriceȱperȱpizzaȱis
A) $6. B) $9. C) $12. D) $15.

Answer: B
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

3) ReferȱtoȱTableȱ3.1.ȱIfȱtheȱpriceȱperȱpizzaȱisȱ$12,ȱtheȱpriceȱwill

A) remainȱconstantȱbecauseȱtheȱmarketȱisȱinȱequilibrium.

B) increaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

C) decreaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

D) decreaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

Answer: D
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱTableȱ3.1.ȱIfȱtheȱpriceȱperȱpizzaȱisȱ$15,ȱthereȱisȱa(n)
A) marketȱequilibrium. B) excessȱdemandȱofȱ400ȱunits.
C) excessȱdemandȱofȱ900ȱunits. D) excessȱsupplyȱofȱ600ȱunits.

Answer: D
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱTableȱ3.1.ȱIfȱtheȱpriceȱperȱpizzaȱisȱ$6,ȱthereȱisȱanȱexcess
A) demandȱofȱ300ȱpizzas. B) demandȱofȱ600ȱpizzas.
C) supplyȱofȱ700ȱpizzas. D) supplyȱofȱ1,000ȱpizzas.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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6) ReferȱtoȱTableȱ3.1.ȱInȱthisȱmarketȱthereȱwillȱbeȱanȱexcessȱdemandȱofȱ300ȱpizzasȱatȱaȱpriceȱof
A) $6. B) $9. C) $12. D) $15.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ3.1.ȱInȱthisȱmarketȱthereȱwillȱbeȱanȱexcessȱsupplyȱofȱ300ȱpizzasȱatȱaȱpriceȱof
A) $6. B) $9. C) $12. D) $15.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱTableȱ3.1.ȱIfȱtheȱpriceȱperȱpizzaȱisȱ$3,ȱtheȱpriceȱwill

A) remainȱconstantȱbecauseȱtheȱmarketȱisȱinȱequilibrium.

B) increaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

C) increaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

D) decreaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ3.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ Tableȱ3.2
Priceȱper
Cheeseburger

QuantityȱDemanded

(CheeseburgersȱperȱMonth)

QuantityȱSupplied
(CheeseburgersȱperȱMonth)

$5 1,500 ȱȱȱ500
ȱȱ6 1,200 ȱȱȱ700
ȱȱ7ȱ ȱȱȱ900 ȱȱȱ900
ȱȱ8 ȱȱȱ600 1,100

ȱȱ9 ȱȱȱ300 1,300

9) ReferȱtoȱTableȱ3.2.ȱThisȱmarketȱwillȱbeȱinȱequilibriumȱifȱtheȱpriceȱperȱcheeseburgerȱis
A) $5. B) $6. C) $7. D) $8.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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10) ReferȱtoȱTableȱ3.2.ȱIfȱtheȱpriceȱperȱcheeseburgerȱisȱ$6,ȱtheȱpriceȱwill

A) remainȱconstantȱbecauseȱtheȱmarketȱisȱinȱequilibrium.

B) decreaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

C) increaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

D) decreaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱTableȱ3.2.ȱIfȱtheȱpriceȱperȱcheeseburgerȱisȱ$9,ȱthereȱisȱa(n)
A) marketȱequilibrium. B) excessȱdemandȱofȱ500ȱunits.
C) excessȱdemandȱofȱ300ȱunits. D) excessȱsupplyȱofȱ1,000ȱunits.

Answer: D
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱTableȱ3.2.ȱIfȱtheȱpriceȱperȱcheeseburgerȱisȱ$5,ȱthereȱisȱanȱexcess
A) demandȱofȱ300ȱcheeseburgers. B) supplyȱofȱ500ȱcheeseburgers.
C) demandȱofȱ1,000ȱcheeseburgers. D) supplyȱofȱ2,000ȱcheeseburgers.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱTableȱ3.2.ȱInȱthisȱmarketȱthereȱwillȱbeȱanȱexcessȱdemandȱofȱ500ȱcheeseburgersȱatȱa
priceȱof

A) $5. B) $6. C) $7. D) $8.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱTableȱ3.2.ȱInȱthisȱmarketȱthereȱwillȱbeȱanȱexcessȱsupplyȱofȱ500ȱcheeseburgersȱatȱaȱprice
of

A) $5. B) $6. C) $8. D) $9.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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15) ReferȱtoȱTableȱ3.2.ȱIfȱtheȱpriceȱperȱcheeseburgerȱisȱ$7,ȱtheȱpriceȱwill

A) remainȱconstantȱbecauseȱtheȱmarketȱisȱinȱequilibrium.

B) increaseȱbecauseȱthereȱisȱanȱexcessȱdemandȱinȱtheȱmarket.

C) increaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

D) decreaseȱbecauseȱthereȱisȱanȱexcessȱsupplyȱinȱtheȱmarket.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

16) Whenȱthereȱisȱanȱexcessȱsupplyȱofȱaȱproductȱinȱanȱunregulatedȱmarket,ȱtheȱtendencyȱisȱfor
A) priceȱtoȱrise. B) priceȱtoȱdecrease.
C) quantityȱsuppliedȱtoȱincrease. D) quantityȱdemandedȱtoȱdecrease.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.17ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.17

17) ReferȱtoȱFigureȱ3.17.ȱTheȱmarketȱforȱsunglassesȱisȱinȱequilibriumȱatȱaȱpriceȱofȱ________ȱandȱa
quantityȱofȱ________ȱsunglasses.

A) $30;ȱ300 B) $30;ȱ600 C) $60;ȱ450 D) $90;ȱ300
Answer: C
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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18) ReferȱtoȱFigureȱ3.17.ȱAtȱaȱpriceȱofȱ$30,ȱthereȱisȱanȱexcess
A) demandȱofȱ450ȱsunglasses. B) demandȱofȱ750ȱsunglasses.
C) demandȱofȱ300ȱsunglasses. D) supplyȱofȱ300ȱsunglasses.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱFigureȱ3.17.ȱIfȱthisȱmarketȱisȱunregulatedȱandȱtheȱpriceȱisȱcurrentlyȱ$90,ȱyouȱwould

expectȱthatȱtheȱprice
A) ofȱsunglassesȱwouldȱremainȱatȱ$90,ȱbecauseȱfirmsȱwouldȱnotȱwantȱtoȱreduceȱtheȱprice.
B) ofȱsunglassesȱwouldȱfallȱtoȱ$30,ȱsoȱtheȱfirmȱcouldȱsellȱitsȱexcessȱsupply.
C) ofȱsunglassesȱwouldȱfallȱtoȱ$60,ȱwhereȱquantityȱdemandedȱequalsȱquantityȱsupplied.
D) ofȱsunglassesȱwouldȱfall,ȱbutȱtheȱnewȱpriceȱisȱindeterminateȱfromȱtheȱinformation

provided.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ3.17.ȱAtȱaȱpriceȱofȱ$90,ȱthereȱisȱanȱexcess
A) demandȱofȱ150ȱsunglasses. B) supplyȱofȱ450ȱsunglasses.
C) demandȱofȱ600ȱsunglasses. D) supplyȱofȱ600ȱsunglasses.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

21) Whenȱthereȱisȱaȱshortageȱofȱaȱproductȱinȱanȱunregulatedȱmarket,ȱthereȱisȱaȱtendencyȱfor
A) priceȱtoȱrise. B) priceȱtoȱfall.
C) quantityȱdemandedȱtoȱincrease. D) quantityȱsuppliedȱtoȱdecrease.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Ifȱtheȱmarketȱforȱtiresȱisȱunregulatedȱandȱisȱpresentlyȱcharacterizedȱbyȱexcessȱsupply,ȱyouȱcan
accuratelyȱpredictȱthatȱpriceȱwill

A) increase,ȱtheȱquantityȱdemandedȱwillȱfall,ȱandȱtheȱquantityȱsuppliedȱwillȱrise.
B) increase,ȱtheȱquantityȱdemandedȱwillȱrise,ȱandȱtheȱquantityȱsuppliedȱwillȱfall.
C) decrease,ȱtheȱquantityȱdemandedȱwillȱrise,ȱandȱtheȱquantityȱsuppliedȱwillȱfall.
D) decrease,ȱtheȱquantityȱdemandedȱwillȱfall,ȱandȱtheȱquantityȱsuppliedȱwillȱrise.

Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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23) DVDsȱandȱDVDȱplayersȱareȱcomplements.ȱAnȱincreaseȱinȱtheȱpriceȱofȱȱDVDȱplayersȱwould

causeȱwhichȱofȱtheȱfollowingȱinȱtheȱmarketȱforȱDVDs?
A) TheȱequilibriumȱpriceȱandȱquantityȱofȱDVDsȱwouldȱincrease.
B) TheȱequilibriumȱpriceȱandȱquantityȱofȱDVDsȱwouldȱdecrease.
C) TheȱequilibriumȱpriceȱofȱDVDsȱwouldȱincreaseȱandȱtheȱequilibriumȱquantityȱwould

decrease.

D) TheȱequilibriumȱpriceȱofȱDVDsȱwouldȱdecreaseȱandȱtheȱequilibriumȱquantityȱwould

increase.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Supposeȱthatȱvideoȱgameȱdiscsȱareȱaȱnormalȱgood.ȱIfȱtheȱincomeȱofȱvideoȱgameȱplayers
increases,ȱyouȱpredictȱthatȱinȱtheȱmarketȱforȱvideoȱgames

A) bothȱequilibriumȱpriceȱandȱquantityȱwillȱfall.
B) bothȱequilibriumȱpriceȱandȱquantityȱwillȱincrease.
C) equilibriumȱpriceȱwillȱincreaseȱandȱquantityȱwillȱdecrease.
D) equilibriumȱpriceȱwillȱfallȱbutȱquantityȱwillȱincrease.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.18ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.18

25) ReferȱtoȱFigureȱ3.18.ȱTheȱcurrentȱpriceȱofȱaȱbagȱofȱpretzelsȱisȱ$1.10.ȱYouȱaccuratelyȱpredictȱthat
inȱthisȱmarket

A) priceȱtendsȱtoȱremainȱconstantȱandȱquantityȱsuppliedȱincreases.
B) price,ȱquantityȱdemanded,ȱandȱquantityȱsuppliedȱdecrease.
C) priceȱandȱquantityȱdemandedȱincreaseȱandȱquantityȱsuppliedȱdecreases.
D) priceȱandȱquantityȱsuppliedȱdecreaseȱandȱquantityȱdemandedȱincreases.

Answer: D
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) WhenȱHurricaneȱAndrewȱpassedȱthroughȱLouisianaȱinȱtheȱsummerȱofȱ1992,ȱapproximatelyȱa
quarterȱofȱtheȱsugarȱcaneȱcropȱwasȱdestroyed.ȱCeterisȱparibus,

A) theȱsupplyȱofȱsugarȱdecreasedȱandȱtheȱpriceȱofȱsugarȱincreased.
B) theȱsupplyȱofȱsugarȱdecreasedȱandȱtheȱpriceȱofȱsugarȱdecreased.
C) theȱdemandȱforȱsugarȱincreasedȱandȱtheȱpriceȱofȱsugarȱincreased.
D) theȱdemandȱforȱsugarȱdecreasedȱandȱtheȱpriceȱofȱsugarȱdecreased.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Theȱpriceȱofȱmozzarellaȱcheese,ȱwhichȱisȱusedȱinȱmakingȱpizza,ȱincreases.ȱInȱtheȱmarketȱfor
pizzaȱyouȱwouldȱexpectȱthat

A) theȱdemandȱforȱpizzaȱwouldȱincreaseȱandȱtheȱpriceȱofȱpizzaȱwouldȱincrease.
B) theȱdemandȱforȱpizzaȱwouldȱdecreaseȱandȱtheȱpriceȱofȱpizzaȱwouldȱfall.
C) theȱsupplyȱofȱpizzaȱwouldȱdecreaseȱandȱtheȱpriceȱofȱpizzaȱwouldȱincrease.
D) theȱsupplyȱofȱpizzaȱwouldȱincreaseȱandȱtheȱpriceȱofȱpizzaȱwouldȱdecrease.

Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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28) Ifȱimprovementsȱinȱtechnologyȱhaveȱreducedȱtheȱcostȱofȱproducingȱpersonalȱcomputers,ȱyou
accuratelyȱpredictȱthatȱinȱtheȱmarketȱforȱpersonalȱcomputers,ȱthereȱwillȱbeȱa(n)

A) increaseȱinȱtheȱquantityȱsuppliedȱofȱpersonalȱcomputers,ȱaȱreductionȱinȱtheȱprice,ȱandȱan
increaseȱinȱtheȱquantityȱdemanded.

B) increaseȱinȱtheȱsupplyȱofȱpersonalȱcomputers,ȱaȱdecreaseȱinȱtheȱprice,ȱandȱanȱincreaseȱin
theȱquantityȱdemanded.

C) increaseȱinȱtheȱsupplyȱofȱpersonalȱcomputers,ȱaȱreductionȱinȱtheȱprice,ȱandȱanȱincreaseȱin
theȱdemand.

D) decreaseȱinȱtheȱsupplyȱofȱpersonalȱcomputers,ȱanȱincreaseȱinȱtheȱprice,ȱandȱaȱdecreaseȱin
theȱdemand.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Whichȱofȱtheȱfollowingȱwillȱdefinitelyȱoccurȱwhenȱthereȱisȱaȱsimultaneousȱdecreaseȱinȱdemand

andȱaȱdecreaseȱinȱsupply?
A) anȱincreaseȱinȱequilibriumȱprice B) aȱdecreaseȱinȱequilibriumȱprice
C) anȱincreaseȱinȱequilibriumȱquantity D) aȱdecreaseȱinȱequilibriumȱquantity

Answer: D
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) Aȱmovementȱalongȱtheȱdemandȱcurveȱtoȱtheȱleftȱmayȱbeȱcausedȱbyȱa
A) riseȱinȱincome. B) decreaseȱinȱsupply.
C) fallȱinȱtheȱnumberȱofȱsubstituteȱgoods. D) fallȱinȱtheȱpriceȱofȱinputs.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Whichȱofȱtheȱfollowingȱwillȱdefinitelyȱoccurȱwhenȱthereȱisȱanȱincreaseȱinȱtheȱsupplyȱofȱand
decreaseȱinȱdemandȱforȱMP3ȱplayers?

A) anȱincreaseȱinȱequilibriumȱprice B) aȱdecreaseȱinȱequilibriumȱprice
C) anȱincreaseȱinȱequilibriumȱquantity D) aȱdecreaseȱinȱequilibriumȱquantity

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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32) Whichȱofȱtheȱfollowingȱwillȱdefinitelyȱoccurȱwhenȱthereȱisȱanȱincreaseȱinȱdemandȱforȱandȱa
decreaseȱinȱsupplyȱofȱmilk?

A) anȱincreaseȱinȱequilibriumȱprice B) aȱdecreaseȱinȱequilibriumȱprice
C) anȱincreaseȱinȱequilibriumȱquantity D) aȱdecreaseȱinȱequilibriumȱquantity

Answer: A
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) Anȱinsectȱthatȱisȱresistantȱtoȱcurrentlyȱusedȱpesticidesȱhasȱinfestedȱtheȱcottonȱcrop,ȱandȱthis
yearȇsȱcropȱisȱonlyȱhalfȱofȱwhatȱwasȱproducedȱlastȱyear.ȱYouȱaccuratelyȱpredictȱthatȱthis

A) willȱshiftȱtheȱsupplyȱcurveȱofȱcottonȱtoȱtheȱright,ȱtheȱequilibriumȱpriceȱofȱcottonȱwill

increase,ȱandȱtheȱdemandȱforȱcottonȱwillȱfall.
B) willȱshiftȱtheȱsupplyȱcurveȱofȱcottonȱtoȱtheȱright,ȱtheȱequilibriumȱpriceȱofȱcottonȱwill

increase,ȱandȱtheȱquantityȱdemandedȱofȱcottonȱwillȱdecrease.
C) willȱshiftȱtheȱsupplyȱcurveȱofȱcottonȱtoȱtheȱleft,ȱtheȱequilibriumȱpriceȱofȱcottonȱwill

increase,ȱandȱtheȱquantityȱdemandedȱofȱcottonȱwillȱdecrease.
D) willȱshiftȱtheȱsupplyȱcurveȱofȱcottonȱtoȱtheȱleft,ȱtheȱequilibriumȱpriceȱofȱcottonȱwill

increase,ȱandȱtheȱdemandȱforȱcottonȱwillȱfall.
Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) Papayasȱandȱgrapefruitȱareȱsubstituteȱgoods.ȱAȱdroughtȱinȱCaliforniaȱdestroyedȱaȱgoodȱportion
ofȱtheȱgrapefruitȱcrop.ȱCeterisȱparibus,

A) theȱpriceȱofȱbothȱpapayasȱandȱgrapefruitȱwillȱincrease.
B) theȱpriceȱofȱbothȱpapayasȱandȱgrapefruitȱwillȱfall.
C) theȱpriceȱofȱgrapefruitȱwillȱincreaseȱandȱtheȱpriceȱofȱpapayasȱwillȱfall.
D) theȱpriceȱofȱgrapefruitȱwillȱfallȱandȱtheȱpriceȱofȱpapayasȱwillȱincrease.

Answer: A
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.19ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.19

35) ReferȱtoȱFigureȱ3.19.ȱWhenȱtheȱeconomyȱmovesȱfromȱPointȱA toȱPointȱB,ȱthereȱhasȱbeen
A) anȱincreaseȱinȱdemandȱandȱanȱincreaseȱinȱsupply.
B) anȱincreaseȱinȱdemandȱandȱanȱincreaseȱinȱquantityȱsupplied.
C) anȱincreaseȱinȱquantityȱdemandedȱandȱanȱincreaseȱinȱquantityȱsupplied.
D) anȱincreaseȱinȱquantityȱdemandedȱandȱanȱincreaseȱinȱsupply.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

36) ReferȱtoȱFigureȱ3.19.ȱWhenȱtheȱeconomyȱmovesȱfromȱPointȱA toȱPointȱC,ȱthereȱhasȱbeen
A) aȱdecreaseȱinȱsupplyȱandȱaȱdecreaseȱinȱquantityȱdemanded.

B) aȱdecreaseȱinȱquantityȱsuppliedȱandȱaȱdecreaseȱinȱdemand.

C) aȱdecreaseȱinȱsupplyȱandȱanȱincreaseȱinȱquantityȱdemanded.

D) anȱincreaseȱinȱsupplyȱandȱaȱdecreaseȱinȱquantityȱdemanded.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

37) ReferȱtoȱFigureȱ3.19.ȱWhenȱtheȱeconomyȱmovesȱfromȱPointȱA toȱPointȱE,ȱthereȱhasȱbeen
A) anȱincreaseȱinȱdemandȱandȱanȱincreaseȱinȱsupply.
B) aȱdecreaseȱinȱdemandȱandȱaȱdecreaseȱinȱsupply.
C) anȱincreaseȱinȱdemandȱandȱaȱdecreaseȱinȱsupply.
D) anȱincreaseȱinȱquantityȱdemandedȱandȱanȱincreaseȱinȱquantityȱsupplied.

Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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38) ReferȱtoȱFigureȱ3.19.ȱWhenȱtheȱeconomyȱmovesȱfromȱPointȱE toȱPointȱB,ȱthereȱhasȱbeen
A) anȱincreaseȱinȱsupplyȱandȱanȱincreaseȱinȱquantityȱdemanded.

B) anȱincreaseȱinȱbothȱsupplyȱandȱdemand.

C) aȱdecreaseȱinȱsupplyȱandȱanȱincreaseȱinȱdemand.

D) aȱdecreaseȱinȱsupplyȱandȱanȱincreaseȱinȱquantityȱdemanded.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱScenarioȱ3.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

SCENARIOȱ3.2:ȱLettuceȱandȱspinachȱareȱsubstitutes.ȱLettuceȱandȱtomatoesȱareȱcomplements.ȱLettuceȱisȱa
normalȱgood.ȱDuringȱtheȱwinter,ȱaboutȱ20%ȱofȱtheȱlettuceȱcropȱwasȱdestroyedȱbyȱflooding.

39) ReferȱtoȱScenarioȱ3.2.ȱAsȱaȱresultȱofȱtheȱfloodingȱduringȱtheȱwinter,ȱyouȱwouldȱexpectȱthat
A) theȱpriceȱofȱlettuceȱwouldȱincrease,ȱtheȱsupplyȱofȱlettuceȱwouldȱincrease,ȱandȱtheȱquantity

demandedȱofȱlettuceȱwouldȱdecrease.
B) theȱsupplyȱofȱlettuceȱwouldȱdecrease,ȱtheȱpriceȱofȱlettuceȱwouldȱincrease,ȱandȱthe

quantityȱdemandedȱofȱlettuceȱwouldȱdecrease.
C) theȱpriceȱofȱlettuceȱwouldȱincreaseȱandȱbothȱtheȱquantityȱofȱlettuceȱsuppliedȱandȱthe

quantityȱofȱlettuceȱdemandedȱwouldȱincrease.
D) theȱsupplyȱofȱlettuceȱwouldȱdecrease,ȱtheȱpriceȱofȱlettuceȱwouldȱincrease,ȱandȱthe

demandȱforȱlettuceȱwouldȱdecrease.
Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) ReferȱtoȱScenarioȱ3.2.ȱTheȱfloodsȱthatȱdestroyedȱpartȱofȱtheȱlettuceȱcropȱwouldȱhaveȱcausedȱthe
equilibriumȱpriceȱofȱspinachȱtoȱ________ȱandȱtheȱequilibriumȱquantityȱofȱspinachȱtoȱ________.

A) decrease;ȱdecrease B) decrease;ȱincrease
C) increase;ȱincrease D) increase;ȱdecrease

Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) ReferȱtoȱScenarioȱ3.2.ȱTheȱfloodsȱthatȱdestroyedȱpartȱofȱtheȱlettuceȱcropȱwouldȱhaveȱcaused
A) anȱincreaseȱinȱtheȱdemandȱforȱtomatoes.

B) aȱdecreaseȱinȱtheȱdemandȱforȱtomatoes.

C) anȱincreaseȱinȱtheȱquantityȱdemandedȱofȱtomatoes.

D) aȱdecreaseȱinȱtheȱquantityȱdemandedȱofȱtomatoes.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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42) ReferȱtoȱScenarioȱ3.2.ȱȱIfȱatȱtheȱsameȱtimeȱthatȱpartȱofȱtheȱlettuceȱcropȱwasȱdestroyed,ȱconsumer

incomeȱalsoȱdecreased.ȱThen,ȱceterisȱparibus,ȱinȱtheȱmarketȱforȱlettuceȱthisȱwouldȱhaveȱcaused
A) bothȱtheȱequilibriumȱpriceȱandȱquantityȱtoȱdecrease.
B) theȱequilibriumȱpriceȱtoȱincreaseȱandȱtheȱequilibriumȱquantityȱtoȱdecrease.
C) theȱequilibriumȱpriceȱtoȱdecrease.ȱTheȱequilibriumȱquantityȱcouldȱhaveȱincreased,

decreased,ȱorȱremainedȱtheȱsame.

D) theȱequilibriumȱpriceȱtoȱeitherȱincrease,ȱdecrease,ȱorȱremainȱtheȱsameȱandȱtheȱequilibrium
quantityȱtoȱdecrease.

Answer: D
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) ReferȱtoȱScenarioȱ3.2.ȱTheȱgovernmentȱwantsȱtoȱprotectȱconsumersȱfromȱrisingȱfoodȱprices.
Therefore,ȱpriceȱrestrictionsȱareȱimposedȱonȱlettuceȱgrowersȱprohibitingȱthemȱfromȱraisingȱthe
priceȱofȱlettuce.ȱThisȱwillȱcause

A) anȱexcessȱsupplyȱofȱlettuce. B) anȱexcessȱdemandȱforȱlettuce.
C) anȱincreaseȱinȱtheȱdemandȱforȱlettuce. D) aȱdecreaseȱinȱtheȱsupplyȱofȱlettuce.

Answer: B
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.10ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.10

44) ReferȱtoȱFigureȱ3.10.ȱInȱtheȱRollerbladeȱmarket,ȱwhichȱisȱnot governmentȱcontrolled,ȱyou
accuratelyȱpredictȱthatȱpriceȱwill

A) increase,ȱtheȱquantityȱdemandedȱwillȱfall,ȱandȱtheȱquantityȱsuppliedȱwillȱrise.
B) increase,ȱtheȱquantityȱdemandedȱwillȱrise,ȱandȱtheȱquantityȱsuppliedȱwillȱfall.
C) decrease,ȱtheȱquantityȱdemandedȱwillȱfall,ȱandȱtheȱquantityȱsuppliedȱwillȱfall.
D) decrease,ȱtheȱquantityȱdemandedȱwillȱrise,ȱandȱtheȱquantityȱsuppliedȱwillȱfall.

Answer: A
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.12ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.12

45) ReferȱtoȱFigureȱ3.12.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱA.ȱIfȱdemandȱshiftsȱfromȱD1
toȱD2ȱandȱtheȱpriceȱofȱburritosȱremainsȱconstantȱatȱ$3.00,ȱthereȱwillȱbe

A) anȱexcessȱsupplyȱofȱ150ȱmillionȱpoundsȱofȱburritos.
B) anȱexcessȱdemandȱofȱ150ȱmillionȱpoundsȱofȱburritos.
C) anȱexcessȱsupplyȱofȱ50ȱmillionȱpoundsȱofȱburritos.
D) anȱexcessȱdemandȱofȱ100ȱmillionȱpoundsȱofȱburritos.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

46) ReferȱtoȱFigureȱ3.12ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱB.ȱIfȱdemandȱshiftsȱfromȱD2
toȱD1ȱandȱtheȱpriceȱofȱburritosȱremainsȱconstantȱatȱ$4.00,ȱthereȱwillȱbe

A) anȱexcessȱsupplyȱofȱ200ȱmillionȱpoundsȱofȱburritos.
B) anȱexcessȱdemandȱofȱ200ȱmillionȱpoundsȱofȱburritos.
C) anȱexcessȱsupplyȱofȱ100ȱmillionȱpoundsȱofȱburritos.
D) anȱexcessȱdemandȱofȱ100ȱmillionȱpoundsȱofȱburritos.

Answer: A
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

47) ReferȱtoȱFigureȱ3.12ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱA.ȱIfȱdemandȱshiftsȱfromȱD1
toȱD2,ȱtheȱnewȱequilibriumȱpriceȱwillȱbeȱ________ȱandȱtheȱnewȱequilibriumȱquantityȱwillȱbe
________.

A) $3.00;ȱ250 B) $6.00;ȱ250 C) $4.00;ȱ350 D) $4.00;ȱ150
Answer: C
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

91



48) ReferȱtoȱFigureȱ3.12.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱB.ȱIfȱdemandȱshiftsȱfromȱD2
toȱD1,ȱtheȱnewȱequilibriumȱpriceȱwillȱbeȱ________ȱandȱtheȱnewȱequilibriumȱquantityȱwillȱbe
________.

A) $4.00;ȱ350 B) $3.00;ȱ250 C) $3.00;ȱ400 D) $4.00;ȱ150
Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ3.13ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ3.13

49) ReferȱtoȱFigureȱ3.13.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱA.ȱIfȱsupplyȱshiftsȱfromȱS1
toȱS2ȱandȱtheȱpriceȱofȱcheeseburgersȱremainsȱconstantȱatȱ$5.00,ȱthereȱwillȱbe

A) anȱexcessȱsupplyȱofȱ6ȱcheeseburgers. B) anȱexcessȱdemandȱofȱ6ȱcheeseburgers.
C) anȱexcessȱsupplyȱofȱ3ȱcheeseburgers. D) anȱexcessȱdemandȱofȱ4ȱcheeseburgers.

Answer: B
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

50) ReferȱtoȱFigureȱ3.13.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱA.ȱIfȱsupplyȱshiftsȱfromȱS1
toȱS2,ȱtheȱnewȱequilibriumȱpriceȱwillȱbeȱ________ȱandȱtheȱnewȱequilibriumȱquantityȱwillȱbe
________.

A) $5.00;ȱ4 B) $5.00;ȱ10 C) $7.00;ȱ6 D) $7.00;ȱ7
Answer: D
Diff:ȱ2
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills
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51) ReferȱtoȱFigureȱ3.13.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱB.ȱIfȱsupplyȱshiftsȱfromȱS2 to
S1,ȱtheȱnewȱequilibriumȱpriceȱwillȱbeȱ________ȱandȱtheȱnewȱequilibriumȱquantityȱwillȱbe
________.

A) $5.00;ȱ4 B) $5.00;ȱ10 C) $7.00;ȱ6 D) $7.00;ȱ7
Answer: B
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Analytic
AACSB: AnalyticȱSkills

52) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ67:ȱBadȱweatherȱthatȱreducesȱtheȱsupplyȱofȱoranges
wouldȱmostȱlikelyȱshiftȱtheȱsupplyȱcurveȱforȱorangesȱtoȱtheȱ________ȱandȱleadȱtoȱa(n)ȱ________
inȱtheȱpriceȱofȱproducingȱorangeȱjuice.

A) left;ȱincrease B) left;ȱdecrease C) right;ȱincrease D) right;ȱdecrease
Answer: A
Diff:ȱ3
Topic: MarketȱEquilibrium:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

53) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ67:ȱTheȱfreezingȱweatherȱinȱCaliforniaȱdecreasedȱthe
supplyȱofȱoranges.ȱThisȱwouldȱincreaseȱtheȱdemandȱforȱappleȱjuice,ȱassumingȱappleȱjuiceȱis
considered

A) aȱsubstituteȱforȱorangeȱjuice. B) aȱcomplementȱtoȱorangeȱjuice.
C) aȱnormalȱgood. D) anȱinferiorȱgood.

Answer: A
Diff:ȱ3
Topic: MarketȱEquilibrium:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

54) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ69:ȱOneȱexplanationȱforȱtheȱincreaseȱinȱtheȱpriceȱofȱthe
Baltimoreȱnewspaperȱisȱtheȱincreaseȱinȱtheȱcostȱofȱnewsprint.ȱThisȱwouldȱcauseȱtheȱ________ȱof
Baltimoreȱnewspapersȱtoȱ________.

A) supply;ȱincrease B) quantityȱsupplied;ȱincrease
C) supply;ȱdecrease D) quantityȱsupplied;ȱdecrease

Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

55) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ69:ȱAssumingȱtheȱdemandȱforȱBaltimoreȱnewspapers

________ȱwhileȱtheȱsupplyȱofȱBaltimoreȱnewspapersȱ________,ȱtheȱequilibriumȱpriceȱwill

definitelyȱincrease.
A) increases;ȱincreases B) decreases;ȱincreases
C) increases;ȱdecreases D) decreases;ȱdecreases

Answer: C
Diff:ȱ3
Topic: MarketȱEquilibrium:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

93



2 True/False

1) Aȱdecreaseȱinȱdemandȱforȱaȱproductȱwillȱcauseȱtheȱpriceȱofȱtheȱproductȱtoȱfallȱandȱsupplyȱof
theȱproductȱtoȱdecrease.
Answer: FALSE
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱsimultaneousȱdecreaseȱinȱbothȱtheȱsupplyȱofȱandȱtheȱdemandȱforȱsilkȱboxerȱshortsȱwould

causeȱaȱdecreaseȱinȱtheȱequilibriumȱquantityȱofȱsilkȱboxerȱshorts.
Answer: TRUE
Diff:ȱ3
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱpriceȱisȱaboveȱtheȱequilibrium,ȱthenȱquantityȱsuppliedȱwillȱbeȱgreaterȱthanȱquantity
demandedȱputtingȱdownwardȱpressureȱonȱprice.
Answer: TRUE
Diff:ȱ1
Topic: MarketȱEquilibrium
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ4 DemandȱandȱSupplyȱApplications

4.1 TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources

1 MultipleȱChoice

1) Inȱtheȱshortȱrun,ȱitȱisȱnecessaryȱtoȱnon-priceȱrationȱaȱgoodȱwheneverȱ________ȱexists.
A) excessȱdemand B) excessȱsupply
C) aȱsurplus D) marketȱequilibrium

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Amongȱtheȱmethodsȱofȱnonpriceȱrationingȱare
A) coupons. B) favoredȱcustomers.
C) waitingȱinȱline. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual

3) Theȱpriceȱsystem
A) automaticallyȱdistributesȱscarceȱgoods.
B) isȱinefficient.
C) requiresȱgovernmentȱhelpȱtoȱallocateȱgoods.
D) isȱtheȱonlyȱwayȱtoȱallocateȱgoods.

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Attemptsȱtoȱbypassȱpriceȱrationingȱinȱtheȱmarket
A) areȱefficient. B) areȱeasilyȱadministered.
C) areȱcostly. D) alwaysȱfail.

Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Favoredȱcustomersȱareȱcustomersȱwhoȱreceiveȱspecialȱtreatmentȱfromȱdealersȱduringȱperiods
of

A) excessȱdemand. B) excessȱsupply.
C) priceȱaboveȱequilibrium. D) equilibrium.

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

6) InȱaȱȈblackȱmarketȈ
A) suppliersȱtakeȱadvantageȱofȱbuyers.
B) priceȱisȱillegallyȱbelowȱmarketȱprice.
C) illegalȱtradingȱatȱmarketȱpricesȱtakesȱplace.
D) onlyȱillegalȱgoodsȱandȱservicesȱareȱtraded.

Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

7) Whenȱsupplyȱisȱfixedȱorȱtheȱproductȱisȱunique,ȱthenȱpriceȱis
A) supplyȱdetermined. B) demandȱdetermined.
C) governmentȱdetermined. D) indeterminate.

Answer: B
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Ifȱtheȱgovernmentȱimposesȱaȱmaximumȱpriceȱthatȱisȱaboveȱtheȱequilibriumȱprice,
A) thisȱmaximumȱpriceȱwillȱhaveȱnoȱeconomicȱimpact.
B) quantityȱdemandedȱwillȱbeȱlessȱthanȱquantityȱsupplied.
C) demandȱwillȱbeȱgreaterȱthanȱsupply.
D) theȱavailableȱsupplyȱwillȱhaveȱtoȱbeȱrationedȱwithȱaȱnonpriceȱrationingȱmechanism.

Answer: A
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Peopleȱscalpingȱticketsȱforȱaȱjazzȱfestivalȱwillȱbeȱsuccessfulȱatȱsellingȱtheȱticketsȱforȱaȱprofit
A) anyȱtimeȱtheȱjazzȱfestivalȱisȱpopular.
B) whenȱtheȱpriceȱsetȱbyȱtheȱfestivalȱorganizersȱisȱlessȱthanȱtheȱmarketȱequilibriumȱprice.
C) whenȱpricesȱareȱtooȱhigh.
D) onlyȱwhenȱthereȱisȱexcessȱsupply.

Answer: B
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) PeopleȱscalpingȱticketsȱforȱtheȱSuperȱBowlȱwillȱbeȱsuccessfulȱatȱsellingȱtheȱticketsȱforȱaȱprofit
A) anyȱtimeȱtheȱSuperȱBowlȱisȱpopular.
B) whenȱpricesȱareȱtooȱhigh.
C) whenȱtheȱpriceȱsetȱbyȱtheȱNationalȱFootballȱLeagueȱisȱlessȱthanȱtheȱmarketȱequilibrium

price.
D) onlyȱwhenȱthereȱisȱexcessȱsupply.

Answer: C
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ4.1

11) ReferȱtoȱFigureȱ4.1.ȱAtȱtheȱworldȱpriceȱofȱ30ȱcentsȱperȱappleȱtheȱUnitedȱStatesȱimportsȱ________
millionȱapplesȱperȱday.

A) 2 B) 4 C) 6 D) 10
Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ4.1.ȱIfȱaȱ10-cent-per-appleȱtaxȱisȱleviedȱonȱimportedȱapples,ȱtheȱUnitedȱStates
will

A) importȱ2ȱmillionȱapplesȱperȱday. B) importȱ4ȱmillionȱapplesȱperȱday.
C) importȱ6ȱmillionȱapplesȱperȱday. D) importȱ8ȱmillionȱapplesȱperȱday.

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ4.1.ȱIfȱtheȱUnitedȱStatesȱleviesȱnoȱtaxesȱonȱapples,ȱtheȱpriceȱofȱapplesȱinȱthe
UnitedȱStatesȱwouldȱfallȱtoȱ________,ȱandȱtheȱUnitedȱStatesȱwouldȱimportȱ________.

A) 20ȱcentsȱperȱapple;ȱ10ȱmillionȱapplesȱperȱday
B) 30ȱcentsȱperȱapple;ȱ6ȱmillionȱapplesȱperȱday
C) 40ȱcentsȱperȱapple;ȱ2ȱmillionȱapplesȱperȱday
D) TheȱpriceȱofȱapplesȱinȱtheȱUnitedȱStatesȱafterȱtheȱU.S.ȱgovernmentȱeliminatedȱallȱtaxesȱon

importedȱapplesȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.
Answer: B
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ4.1.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
10-centȱtaxȱperȱapple,

A) theȱquantityȱdemandedȱofȱapplesȱwillȱbeȱreducedȱbyȱ4ȱmillionȱapplesȱperȱday.
B) theȱquantityȱofȱapplesȱsuppliedȱbyȱU.S.ȱfirmsȱwillȱincreaseȱbyȱ6ȱmillionȱapplesȱperȱday.
C) theȱpriceȱofȱapplesȱinȱtheȱUnitedȱStatesȱwillȱincreaseȱtoȱ40ȱcentsȱperȱapple.
D) U.S.ȱimportsȱofȱapplesȱwillȱincreaseȱbyȱ6ȱmillionȱperȱday.

Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ4.1.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
10-centȱtaxȱperȱapple,

A) theȱquantityȱdemandedȱofȱapplesȱwillȱbeȱreducedȱbyȱ2ȱmillionȱapplesȱperȱday.
B) theȱquantityȱofȱapplesȱsuppliedȱbyȱU.S.ȱfirmsȱwillȱincreaseȱbyȱ2ȱmillionȱapplesȱperȱday.
C) theȱpriceȱofȱapplesȱinȱtheȱUnitedȱStatesȱwillȱincreaseȱtoȱ40ȱcentsȱperȱapple.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ4.2

16) ReferȱtoȱFigureȱ4.2.ȱTheȱmarketȱisȱinitiallyȱinȱequilibriumȱatȱPointȱA andȱsupplyȱshiftsȱfromȱS1
toȱS2.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?

A) Priceȱwillȱstillȱserveȱasȱaȱrationingȱdeviceȱcausingȱquantityȱsuppliedȱtoȱriseȱfromȱ8ȱtoȱ15
softȱpretzels.

B) Thereȱisȱnoȱneedȱforȱpriceȱtoȱserveȱasȱaȱrationingȱdeviceȱinȱthisȱcaseȱbecauseȱtheȱnew
equilibriumȱquantityȱisȱhigherȱthanȱtheȱoriginalȱequilibriumȱquantity.

C) Priceȱwillȱstillȱserveȱasȱaȱrationingȱdeviceȱcausingȱquantityȱdemandedȱtoȱfallȱfromȱ11ȱtoȱ8
softȱpretzels.

D) Theȱmarketȱcannotȱmoveȱtoȱaȱnewȱequilibriumȱuntilȱthereȱisȱalsoȱaȱchangeȱinȱsupply.
Answer: C
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

17) Anȱexampleȱofȱanȱineffectiveȱpriceȱceilingȱwouldȱbeȱtheȱgovernmentȱsettingȱtheȱpriceȱofȱwheat
atȱ________ȱperȱbushelȱwhenȱtheȱmarketȱpriceȱisȱatȱ$5.00ȱperȱbushel.

A) $2.25 B) $3.00 C) $4.75 D) $6.00
Answer: D
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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18) Ifȱtheȱequilibriumȱpriceȱofȱgasolineȱisȱ$4.00ȱperȱgallonȱandȱtheȱgovernmentȱwillȱnotȱallowȱoil
companiesȱtoȱchargeȱmoreȱthanȱ$3.00ȱperȱgallonȱofȱgasoline,ȱwhichȱofȱtheȱfollowingȱwill
happen?

A) Demandȱmustȱeventuallyȱdecreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱa
priceȱofȱ$3.00.

B) Supplyȱmustȱeventuallyȱincreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱaȱprice
ofȱ$3.00.

C) Aȱnonpriceȱrationingȱsystemȱsuchȱasȱrationȱcouponsȱmustȱbeȱusedȱtoȱrationȱtheȱavailable
supplyȱofȱgasoline.

D) Theȱmarketȱwillȱbeȱinȱequilibriumȱatȱaȱpriceȱofȱ$3.00.
Answer: C
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Anȱexampleȱofȱaȱpriceȱceilingȱwouldȱbeȱtheȱgovernmentȱsettingȱtheȱpriceȱofȱsugar
A) aboveȱtheȱequilibriumȱmarketȱprice. B) atȱtheȱequilibriumȱmarketȱprice.
C) belowȱtheȱequilibriumȱmarketȱprice. D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Ifȱtheȱmarketȱpriceȱofȱcoffeeȱisȱ$3.00ȱperȱpoundȱbutȱtheȱgovernmentȱwillȱnotȱallowȱcoffee
growersȱtoȱchargeȱmoreȱthanȱ$2.00ȱperȱpoundȱofȱcoffee,ȱwhichȱofȱtheȱfollowingȱwillȱhappen?

A) Demandȱmustȱeventuallyȱdecreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱa
priceȱofȱ$2.50.

B) Thereȱwillȱbeȱaȱshortageȱofȱcoffee.
C) Supplyȱmustȱeventuallyȱincreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱaȱprice

ofȱ$2.50.
D) Theȱmarketȱwillȱbeȱinȱequilibriumȱatȱaȱpriceȱofȱ$2.00.

Answer: B
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Itȱisȱnecessaryȱtoȱrationȱaȱgoodȱwheneverȱ________ȱexists.
A) excessȱdemand B) excessȱsupply
C) aȱsurplus D) marketȱequilibrium

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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22) Theȱadjustmentȱofȱ________ȱisȱtheȱrationingȱmechanismȱinȱmarketȱeconomies.
A) quantity B) price C) supply D) demand

Answer: B
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

23) Aȱpriceȱceilingȱis
A) aȱminimumȱpriceȱsetȱbyȱgovernmentȱthatȱsellersȱmustȱchargeȱforȱaȱgood.
B) aȱmaximumȱpriceȱsetȱbyȱgovernmentȱthatȱsellersȱmayȱchargeȱforȱaȱgood.
C) theȱdifferenceȱbetweenȱtheȱinitialȱequilibriumȱpriceȱandȱtheȱequilibriumȱpriceȱafterȱa

decreaseȱinȱsupply.
D) theȱminimumȱpriceȱthatȱconsumersȱareȱwillingȱtoȱpayȱforȱaȱgood.

Answer: B
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

24) Aȱpriceȱfloorȱis
A) aȱminimumȱpriceȱsetȱbyȱgovernmentȱthatȱsellersȱmustȱchargeȱforȱaȱgood.
B) aȱmaximumȱpriceȱsetȱbyȱgovernmentȱthatȱsellersȱmayȱchargeȱforȱaȱgood.
C) theȱdifferenceȱbetweenȱtheȱinitialȱequilibriumȱpriceȱandȱtheȱequilibriumȱpriceȱafterȱa

decreaseȱinȱsupply.
D) theȱminimumȱpriceȱthatȱconsumersȱareȱwillingȱtoȱpayȱforȱaȱgood.

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

25) Aȱmaximumȱprice,ȱsetȱbyȱtheȱgovernment,ȱthatȱsellersȱmayȱchargeȱforȱaȱgoodȱisȱknownȱas
A) aȱpriceȱfloor. B) aȱpriceȱrationingȱmechanism.
C) aȱpriceȱceiling. D) aȱsubsidy.

Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

26) Aȱminimumȱprice,ȱsetȱbyȱtheȱgovernment,ȱthatȱsellersȱmayȱchargeȱforȱaȱgoodȱisȱknownȱas
A) aȱpriceȱfloor. B) aȱpriceȱrationingȱmechanism.
C) aȱpriceȱceiling. D) aȱsubsidy.

Answer: A
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ4.3

27) ReferȱtoȱFigureȱ4.3.ȱAnȱexampleȱofȱanȱeffectiveȱpriceȱceilingȱwouldȱbeȱgovernmentȱsettingȱthe
priceȱofȱpencilsȱat

A) $0.40. B) $0.45. C) $0.50. D) $0.55.
Answer: A
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

28) ReferȱtoȱFigureȱ4.3.ȱAnȱexampleȱofȱanȱeffectiveȱpriceȱfloorȱwouldȱbeȱtheȱgovernmentȱsettingȱthe
priceȱofȱpencilsȱat

A) $0.00. B) $0.40. C) $0.45. D) $0.50.
Answer: D
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ4.3.ȱȱAtȱanȱeffectiveȱpriceȱceilingȱforȱpencils,
A) quantityȱdemandedȱisȱgreaterȱthanȱquantityȱsupplied.
B) quantityȱdemandedȱisȱlessȱthanȱquantityȱsupplied.
C) quantityȱdemandedȱisȱequalȱtoȱquantityȱsupplied.
D) priceȱisȱaboveȱequilibrium.

Answer: A
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) ReferȱtoȱFigureȱ4.3.ȱIfȱtheȱgovernmentȱwillȱnotȱallowȱtheȱretailersȱtoȱchargeȱmoreȱthanȱ$0.40ȱfor
aȱpencil,ȱwhichȱofȱtheȱfollowingȱwillȱhappen?

A) Demandȱmustȱeventuallyȱdecreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱa
priceȱofȱ$0.40.

B) Supplyȱmustȱeventuallyȱincreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱaȱprice
ofȱ$0.40.

C) Aȱnonpriceȱrationingȱsystemȱsuchȱasȱqueuingȱmustȱbeȱusedȱtoȱrationȱtheȱavailableȱsupply
ofȱpencils.

D) Theȱmarketȱwillȱbeȱinȱequilibriumȱatȱaȱpriceȱofȱ$0.40.
Answer: C
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: AnalyticȱSkills

31) ReferȱtoȱFigureȱ4.3.ȱIfȱtheȱgovernmentȱwillȱnotȱallowȱretailersȱtoȱchargeȱlessȱthanȱ$0.50ȱforȱa
pencil,ȱwhichȱofȱtheȱfollowingȱwillȱhappen?

A) Demandȱmustȱeventuallyȱincreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱa
priceȱofȱ$0.50.

B) Supplyȱmustȱeventuallyȱdecreaseȱsoȱthatȱtheȱmarketȱwillȱcomeȱintoȱequilibriumȱatȱaȱprice
ofȱ$0.50.

C) Retailersȱwillȱhaveȱanȱexcessȱsupplyȱofȱpencils.
D) Theȱmarketȱwillȱbeȱinȱequilibriumȱatȱaȱpriceȱofȱ$0.50.

Answer: C
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Analytic
AACSB: ReflectiveȱThinking

32) Ifȱtheȱpriceȱceilingȱisȱsetȱbelowȱtheȱequilibriumȱprice,
A) quantityȱdemandedȱwillȱequalȱquantityȱsupplied.
B) thereȱwillȱbeȱaȱsurplus.
C) thereȱwillȱbeȱaȱshortage.
D) demandȱwillȱbeȱlessȱthanȱsupply.

Answer: C
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) Ifȱtheȱpriceȱfloorȱisȱsetȱbelowȱtheȱequilibriumȱprice,
A) quantityȱdemandedȱwillȱbeȱlessȱthanȱquantityȱsupplied.
B) thereȱwillȱbeȱaȱsurplus.
C) thereȱwillȱbeȱaȱshortage.
D) theȱfloorȱwillȱbeȱineffective.

Answer: D
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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34) Ifȱtheȱpriceȱceilingȱisȱsetȱaboveȱtheȱequilibriumȱprice,
A) quantityȱdemandedȱwillȱequalȱquantityȱsupplied.
B) thereȱwillȱbeȱaȱsurplus.
C) thereȱwillȱbeȱaȱshortage.
D) demandȱwillȱbeȱlessȱthanȱsupply.

Answer: A
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Ifȱtheȱpriceȱfloorȱisȱsetȱaboveȱtheȱequilibriumȱprice,
A) quantityȱdemandedȱwillȱequalȱquantityȱsupplied.
B) thereȱwillȱbeȱaȱsurplus.
C) thereȱwillȱbeȱaȱshortage.
D) theȱfloorȱwillȱbeȱineffective.

Answer: B
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) TheȱgovernmentȱimposesȱaȱmaximumȱpriceȱonȱapartmentsȱthatȱisȱABOVEȱtheȱequilibrium
price.ȱYouȱaccuratelyȱpredictȱthat

A) theȱlawȱwillȱhaveȱnoȱeconomicȱimpact.
B) theȱlawȱwillȱcreateȱaȱsurplusȱofȱapartments.
C) rentersȱwillȱfindȱthatȱlandlordsȱstartȱofferingȱtoȱfurnishȱtheȱapartments.
D) landlordsȱareȱlessȱlikelyȱtoȱdoȱroutineȱmaintenanceȱworkȱinȱtheȱapartments.

Answer: A
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Theȱtypeȱofȱnon-priceȱrationingȱthatȱmostȱcloselyȱapproachesȱtheȱmarketȱoutcomeȱis
A) couponȱrationingȱwithȱcouponsȱthatȱcanȱbeȱresold.
B) couponȱrationingȱwithȱcouponsȱthatȱcannotȱbeȱresold.
C) first-come,ȱfirst-servedȱbasisȱorȱqueuing.
D) favoredȱcustomerȱrationing.

Answer: A
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) Theȱgovernmentȱimposesȱaȱpriceȱceilingȱonȱgasolineȱthatȱisȱbelowȱtheȱmarketȱprice.ȱYouȱare
askedȱtoȱsuggestȱaȱrationingȱschemeȱthatȱwillȱminimizeȱtheȱmisallocationȱofȱresources.ȱYou
suggest

A) usingȱrationingȱcouponsȱthatȱcanȱbeȱresold.
B) usingȱrationingȱcouponsȱthatȱcannotȱbeȱresold.
C) usingȱrationingȱonȱaȱfirst-come,ȱfirst-servedȱbasis.
D) usingȱrationingȱonlyȱonȱweekdays.

Answer: A
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Theȱgovernmentȱimposesȱaȱpriceȱceilingȱonȱsugarȱthatȱisȱaboveȱtheȱmarketȱprice.ȱYouȱareȱasked
toȱsuggestȱaȱrationingȱschemeȱthatȱwillȱminimizeȱtheȱmisallocationȱofȱresources.ȱYouȱsuggest

A) usingȱrationingȱcouponsȱthatȱcannotȱbeȱresold.
B) usingȱrationingȱonȱaȱfirst-come,ȱfirst-servedȱbasis.
C) usingȱrationingȱcouponsȱthatȱcanȱbeȱresold.
D) thatȱnoȱrationingȱsystemȱwillȱbeȱnecessary.

Answer: D
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) Peopleȱscalpingȱticketsȱforȱaȱrockȱconcertȱcanȱsellȱtheirȱticketsȱforȱatȱleastȱaȱnormalȱprofit
A) anyȱtimeȱtheȱrockȱgroupȱisȱpopular.
B) whenȱtheȱpriceȱsetȱbyȱtheȱconcertȱhallȱisȱlessȱthanȱtheȱmarketȱequilibriumȱprice.
C) whenȱpricesȱareȱtooȱhigh.
D) onlyȱwhenȱthereȱisȱexcessȱsupply.

Answer: B
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ79:ȱWhenȱacquiringȱaȱticketȱforȱaȱplayȱtakesȱa
significantȱamountȱofȱtime,ȱtheȱtrueȱeconomicȱcostȱofȱthatȱticketȱwouldȱincludeȱallȱofȱthe
followingȱfactorsȱEXCEPT:

A) theȱamountȱofȱtimeȱspentȱacquiringȱtheȱticket
B) theȱutilityȱprovidedȱbyȱseeingȱtheȱplay
C) theȱearningȱpowerȱofȱtheȱpersonȱacquiringȱtheȱticket
D) theȱpurchaseȱpriceȱofȱtheȱticket

Answer: B
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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42) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ79:ȱWhichȱofȱtheȱfollowingȱbestȱexplainsȱwhyȱthe
peopleȱwhoȱwaitȱforȱhoursȱtoȱacquireȱticketsȱtoȱfreeȱperformancesȱearnȱlessȱonȱaverageȱthanȱthe
peopleȱwhoȱactuallyȱseeȱthoseȱperformances?

A) Theȱvalueȱofȱtimeȱspentȱwaitingȱinȱlineȱisȱlessȱforȱpeopleȱwhoȱearnȱlessȱmoney.ȱ
B) Peopleȱwhoȱearnȱmoreȱmoneyȱareȱlessȱlikelyȱtoȱbeȱawareȱofȱtheȱopportunityȱtoȱacquire

freeȱtickets.
C) High-wageȱindividualsȱareȱmoreȱlikelyȱtoȱhaveȱscheduleȱconflictsȱthatȱpreventȱthem

fromȱusingȱtheirȱtickets.
D) Peopleȱinterestedȱinȱliveȱperformancesȱareȱlikelyȱtoȱhaveȱaccessȱtoȱotherȱformsȱof

entertainment,ȱsuchȱasȱtelevisionȱandȱradio.
Answer: A
Diff:ȱ3
Topic: TheȱPriceȱSystem:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Goodsȱareȱallocatedȱinȱaȱmarketȱsystemȱbyȱpriceȱrationing.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Nonpriceȱrationingȱwillȱhappenȱwheneverȱthereȱisȱexcessȱsupplyȱinȱaȱmarket.
Answer: FALSE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Whenȱsupplyȱisȱfixed,ȱpriceȱisȱsupplyȱdetermined.
Answer: FALSE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Withȱpriceȱrationingȱthoseȱwhoȱareȱbothȱableȱandȱwillingȱtoȱpayȱforȱaȱproductȱgetȱit.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Queuingȱorȱwaitingȱinȱlineȱisȱanȱalternativeȱrationingȱmechanismȱtoȱpriceȱrationing.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Aȱshortageȱisȱwhenȱthereȱisȱanȱexcessȱsupplyȱinȱaȱmarket.
Answer: FALSE
Diff:ȱ1
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

7) InȱaȱȈblackȱmarketȈȱgoodsȱareȱtradedȱatȱmarketȱdeterminedȱprices.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Favoredȱcustomersȱreceiveȱspecialȱtreatmentȱfromȱdealersȱduringȱperiodsȱofȱexcessȱdemand.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition

9) Rationȱcouponsȱareȱticketsȱorȱcouponsȱthatȱgiveȱsomeoneȱaȱrightȱtoȱpurchaseȱaȱcertainȱamount
ofȱaȱproductȱeachȱtimeȱperiodȱsuchȱasȱaȱmonth.
Answer: TRUE
Diff:ȱ2
Topic: TheȱPriceȱSystem:ȱRationingȱandȱAllocatingȱResources
Skill: Definition
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4.2 SupplyȱandȱDemandȱAnalysis

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ4.4

1) ReferȱtoȱFigureȱ4.4.ȱAtȱtheȱworldȱpriceȱofȱ$125ȱperȱbarrelȱofȱoil,ȱtheȱUnitedȱStatesȱimports
________ȱmillionȱbarrelsȱofȱoilȱperȱday.

A) 4 B) 6 C) 8 D) 10
Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱFigureȱ4.4.ȱIfȱaȱ$25ȱperȱbarrelȱtaxȱisȱleviedȱonȱimportedȱoil,ȱtheȱUnitedȱStatesȱwill
A) importȱ2ȱmillionȱbarrelsȱofȱoilȱperȱday. B) importȱ6ȱmillionȱbarrelsȱofȱoilȱperȱday.
C) importȱ10ȱmillionȱbarrelsȱofȱoilȱperȱday. D) exportȱ10ȱmillionȱbarrelsȱofȱoilȱperȱday.

Answer: A
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills
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3) ReferȱtoȱFigureȱ4.4.ȱIfȱtheȱUnitedȱStatesȱleviesȱnoȱtaxesȱonȱimportedȱoil,ȱwhichȱofȱtheȱfollowing
wouldȱoccur?

A) TheȱpriceȱofȱoilȱinȱtheȱUnitedȱStatesȱwouldȱfallȱtoȱ$100ȱperȱbarrel,ȱandȱtheȱUnitedȱStates
wouldȱimportȱ10ȱmillionȱbarrelsȱofȱoilȱperȱday.

B) TheȱpriceȱofȱoilȱinȱtheȱUnitedȱStatesȱwouldȱbeȱ$125ȱperȱbarrel,ȱandȱtheȱUnitedȱStates
wouldȱimportȱ6ȱmillionȱbarrelsȱofȱoilȱperȱday.

C) TheȱpriceȱofȱoilȱinȱtheȱUnitedȱStatesȱwouldȱbeȱ$150ȱperȱbarrel,ȱandȱtheȱUnitedȱStates
wouldȱimportȱ2ȱmillionȱbarrelsȱofȱoilȱperȱday.

D) TheȱpriceȱofȱoilȱinȱtheȱUnitedȱStatesȱafterȱtheȱU.S.ȱgovernmentȱeliminatedȱallȱtaxesȱon
importedȱoilȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ4.4.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
$25ȱtaxȱperȱbarrelȱofȱimportedȱoil,

A) theȱquantityȱdemandedȱofȱoilȱwillȱbeȱreducedȱbyȱ4ȱmillionȱbarrelsȱperȱday.
B) theȱquantityȱofȱoilȱsuppliedȱbyȱU.S.ȱfirmsȱwillȱincreaseȱbyȱ8ȱmillionȱbarrelsȱperȱday.
C) U.S.ȱimportsȱofȱoilȱwillȱincreaseȱbyȱ4ȱmillionȱbarrelsȱperȱday.
D) theȱpriceȱofȱoilȱinȱtheȱU.S.ȱwillȱincreaseȱtoȱ$150ȱperȱbarrel.

Answer: D
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ4.4.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
$25ȱtaxȱperȱbarrelȱofȱimportedȱoil,ȱtheȱtaxȱrevenueȱgeneratedȱwillȱequal

A) $25ȱmillionȱperȱday. B) $50ȱmillionȱperȱday.
C) $100ȱmillionȱperȱday. D) $125ȱmillionȱperȱday.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ4.4.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱȱȱToȱreduceȱU.S.ȱimportsȱwithoutȱȱa
taxȱtheȱU.S.ȱcould

A) increaseȱpollutionȱcontrolȱregulations.
B) allowȱdrillingȱforȱoilȱinȱtheȱAlaskaȱNationalȱWildlifeȱRefuge.
C) increaseȱsafetyȱregulationsȱforȱoilȱrefineries.
D) allȱofȱtheȱabove

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ4.5

7) ReferȱtoȱFigureȱ4.5.ȱAtȱtheȱworldȱpriceȱofȱ$15ȱperȱCD-Romȱdrive,ȱtheȱUnitedȱStatesȱimports
________ȱmillionȱCD-Romȱdrives.

A) 3 B) 6 C) 9 D) 12
Answer: C
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ4.5.ȱIfȱaȱ$10.00ȱperȱCD-Romȱdrive taxȱisȱleviedȱonȱimportedȱCD-Romȱdrives,
theȱUnitedȱStatesȱwill

A) importȱ3ȱmillionȱCD-Romȱdrives. B) importȱ6ȱmillionȱCD-Romȱdrives.
C) importȱ9ȱmillionȱCD-Romȱdrives. D) importȱ12ȱmillionȱCD-Romȱdrives.

Answer: A
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ4.5.ȱȱIfȱtheȱUnitedȱStatesȱeliminatesȱallȱtaxesȱonȱCD-Romȱdrives,ȱwhichȱofȱthe
followingȱwouldȱoccur?

A) TheȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱwouldȱbeȱ$15ȱperȱCD-Romȱdrive,ȱand
theȱUnitedȱStatesȱwouldȱimportȱ3ȱmillionȱCD-Romȱdrives.

B) TheȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱwouldȱbeȱ$25ȱperȱCD-Romȱdrive,ȱand
theȱUnitedȱStatesȱwouldȱimportȱ3ȱmillionȱCD-Romȱdrives.

C) TheȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱwouldȱbeȱ$15ȱperȱCD-Romȱdrive,ȱand
theȱUnitedȱStatesȱwouldȱimportȱ9ȱmillionȱCD-Romȱdrives.

D) TheȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱafterȱtheȱU.S.ȱgovernmentȱeliminatedȱall
taxesȱonȱimportedȱCD-Romȱdrivesȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ1
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills
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10) ReferȱtoȱFigureȱ4.5.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
$10.00ȱtaxȱperȱCD-RomȱdriveȱonȱimportedȱCD-Romȱdrives,

A) theȱquantityȱdemandedȱofȱCD-Romȱdrives willȱbeȱreducedȱbyȱ3ȱmillionȱCD-Romȱdrives.
B) theȱquantityȱofȱCD-Romȱdrives suppliedȱbyȱU.S.ȱfirmsȱwillȱincreaseȱbyȱ3ȱmillion

CD-Romȱdrives.
C) theȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱwillȱincreaseȱtoȱ$25.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ4.5.ȱAssumeȱthatȱinitiallyȱthereȱisȱfreeȱtrade.ȱIfȱtheȱUnitedȱStatesȱthenȱimposesȱa
$10.00ȱtaxȱperȱCD-RomȱdriveȱonȱimportedȱCD-Romȱdrives,

A) theȱquantityȱdemandedȱofȱCD-Romȱdrives willȱbeȱreducedȱbyȱ6ȱmillionȱCD-Romȱdrives.
B) theȱquantityȱofȱCD-Romȱdrives suppliedȱbyȱU.S.ȱfirmsȱwillȱincreaseȱbyȱ3ȱmillion

CD-Romȱdrives.
C) theȱpriceȱofȱCD-Romȱdrives inȱtheȱUnitedȱStatesȱwillȱdecreaseȱtoȱ$5.
D) U.S.ȱimportsȱofȱCD-Romȱdrives willȱincreaseȱbyȱ3ȱmillionȱCD-Romȱdrives.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) AȱU.S.ȱimportȱfeeȱonȱoilȱwouldȱreduceȱimportsȱandȱraiseȱtheȱpriceȱofȱU.S.ȱoilȱproducts.
Answer: TRUE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) AȱU.S.ȱimportȱfeeȱonȱoilȱwouldȱreduceȱtheȱdomesticȱquantityȱdemandedȱofȱoil.
Answer: TRUE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) AȱU.S.ȱimportȱfeeȱonȱoilȱwouldȱreduceȱtheȱdomesticȱquantityȱsuppliedȱofȱoil.
Answer: FALSE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱAnalysis
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4.3 SupplyȱandȱDemandȱandȱMarketȱEfficiency

1 MultipleȱChoice

1) Producerȱsurplusȱis
A) theȱdifferenceȱbetweenȱtheȱmaximumȱaȱpersonȱisȱwillingȱtoȱpayȱandȱcurrentȱmarketȱprice.
B) theȱdifferenceȱbetweenȱcurrentȱmarketȱpriceȱandȱfullȱcostsȱofȱproductionȱforȱtheȱfirm.
C) theȱdifferenceȱbetweenȱwillingnessȱtoȱsellȱandȱfullȱcostsȱofȱproductionsȱforȱtheȱfirm.
D) currentȱmarketȱprice.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Definition

2) Consumerȱsurplusȱis
A) theȱdifferenceȱbetweenȱtheȱmaximumȱaȱpersonȱisȱwillingȱtoȱpayȱandȱcurrentȱmarketȱprice.
B) theȱdifferenceȱbetweenȱcurrentȱmarketȱpriceȱandȱfullȱcostsȱofȱproductionȱforȱtheȱfirm.
C) theȱdifferenceȱbetweenȱtheȱmaximumȱaȱpersonȱisȱwillingȱtoȱpayȱandȱfullȱcostsȱof

productionsȱforȱtheȱfirm.
D) currentȱmarketȱprice.

Answer: A
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Definition

3) Ifȱtheȱmostȱsomeoneȱisȱwillingȱtoȱpayȱforȱticketȱtoȱseeȱtheirȱfavoriteȱteamȱisȱ$100ȱandȱtheȱmarket
priceȱofȱtheȱticketȱisȱ$35,ȱthenȱthisȱbuyerȱwillȱgetȱconsumerȱsurplusȱof

A) 1ȱticket. B) $35. C) $65. D) $100.
Answer: C
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

4) Theȱmarketȱpriceȱofȱaȱbasketballȱisȱ$35ȱandȱtheȱfullȱcostȱofȱproducingȱitȱisȱ$20,ȱthenȱaȱbasketball
producingȱfirmȱgetsȱȱproducerȱsurplusȱof

A) 1ȱbasketball. B) $35. C) $20. D) $15.
Answer: D
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ4.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.
EquilibriumȱinȱthisȱmarketȱoccursȱatȱtheȱintersectionȱofȱcurvesȱSȱandȱD.

Figureȱ4.6

5) Inȱfigureȱ4.6ȱatȱequilibriumȱconsumerȱsurplusȱisȱarea
A) A. B) A+B+C. C) G. D) E+F+G.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

6) Inȱfigureȱ4.6ȱatȱequilibriumȱproducerȱsurplusȱisȱarea
A) A. B) A+B+C. C) G. D) E+F+G.

Answer: D
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

7) Inȱfigureȱ4.6ȱifȱpriceȱisȱP1,ȱconsumerȱsurplusȱisȱarea
A) A. B) A+B+E. C) G. D) B+C+E+F+G.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

8) Inȱfigureȱ4.6ȱifȱpriceȱisȱP1,ȱproducerȱsurplusȱisȱarea
A) A. B) A+B+E. C) G. D) ȱB++E+G.

Answer: C
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills
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9) Inȱfigureȱ4.6ȱifȱpriceȱisȱP1,ȱtheȱdeadweightȱlossȱdueȱtoȱunderȱproductionȱisȱarea
A) A+C. B) C+F C) E+G. D) F+G.

Answer: B
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

10) Inȱfigureȱ4.6ȱifȱpriceȱgoesȱfromȱequilibriumȱtoȱȱP1,ȱproducerȱsurplusȱchangesȱbyȱtheȱarea
A) E-C. B) C+E C) E+F. D) B-F.

Answer: C
Diff:ȱ3
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

11) Inȱfigureȱ4.6ȱifȱpriceȱgoesȱfromȱequilibriumȱtoȱȱP1,ȱconsumerȱsurplusȱchangesȱbyȱtheȱarea
A) E-C. B) C+E C) E+F. D) B-F.

Answer: A
Diff:ȱ3
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

12) Theȱtotalȱofȱconsumerȱplusȱproducerȱsurplusȱisȱgreatest
A) whenȱconsumerȱsurplusȱisȱmaximized. B) whenȱproducerȱsurplusȱisȱmaximized.
C) atȱtheȱtheȱmarketȱequilibrium. D) allȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Whenȱthereȱisȱoverȱproductionȱinȱaȱmarket,
A) marketȱpriceȱisȱtooȱlow.
B) thereȱisȱexcessȱquantityȱdemanded.
C) theȱtotalȱofȱconsumerȱandȱproducerȱsurplusȱisȱmaximized.
D) thereȱisȱaȱdeadweightȱloss.

Answer: D
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Consumerȱsurplusȱisȱtheȱdifferenceȱbetweenȱtheȱmostȱaȱpersonȱisȱwillingȱtoȱpayȱandȱmarket
price.
Answer: TRUE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Definition
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2) Consumerȱsurplusȱdescribesȱaȱsituationȱinȱwhichȱthereȱisȱexcessȱquantityȱsupplied.
Answer: FALSE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱsomeoneȱisȱwillingȱtoȱpayȱ$500ȱtoȱgoȱtoȱtheȱSuperȱBowlȱbutȱcanȱbuyȱaȱticketȱforȱ$300,ȱthey
willȱgetȱ$200ȱinȱconsumerȱsurplus.
Answer: TRUE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Analytic
AACSB: AnalyticȱSkills

4) Aȱfirmȱthatȱsellsȱaȱcarȱforȱ$30,000ȱgetsȱproducerȱsurplusȱofȱ$30,000.
Answer: FALSE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Theȱtotalȱofȱconsumerȱplusȱproducerȱsurplusȱisȱlargestȱatȱtheȱmarketȱequilibrium.
Answer: TRUE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱtotalȱofȱproducerȱandȱconsumerȱsurplusȱisȱmaximizedȱwhenȱthereȱisȱunderproduction.
Answer: FALSE
Diff:ȱ2
Topic: SupplyȱandȱDemandȱandȱMarketȱEfficiency
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ5 IntroductionȱtoȱMacroeconomics

5.1 MacroeconomicȱConcerns

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱtopicȱstudiedȱinȱMacroeconomics?
A) grossȱdomesticȱproduct B) theȱunemploymentȱrate
C) theȱpriceȱofȱIBMȱcomputers D) theȱinflationȱrate

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) WhichȱofȱtheȱfollowingȱisȱaȱtopicȱstudiedȱinȱMacroeconomics?
A) grossȱdomesticȱproduct B) theȱwageȱofȱautoȱworkers
C) theȱpriceȱofȱIBMȱcomputers D) theȱamountȱofȱȱpizzaȱproduced

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) WhichȱofȱtheȱfollowingȱisȱaȱtopicȱstudiedȱinȱMacroeconomics?
A) theȱfunctioningȱofȱindividualȱindustries
B) aggregateȱbehaviorȱofȱhouseholdsȱandȱindustries
C) theȱbehaviorȱofȱindividualȱhouseholds
D) theȱdecision-makingȱbehaviorȱofȱindividualȱbusinessȱfirms

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Pricesȱthatȱdoȱnotȱalwaysȱadjustȱrapidlyȱtoȱmaintainȱequalityȱbetweenȱquantityȱsuppliedȱand
quantityȱdemandedȱare

A) administeredȱprices. B) stickyȱprices.
C) regulatoryȱprices. D) marketȱprices.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition
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5) TheȱdemandȱforȱcornȱhasȱincreasedȱinȱMayȱwithoutȱanyȱchangeȱinȱsupply.ȱEightȱmonthsȱlater
thereȱstillȱhasȱbeenȱnoȱchangeȱinȱcornȱprices.ȱThisȱisȱanȱexampleȱofȱa

A) priceȱfloor. B) priceȱcontrol.
C) stickyȱprice. D) macroeconomicȱprice.

Answer: C
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

6) Theȱdemandȱforȱmassageȱtherapistsȱdeclinedȱinȱtheȱspringȱofȱ2007,ȱbutȱtheȱstartingȱwagesȱpaid
toȱmassageȱtherapistsȱwasȱstillȱtheȱsameȱatȱtheȱendȱofȱ2007.ȱThisȱisȱanȱexampleȱofȱa

A) stickyȱprice. B) flexibleȱprice.
C) highlyȱregulatedȱmarket. D) priceȱcontrol.

Answer: A
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

7) Anȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱisȱknownȱas
A) deflation. B) recession. C) inflation. D) stagflation.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

8) Aggregateȱbehaviorȱis
A) theȱbehaviorȱofȱeachȱhouseholdȱandȱfirm.
B) theȱbehaviorȱofȱeachȱindividual.
C) theȱbehaviorȱofȱallȱhouseholdsȱandȱfirmsȱtogether.
D) noneȱofȱtheȱabove.

Answer: C
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Definition

9) Inflationȱisȱa(n)
A) decreaseȱinȱtheȱoverallȱpriceȱlevel.
B) decreaseȱinȱtheȱoverallȱlevelȱofȱeconomicȱactivity.
C) increaseȱinȱtheȱoverallȱpriceȱlevel.
D) increaseȱinȱtheȱoverallȱlevelȱofȱeconomicȱactivity.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition
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10) Deflationȱoccursȱwhen
A) theȱaverageȱpriceȱlevelȱdeclines. B) economicȱactivityȱdeclines.
C) theȱeconomicȱgrowthȱrateȱdeclines. D) theȱunemploymentȱrateȱdeclines.

Answer: A
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Definition

11) Aȱperiodȱofȱveryȱrapidȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱisȱknownȱas
A) stagnation. B) hyperinflation.
C) stagflation. D) depression.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

12) Theȱtrendȱofȱtheȱeconomyȱis
A) theȱlongȱrunȱgrowthȱpathȱofȱtheȱeconomy.
B) theȱlongȱrunȱinflationȱrate.
C) theȱlongȱrunȱunemploymentȱrate.
D) theȱshortȱrunȱproductionȱcapacityȱofȱanȱeconomy.

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

13) Theȱtermȱbusinessȱcycleȱrefersȱtoȱthe
A) short-termȱupsȱandȱdownsȱinȱtheȱpriceȱlevel.
B) long-termȱtrendsȱinȱtheȱpriceȱlevel.
C) short-termȱupsȱandȱdownsȱinȱtheȱlevelȱofȱeconomicȱactivity.
D) long-termȱtrendsȱinȱtheȱlevelȱofȱeconomicȱactivity.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

14) Aȱperiodȱduringȱwhichȱaggregateȱoutputȱrisesȱisȱknownȱasȱa(n)
A) recession. B) inflation.
C) hyperinflation. D) expansion.

Answer: D
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

15) Aȱperiodȱwhenȱtheȱeconomyȱshrinksȱisȱknownȱas
A) aȱrecession. B) aȱcontraction.
C) aȱslump. D) allȱofȱtheȱabove.

Answer: D
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition
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16) Inȱaȱbusinessȱcycle,ȱaȱpeakȱrepresentsȱtheȱendȱofȱ________ȱandȱaȱtroughȱrepresentsȱtheȱendȱof
________.

A) anȱexpansion;ȱaȱrecession B) aȱdepression;ȱanȱexpansion
C) aȱtrough;ȱaȱpeak D) aȱrecession;ȱanȱexpansion

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

17) Inȱaȱbusinessȱcycle,ȱaȱpeakȱrepresentsȱtheȱendȱof
A) anȱexpansion. B) aȱdepression. C) trough. D) aȱrecession

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

18) Inȱaȱbusinessȱcycle,ȱaȱtroughȱrepresentsȱtheȱendȱof
A) anȱexpansion. B) anȱinflation. C) aȱpeak D) aȱrecession.

Answer: D
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

19) Itȱhasȱbecomeȱconventionalȱtoȱclassifyȱanȱeconomicȱdownturnȱasȱaȱrecessionȱwhenȱaggregate
outputȱdeclinesȱfor

A) threeȱconsecutiveȱquarters. B) twoȱconsecutiveȱquarters.
C) aȱyear. D) sixȱconsecutiveȱquarters.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Fact

20) Ifȱtheȱlaborȱforceȱisȱ500ȱandȱemploymentȱisȱ450,ȱthenȱtheȱunemploymentȱrateȱis
A) 100%. B) 90%. C) 10%. D) 0%.

Answer: C
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Analytic

21) Aȱprolongedȱandȱdeepȱrecessionȱisȱcalled
A) aȱbusinessȱcycle. B) aȱdepression.
C) aȱstagflation. D) hyperinflation.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition
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22) Betweenȱaȱtroughȱandȱaȱpeak,ȱtheȱeconomyȱgoesȱthroughȱa(n)
A) recession. B) bust.
C) expansion. D) hyperinflation.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

23) Betweenȱaȱpeakȱandȱaȱtrough,ȱtheȱeconomyȱgoesȱthroughȱa(n)
A) expansion. B) inflation. C) recession. D) boom.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

24) Unemploymentȱmeansȱthat
A) atȱtheȱgoingȱwageȱrate,ȱthereȱareȱpeopleȱwhoȱwantȱtoȱworkȱbutȱcannotȱfindȱwork.
B) peopleȱareȱnotȱwillingȱtoȱworkȱatȱtheȱgoingȱwageȱrate.
C) thereȱareȱsomeȱpeopleȱwhoȱwillȱnotȱworkȱatȱtheȱgoingȱwageȱrate.
D) thereȱisȱexcessȱdemandȱinȱtheȱlaborȱmarket.

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

25) Unemploymentȱimpliesȱthatȱinȱtheȱlaborȱmarket
A) thereȱisȱanȱexcessȱsupplyȱofȱlabor.
B) thereȱisȱanȱexcessȱdemandȱforȱlabor.
C) thereȱareȱtooȱfewȱworkersȱforȱtheȱjobsȱavailable.
D) quantityȱdemandedȱofȱlaborȱexceedsȱquantityȱsupplied.

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

26) Theȱunemploymentȱrateȱequals
A) laborȱforce/population. B) unemployed/employed.
C) (employedȱ-ȱunemployed)/laborȱforce. D) (laborȱforceȱ- employed)/laborȱforce.

Answer: D
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Definition
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27) Theȱunemploymentȱrateȱequals
A) laborȱforce/population. B) unemployed/employed.
C) (employedȱ-ȱunemployed)/laborȱforce. D) unemployed/laborȱforce.

Answer: D
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Definition

28) Ifȱtheȱlaborȱforceȱisȱ50ȱmillionȱandȱ48ȱmillionȱareȱemployedȱthenȱtheȱunemploymentȱrateȱis:
A) 2%. B) 4%. C) 5%. D) 52%.

Answer: B
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Analytic

AACSB: AnalyticȱSkills

29) Ifȱ20ȱmillionȱworkersȱareȱunemployedȱandȱ180ȱmillionȱworkersȱareȱemployed,ȱthenȱthe
unemploymentȱrateȱis

A) 10%. B) 11.1%. C) 18%. D) 80%.

Answer: A
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Analytic

AACSB: AnalyticȱSkills

30) Theȱperiodȱinȱtheȱbusinessȱcycleȱfromȱaȱtroughȱtoȱpeakȱisȱcalledȱa(n)
A) recession. B) expansion. C) slump. D) depression.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

31) Ifȱoutputȱisȱrisingȱandȱunemploymentȱisȱfalling,ȱtheȱeconomyȱMUSTȱbeȱinȱa(n)
A) contraction. B) expansion.
C) depression. D) hyperinflationaryȱperiod.

Answer: B
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

32) Theȱperiodȱinȱtheȱbusinessȱcycleȱfromȱaȱpeakȱtoȱaȱtroughȱisȱa(n)
A) recession. B) boom. C) expansion. D) inflation.

Answer: A
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual
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33) Unemploymentȱgenerallyȱ________ȱduringȱrecessionsȱandȱ________ȱduringȱexpansions.
A) falls;ȱrises. B) falls;ȱfalls. C) rises;ȱfalls. D) rises;ȱrises.

Answer: C
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

34) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Theȱrateȱofȱchangeȱinȱeconomicȱactivityȱisȱusedȱtoȱassessȱwhetherȱanȱeconomyȱis

expandingȱorȱcontracting.
B) Short-termȱupsȱandȱdownsȱinȱtheȱeconomyȱareȱknownȱasȱbusinessȱcycles.
C) Duringȱaȱrecession,ȱoutputȱandȱemploymentȱareȱfalling.
D) BusinessȱcyclesȱareȱalwaysȱsymmetricNtheȱlengthȱofȱanȱexpansionȱisȱtheȱsameȱasȱthe

lengthȱofȱaȱcontraction.
Answer: D
Diff:ȱ2
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

2 True/False

1) Macroeconomicsȱisȱconcernedȱwithȱinflationȱorȱdeflation,ȱoutputȱgrowthȱandȱunemployment.

Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Macroeconomicsȱisȱconcernedȱwithȱtheȱmarketȱpriceȱandȱequilibriumȱquantityȱofȱeachȱgoodȱor
service.

Answer: FALSE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Theȱemploymentȱrateȱisȱtheȱnumberȱofȱpeopleȱemployedȱdividedȱbyȱnumberȱofȱpeopleȱinȱthe
laborȱforce.
Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition

4) Hyperinflationȱandȱȱstagflationȱareȱtwoȱdifferentȱnamesȱwhichȱreferȱtoȱidenticalȱeconomic
conditions.

Answer: FALSE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Definition
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5) Macroeconomicȱbehaviorȱisȱtheȱsumȱofȱallȱtheȱmicroeconomicȱdecisionsȱmadeȱbyȱindividual
householdsȱandȱfirms.

Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

6) AllȱbusinessȱcyclesȱareȱsymmetricNtheȱlengthȱofȱanȱexpansionȱisȱtheȱsameȱasȱtheȱlengthȱofȱa
recession.

Answer: FALSE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

7) Theȱfollowingȱisȱaȱcorrectȱorderȱinȱaȱbusinessȱcycle:ȱrecession,ȱtrough,ȱpeak,ȱexpansion.
Answer: FALSE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

8) Aȱrecessionȱisȱusuallyȱassociatedȱwithȱincreasingȱunemployment.

Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

9) Anȱexpansionȱisȱusuallyȱassociatedȱwithȱrisingȱpriceȱlevels.
Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking

10) Aȱrecessionȱisȱassociatedȱwithȱaȱnegativeȱrateȱofȱgrowthȱofȱtheȱeconomy.

Answer: TRUE
Diff:ȱ1
Topic: MacroeconomicȱConcerns
Skill: Conceptual

AACSB: ReflectiveȱThinking
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5.2 TheȱComponentsȱofȱtheȱMacroeconomy

1 MultipleȱChoice

1) Ifȱtheȱcentralȱbankȱdecreasesȱtheȱmoneyȱsupply,ȱitȱisȱconducting
A) monetaryȱpolicy. B) supply-sideȱpolicy.
C) fiscalȱpolicy. D) incomesȱpolicy.

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) IfȱCongressȱincreasesȱgovernmentȱspending,ȱitȱisȱusing
A) monetaryȱpolicy. B) supply-sideȱpolicy.
C) fiscalȱpolicy. D) incomesȱpolicy.

Answer: C
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Governmentȱpoliciesȱregardingȱtaxesȱandȱexpendituresȱareȱcalled
A) fiscalȱpolicy. B) incomeȱpolicies.
C) supply-sideȱpolicy. D) monetaryȱpolicy.

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

4) Theȱgovernmentȱimplementsȱfiscalȱpolicyȱwhenȱitȱchanges
A) spendingȱand/orȱinterestȱrate. B) moneyȱsupplyȱand/orȱtaxes.
C) taxesȱand/orȱspending. D) taxesȱand/orȱinterestȱrate.

Answer: C
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Theȱgovernmentȱwantsȱtoȱencourageȱconsumerȱspendingȱthroughȱcuttingȱincomeȱtaxes.ȱThisȱis
anȱexampleȱof

A) anȱincomesȱpolicy. B) aȱfiscalȱpolicy.
C) aȱsupply-sideȱpolicy. D) aȱmonetaryȱpolicy.

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking
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6) Theȱ________ȱcanȱchangeȱtheȱquantityȱofȱmoneyȱinȱtheȱeconomy.
A) TreasuryȱDepartment
B) FederalȱReserve
C) Congress
D) OfficeȱofȱtheȱComptrollerȱofȱtheȱCurrency

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Fact

7) TheȱFederalȱReserveȱaffectingȱtheȱsupplyȱofȱmoneyȱisȱknownȱas
A) fiscalȱpolicy. B) monetaryȱpolicy.
C) growthȱpolicy. D) supplyȱsideȱpolicy.

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

8) Policiesȱdesignedȱtoȱaffectȱtheȱquantityȱofȱmoneyȱare
A) fiscalȱpolicies. B) supplyȱsideȱorȱgrowthȱpolicies.
C) governmentȱspendingȱpolicies. D) monetaryȱpolicies.

Answer: D
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

9) Theȱdiagramȱthatȱshowsȱtheȱincomeȱreceivedȱandȱpaymentsȱmadeȱbyȱeachȱsectorȱofȱthe
economyȱisȱthe

A) aggregateȱdemand-aggregateȱsupplyȱdiagram.
B) circularȱflowȱdiagram.
C) incomeȱflowȱdiagram.
D) income-productionȱdiagram.

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

10) Inȱtheȱcircularȱflowȱdiagram,ȱtheȱdifferentȱpaymentsȱmadeȱbyȱfirmsȱtoȱhouseholdsȱinclude
A) wagesȱandȱprofits. B) interestȱandȱtaxes.
C) transferȱpaymentsȱandȱdividends. D) taxesȱandȱtransferȱpayments.

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual
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11) Anȱexampleȱofȱaȱtransferȱpaymentȱis
A) anȱinterestȱpaymentȱonȱaȱGeneralȱMotorsȇȱbond.
B) theȱaddedȱvalueȱofȱstockȱfromȱtheȱtimeȱitȱwasȱboughtȱtoȱtheȱtimeȱitȱwasȱsold.
C) aȱSocialȱSecurityȱretirementȱbenefit.
D) theȱsalaryȱpaidȱtoȱaȱmemberȱofȱtheȱarmedȱforces.

Answer: C
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

12) Aȱtransferȱpaymentȱis
A) aȱbonusȱtoȱgetȱaȱworkerȱtoȱacceptȱaȱtransfer.
B) aȱcashȱpaymentȱmadeȱbyȱtheȱgovernmentȱtoȱpeopleȱwhoȱdoȱnotȱsupplyȱgoods,ȱservicesȱor

laborȱinȱexchangeȱforȱtheȱpayment.
C) aȱcashȱpaymentȱforȱtransferringȱaȱgoodȱfromȱoneȱpersonȱtoȱanother.
D) anȱinȱkindȱpaymentȱforȱworkingȱȈoffȱtheȱbooks.Ȉ

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

13) Aȱhouseholdȱthatȱspendsȱlessȱthanȱitȱreceivesȱinȱincomeȱduringȱaȱgivenȱperiodȱis
A) saving. B) dissaving.
C) runningȱaȱdeficit. D) receivingȱtransferȱpayments.

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

14) Theȱmajorȱlessonȱofȱtheȱcircularȱflowȱdiagramȱisȱthat
A) savingȱmustȱalwaysȱbeȱlessȱthanȱinvestment.
B) taxesȱmustȱalwaysȱbeȱgreaterȱthanȱgovernmentȱexpenditures.
C) totalȱincomeȱinȱtheȱeconomyȱmustȱalwaysȱequalȱtotalȱspending.
D) taxȱreceiptsȱmustȱbeȱequalȱtoȱtransferȱpayments

Answer: C
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

15) Inȱwhichȱofȱtheȱfollowingȱmarketsȱareȱfundsȱdemandedȱandȱsupplied?
A) theȱlaborȱmarket B) theȱgoodsȱandȱservicesȱmarket
C) theȱmoneyȱmarket D) theȱfactorȱmarket

Answer: C
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition
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16) Inȱtheȱgoods-and-servicesȱmarket,ȱhouseholds
A) onlyȱsupply. B) onlyȱdemand.
C) bothȱsupplyȱandȱdemand. D) neitherȱsupplyȱnorȱdemand.

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

17) Theȱdemandersȱinȱtheȱgoods-and-servicesȱmarketȱare
A) householdsȱandȱbusinessȱfirms.
B) households,ȱtheȱgovernment,ȱandȱtheȱrestȱofȱtheȱworld.
C) theȱgovernmentȱandȱbusinessȱfirms.
D) households,ȱtheȱgovernment,ȱbusinessȱfirms,ȱandȱtheȱrestȱofȱtheȱworld.

Answer: D
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

18) InȱwhichȱbasicȱmarketȱwouldȱDVDsȱbeȱtraded?
A) theȱgoodsȱandȱservicesȱmarket B) theȱmoneyȱmarket
C) theȱlaborȱmarket D) theȱfactorȱmarket

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

19) Inȱtheȱcircularȱflowȱdiagram,ȱfirmsȱ________ȱlaborȱandȱhouseholdsȱ________ȱgoodsȱand
services.

A) demand;ȱsupply. B) demand;ȱdemand.
C) supply;ȱdemand. D) supply;ȱsupply.

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

20) Inȱtheȱcircularȱflowȱdiagram,ȱhouseholdsȱdemandȱ________ȱandȱsupplyȱ________.
A) labor;ȱlabor. B) goods;ȱservices.
C) goodsȱandȱservices;ȱlabor. D) labor;ȱgoodsȱandȱservices.

Answer: C
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking
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21) Promissoryȱnotesȱissuedȱbyȱtheȱfederalȱgovernmentȱwhenȱitȱborrowsȱmoneyȱareȱknownȱas
A) Treasuryȱshares. B) Treasuryȱstocks.
C) Treasuryȱbonds. D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

22) Aȱpromissoryȱnoteȱissuedȱbyȱaȱcorporationȱwhenȱitȱborrowsȱmoneyȱisȱa
A) share. B) corporateȱbond.
C) corporateȱdividend. D) stock.

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

23) Dividendsȱare
A) governmentȱprofitsȱdistributedȱamongȱbondholders.
B) corporateȱprofitsȱdistributedȱamongȱshareholders.
C) capitalȱgainsȱrealizedȱbyȱstockholders.
D) promissoryȱnotesȱissuedȱbyȱcorporations.

Answer: B
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

24) WhichȱofȱtheȱfollowingȱisȱaȱCORRECTȱstatement?
A) Companiesȱissueȱsharesȱbutȱdonȇtȱissueȱbonds.
B) Theȱgovernmentȱissuesȱbothȱbondsȱandȱshares.
C) Bondholdersȱearnȱdividendsȱbutȱshareholdersȱdonȇt.
D) Shareholdersȱearnȱdividendsȱbutȱbondholdersȱdonȇt.

Answer: D
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

25) Aȱcapitalȱgainȱis
A) aȱfinancialȱinstrumentȱthatȱgivesȱtheȱholderȱaȱshareȱinȱtheȱownershipȱofȱaȱfirmȱand

thereforeȱtheȱrightȱtoȱshareȱinȱtheȱprofitsȱofȱtheȱfirm.
B) theȱportionȱofȱaȱcorporationȇsȱprofitsȱthatȱtheȱfirmȱpaysȱoutȱeachȱperiodȱtoȱits

shareholders.
C) anȱincreaseȱinȱtheȱvalueȱofȱanȱassetȱoverȱtheȱpriceȱinitiallyȱpaidȱforȱit.
D) theȱdifferenceȱbetweenȱanȱindividualȇsȱeconomicȱincomeȱandȱmoneyȱincome.

Answer: C
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition
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26) Anȱincreaseȱinȱtheȱvalueȱofȱanȱassetȱoverȱtheȱpriceȱinitiallyȱpaidȱforȱitȱisȱa
A) dividend. B) shareȱofȱstock.
C) promissoryȱnote. D) capitalȱgain.

Answer: D
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

27) IfȱTomasȱpurchasesȱaȱshareȱofȱstockȱforȱ$150ȱandȱoneȱyearȱlaterȱsellsȱitȱforȱ$225,ȱheȱwillȱrealizeȱa
A) dividendȱofȱ$75. B) capitalȱgainȱofȱ$75.
C) dividendȱofȱ$225. D) aȱcapitalȱgainȱofȱ$225

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Analytic

AACSB: AnalyticȱSkills

28) IfȱJuanitaȱpurchasesȱaȱshareȱofȱstockȱforȱ$20ȱandȱthreeȱyearsȱlaterȱsellsȱitȱforȱ$120,ȱsheȱwill
realizeȱa

A) dividendȱofȱ$100. B) capitalȱgainȱofȱ$100.
C) dividendȱofȱ$120. D) capitalȱgainȱofȱ$140.

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Analytic

AACSB: AnalyticȱSkills

29) Wayneȱpurchasedȱ10ȱautographedȱEliȱManningȱfootballȱcardsȱwhenȱheȱwasȱ15ȱyearsȱoldȱforȱa
totalȱcostȱofȱ$50ȱandȱthenȱsoldȱthoseȱfootballȱcardsȱ4ȱyearsȱlaterȱforȱ$800.ȱDueȱtoȱthese
transactions

A) Wayneȱearnedȱaȱcapitalȱgainȱofȱ$800. B) Wayneȱearnedȱaȱcapitalȱgainȱofȱ$750.
C) Wayneȱearnedȱaȱdividendȱofȱ$800. D) Wayneȱearnedȱaȱdividendȱofȱ$750.

Answer: B
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Analytic

AACSB: AnalyticȱSkills

30) Mikeȱpurchasedȱaȱ1968ȱChevyȱCorvetteȱinȱ2006ȱforȱ$30,000ȱandȱaȱyearȱlaterȱheȱsoldȱitȱfor
$36,000.ȱȱDueȱtoȱtheseȱtransactions

A) Mikeȱearnedȱaȱcapitalȱlossȱofȱ$6,000. B) Mikeȱearnedȱaȱdividendȱofȱ$36,000.
C) Mikeȱearnedȱaȱdividendȱofȱ$600. D) Mikeȱearnedȱaȱcapitalȱgainȱofȱ$6,000.

Answer: D
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Analytic

AACSB: AnalyticȱSkills
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31) Amiȱpurchasedȱ100ȱsharesȱofȱstockȱforȱ$10,000.ȱAȱyearȱlaterȱtheȱstockȱisȱvaluedȱatȱ$18,000.
Insteadȱofȱsellingȱtheȱstock,ȱAmiȱheldȱontoȱitȱforȱanotherȱyear.ȱWhichȱofȱtheȱfollowingȱisȱTRUE?

A) ȱTheȱ$8,000ȱincreaseȱinȱtheȱvalueȱofȱtheȱstockȱrepresentsȱanȱunrealizedȱcapitalȱgain.
B) Theȱ$8,000ȱincreaseȱinȱtheȱvalueȱofȱtheȱstockȱrepresentsȱaȱdividend.
C) Toȱdetermineȱtheȱcapitalȱgain,ȱitȱisȱfirstȱnecessaryȱtoȱknowȱtheȱnormalȱrateȱofȱreturnȱon

capital.
D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Analytic

AACSB: AnalyticȱSkills

32) Aȱdividendȱis
A) aȱpromissoryȱnoteȱissuedȱbyȱcorporationsȱwhenȱtheyȱborrowȱmoney.
B) anȱincreaseȱinȱtheȱvalueȱofȱanȱassetȱoverȱtheȱpurchaseȱpriceȱinitiallyȱpaidȱforȱit.
C) theȱdifferenceȱbetweenȱtheȱinterestȱrateȱaȱbankȱpaysȱonȱdepositsȱandȱtheȱinterestȱrateȱit

chargesȱforȱloans.
D) theȱportionȱofȱaȱcorporationȇsȱprofitsȱthatȱtheȱfirmȱpaysȱoutȱeachȱperiodȱtoȱits

shareholders.

Answer: D
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

33) Theȱportionȱofȱaȱcorporationȇsȱprofitsȱthatȱaȱfirmȱpaysȱoutȱeachȱperiodȱtoȱitsȱshareholdersȱisȱa
A) dividend. B) promissoryȱnote.
C) capitalȱgain. D) corporateȱbond.

Answer: A
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

2 True/False

1) Fiscalȱpolicyȱgenerallyȱtakesȱtheȱformȱofȱregulationsȱspecifyingȱtheȱmaximumȱamountȱby
whichȱtheȱmoneyȱsupplyȱcanȱbeȱchanged.
Answer: FALSE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

2) Contractionaryȱfiscalȱpolicyȱincludesȱraisingȱtaxes.
Answer: TRUE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking
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3) Monetaryȱpolicyȱincludesȱchangingȱtheȱlevelȱofȱhouseholdȱtaxes.
Answer: FALSE
Diff:ȱ2
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Aȱcorporateȱbondȱisȱaȱpromissoryȱnoteȱissuedȱbyȱaȱfirmȱwhenȱitȱborrowsȱmoney.

Answer: TRUE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

5) Inȱtheȱcircularȱflowȱdiagramȱeveryoneȇsȱexpenditureȱisȱsomeoneȱelseȇsȱreceipt.
Answer: TRUE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Conceptual

AACSB: ReflectiveȱThinking

6) Aȱdividendȱisȱisȱpaidȱbyȱshareholdersȱtoȱfirms.

Answer: FALSE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

7) Aȱtransferȱpaymentȱisȱtheȱtaxȱoneȱpaysȱwhenȱtransferringȱrealȱestate.
Answer: FALSE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

8) Aȱcapitalȱgainȱisȱtheȱincreaseȱinȱvalueȱofȱanȱassetȱaboveȱitsȱinitialȱcost.
Answer: TRUE
Diff:ȱ1
Topic: TheȱComponentsȱofȱtheȱMacroeconomy
Skill: Definition

5.3 AȱBriefȱHistoryȱofȱMacroeconomics

1 MultipleȱChoice

1) Toȱgetȱtheȱeconomyȱoutȱofȱaȱslump,ȱKeynesȱbelievedȱthatȱtheȱgovernmentȱshould
A) cutȱbothȱtaxesȱandȱgovernmentȱspending.
B) increaseȱbothȱtaxesȱandȱgovernmentȱspending.
C) increaseȱtaxesȱand/orȱdecreaseȱgovernmentȱspending.
D) decreaseȱtaxesȱand/orȱincreaseȱgovernmentȱspending.

Answer: D
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

AACSB: ReflectiveȱThinking
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2) Toȱbringȱtheȱeconomyȱoutȱofȱanȱinflationaryȱperiod,ȱKeynesȱarguedȱthatȱtheȱgovernment
should

A) cutȱbothȱtaxesȱandȱgovernmentȱspending.
B) increaseȱbothȱtaxesȱandȱgovernmentȱspending.
C) increaseȱtaxesȱand/orȱdecreaseȱgovernmentȱspending.
D) decreaseȱtaxesȱand/orȱincreaseȱgovernmentȱspending.

Answer: C
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) WhichȱofȱtheȱfollowingȱisȱanȱassumptionȱusedȱbyȱClassicalȱeconomists?
A) Wagesȱadjustȱdownwardȱbutȱnotȱupward.
B) Wagesȱadjustȱupwardȱbutȱnotȱdownward.
C) Wagesȱareȱinflexible.
D) Wagesȱadjustȱbothȱupwardȱandȱdownward.

Answer: D
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

4) AccordingȱtoȱtheȱClassicalȱmodel,ȱunemployment
A) couldȱnotȱpersistȱbecauseȱwagesȱwouldȱriseȱtoȱeliminateȱtheȱexcessȱsupplyȱofȱlabor.
B) couldȱnotȱpersistȱbecauseȱwagesȱwouldȱfallȱtoȱeliminateȱtheȱexcessȱsupplyȱofȱlabor.
C) couldȱbeȱeliminatedȱthroughȱfiscalȱandȱmonetaryȱpolicies.
D) couldȱbeȱeliminatedȱonlyȱthroughȱgovernmentȱintervention.

Answer: B
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

5) AccordingȱtoȱClassicalȱeconomists,ȱifȱtheȱquantityȱofȱlaborȱdemandedȱexceedsȱtheȱquantity
supplied,ȱthereȱisȱa

A) surplusȱofȱlaborȱandȱwagesȱwillȱrise. B) shortageȱofȱlaborȱandȱwagesȱwillȱfall.
C) shortageȱofȱlaborȱandȱwagesȱwillȱrise. D) surplusȱofȱlaborȱandȱwagesȱwillȱfall.

Answer: C
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

6) AccordingȱtoȱtheȱClassicalȱeconomists,ȱtheȱeconomy
A) requiresȱfine-tuningȱtoȱreachȱfullȱemployment.
B) hasȱstickyȱpricesȱinȱmanyȱindustries.
C) isȱself-correcting.
D) willȱneverȱbeȱatȱfullȱemployment.

Answer: C
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact
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7) MacroeconomicȱpoliciesȱbecameȱmoreȱinfluencedȱbyȱKeynesȇȱtheoriesȱstartingȱwith,
A) theȱperiodȱofȱhighȱunemploymentȱandȱhighȱinflationȱinȱtheȱ1970s.
B) theȱGreatȱDepression.
C) theȱperiodȱofȱhighȱinflationȱinȱtheȱearlyȱ1980s.
D) theȱOPECȱrecession.

Answer: B
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

8) AccordingȱtoȱClassicalȱmodels,ȱtheȱlevelȱofȱemploymentȱisȱdeterminedȱprimarilyȱby
A) theȱlevelȱofȱaggregateȱdemandȱforȱgoodsȱandȱservices.
B) pricesȱandȱwages.
C) governmentȱtaxation.
D) governmentȱspending.

Answer: B
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

9) AccordingȱtoȱKeynes,ȱtheȱlevelȱofȱemploymentȱisȱdeterminedȱby
A) flexibleȱwagesȱandȱprices.
B) interestȱrates.
C) priceȱandȱwages.
D) theȱlevelȱofȱaggregateȱdemandȱforȱgoodsȱandȱservices.

Answer: D
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

10) TheȱconceptȱofȱȈmarketȱclearingȈȱisȱadoptedȱandȱdefendedȱby
A) Keynesianȱeconomists. B) Classicalȱeconomists.
C) fine-tuningȱeconomists. D) demand-sideȱeconomists.

Answer: B
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

11) Supposeȱtheȱeconomyȱsuffersȱaȱhighȱrateȱofȱunemployment.ȱAccordingȱtoȱKeynesian
economists,ȱtheȱgovernmentȱshouldȱincreaseȱemploymentȱby

A) decreasingȱmoneyȱsupply. B) balancingȱtheȱbudget.
C) notȱdoingȱanything. D) increasingȱgovernmentȱspending.

Answer: D
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking
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12) Whichȱofȱtheȱfollowingȱwouldȱbeȱanȱexampleȱofȱfineȱtuning?
A) Firmsȱincreaseȱwagesȱtoȱattractȱhigh-qualityȱworkers.
B) Firmsȱincreaseȱemploymentȱbenefitsȱtoȱincreaseȱworkersȇȱproductivity.
C) Theȱfederalȱgovernmentȱenactsȱlegislationȱtoȱincreaseȱspendingȱtoȱtryȱtoȱstimulateȱthe

economy.
D) Theȱfederalȱgovernmentȱpassesȱlegislationȱthatȱwouldȱrequireȱthatȱtheȱgovernmentȇs

budgetȱalwaysȱbeȱbalanced.
Answer: C
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Conceptual

AACSB: ReflectiveȱThinking

13) Rapidȱincreasesȱinȱtheȱpriceȱlevelȱduringȱperiodsȱofȱrecessionȱorȱhighȱunemploymentȱare
knownȱas

A) stagflation. B) stagnation. C) depression. D) inflation.

Answer: A
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Definition

14) Stagflationȱoccursȱwhenȱtheȱeconomyȇsȱinflationȱrateȱisȱhighȱand
A) employmentȱisȱhigh.
B) theȱunemploymentȱrateȱisȱhigh.
C) theȱunemploymentȱrateȱisȱlow.
D) theȱrateȱofȱchangeȱinȱeconomicȱactivitiesȱisȱpositive.

Answer: B
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Definition

15) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ97ȱ[409]:ȱF.ȱScottȱFitzgeraldȇsȱTheȱGreatȱGatsbyȱisȱsetȱin
theȱȈRoaringȱȇ20sȈ.ȱThisȱdecadeȱinȱU.S.ȱhistoryȱwasȱcharacterizedȱby

A) economicȱexpansionȱandȱhighȱunemployment.
B) recessionȱandȱhighȱunemployment.
C) economicȱexpansionȱandȱlowȱunemployment.
D) theȱGreatȱDepressionȱandȱstagflation.

Answer: C
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact

16) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ97ȱ[409]:ȱJohnȱSteinbeckȇsȱTheȱGrapesȱofȱWrathȱisȱsetȱin
theȱearlyȱ1930s.ȱDuringȱthisȱtime,ȱtheȱU.S.ȱeconomyȱwasȱprimarilyȱinȱtheȱ________ȱphaseȱofȱthe
businessȱcycle,ȱculminatingȱinȱtheȱGreatȱDepression.

A) peak B) recession C) trough D) expansion

Answer: B
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact
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17) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ99ȱ[411]:ȱJohnȱMaynardȱKeynesȇȱmostȱnotable
publishedȱworkȱisȱentitled

A) CapitalismȱDoomed.
B) TheȱGeneralȱTheoryȱofȱEmployment,ȱInterest,ȱandȱMoney.
C) TheȱCommunistȱManifesto.
D) Freakonomics.

Answer: B
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact

18) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ99ȱ[411]:ȱJohnȱMaynardȱKeynesȱsoughtȱtoȱsolveȱthe
economicȱparadoxȱofȱtheȱGreatȱDepression,ȱwhichȱwasȱtheȱcoexistenceȱof

A) lowȱproductionȱandȱlowȱunemployment.
B) highȱproductionȱandȱlowȱinflation.
C) highȱproductionȱandȱhighȱinflation.
D) lowȱproductionȱandȱhighȱunemployment.

Answer: D
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Keynesȱbelievedȱthatȱexpansionaryȱfiscalȱpolicyȱcouldȱhelpȱgetȱanȱeconomyȱoutȱofȱanȱinflation.
Answer: FALSE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

2) AccordingȱtoȱtheȱClassicalȱmodel,ȱanȱexcessȱsupplyȱofȱlaborȱwouldȱdriveȱupȱwagesȱtoȱaȱnew
equilibriumȱlevelȱandȱthereforeȱunemploymentȱwouldȱnotȱpersist.
Answer: FALSE
Diff:ȱ2
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

3) AccordingȱtoȱKeynes,ȱaggregateȱsupplyȱdeterminesȱtheȱlevelȱofȱeconomicȱactivitiesȱinȱthe
economy.

Answer: FALSE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

4) AccordingȱtoȱKeynes,ȱtheȱgovernmentȇsȱroleȱduringȱperiodsȱwhenȱprivateȱdemandȱisȱlowȱisȱto
stimulateȱaggregateȱdemandȱand,ȱbyȱsoȱdoing,ȱliftȱtheȱeconomyȱoutȱofȱrecession.
Answer: TRUE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact
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5) InȱtheȱClassicalȱmodel,ȱtheȱlevelȱofȱemploymentȱisȱdeterminedȱbyȱtheȱlevelȱofȱaggregate
demand.

Answer: FALSE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

6) ȈFineȱtuningȈȱisȱȱanyȱgovernmentȱattemptȱtoȱregulateȱinflationȱorȱunemployment.

Answer: TRUE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Definition

7) Classicalȱeconomistsȱbelievedȱthatȱeconomicȱslowdownsȱareȱself-correcting.
Answer: TRUE
Diff:ȱ1
Topic: AȱBriefȱHistoryȱofȱMacroeconomics
Skill: Fact

5.4 TheȱU.S.ȱEconomyȱSinceȱ1970

1 MultipleȱChoice

1) Sinceȱ1970,ȱtheȱU.S.ȱeconomyȱhasȱexperiencedȱfour
A) periodsȱofȱhighȱinflation. B) recessions.
C) deflations. D) periodsȱofȱstagflation.

Answer: B
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact

2) Sinceȱ1970,ȱtheȱU.S.ȱeconomyȱhasȱexperiencedȱtwo
A) periodsȱofȱhighȱinflation. B) recessions.
C) deflations. D) allȱofȱtheȱabove

Answer: A
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact

3) DuringȱtheȱU.S.ȱrecessionȱofȱ1980-1982,ȱtheȱunemploymentȱrateȱreachedȱaȱhighȱofȱ________
percent.

A) 7.6 B) 8.8 C) 10.7 D) 22.4

Answer: C
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact
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4) InȱtheȱU.S.ȱeconomy,ȱtheȱinflationȱrateȱinȱ1975ȱpeakedȱatȱ________ȱpercent.
A) 10.1 B) 11.0 C) 14.2 D) 22.4

Answer: B
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact

ReferȱtoȱtheȱinformationȱforȱthisȱhypotheticalȱeconomyȱprovidedȱinȱTableȱ5.1ȱbelowȱtoȱanswerȱtheȱquestions
thatȱfollow.

Tableȱ5.1
2006ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ2007ȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱ2008

Quarter I II III IV I II III IV I II III IV
Output 90 94 98 102 96 91 88 84 87 94 90 87

5) ReferȱtoȱTableȱ5.1.ȱInȱthisȱeconomy,ȱaȱtroughȱexistedȱaroundȱthe
A) fourthȱquarterȱofȱtheȱyearȱ2007 B) fourthȱquarterȱofȱtheȱyearȱ2006.
C) secondȱquarterȱofȱtheȱyearȱ2007. D) thirdȱquarterȱofȱtheȱyearȱ2008.

Answer: A
Diff:ȱ2
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Analytic

AACSB: AnalyticȱSkills

6) ReferȱtoȱTableȱ5.1.ȱInȱthisȱeconomy,ȱaȱpeakȱexistedȱaroundȱthe
A) thirdȱquarterȱofȱtheȱyearȱ2008. B) thirdȱquarterȱofȱtheȱyearȱ2006.
C) fourthȱquarterȱofȱtheȱyearȱ2007. D) fourthȱquarterȱofȱtheȱyearȱ2006.

Answer: D
Diff:ȱ2
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Analytic

AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ5.1.ȱTheȱperiodȱfromȱafterȱtheȱfourthȱquarterȱofȱ2006ȱuntilȱbeforeȱtheȱfirstȱquarter
ofȱ2008ȱcanȱbeȱcategorizedȱasȱaȱperiodȱof

A) highȱinflation. B) lowȱunemployment.
C) highȱproduction. D) highȱunemployment.

Answer: D
Diff:ȱ2
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Analytic

AACSB: AnalyticȱSkills

8) ReferȱtoȱTableȱ5.1.ȱWhichȱofȱtheȱfollowingȱquartersȱcanȱbeȱassociatedȱwithȱinflation?
A) theȱsecondȱquarterȱofȱtheȱyearȱ2006 B) theȱfirstȱquarterȱofȱtheȱyearȱ2008
C) theȱsecondȱquarterȱofȱtheȱyearȱ2008 D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Analytic

AACSB: AnalyticȱSkills
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2 True/False

1) Sinceȱ1970,ȱtheȱU.S.ȱeconomyȱhasȱexperiencedȱ2ȱrecessions.
Answer: FALSE
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact

2) Sinceȱ1970,ȱtheȱU.S.ȱeconomyȱhasȱexperiencedȱ2ȱperiodsȱofȱhighȱinflation.
Answer: TRUE
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact

3) Sinceȱ1970,ȱtheȱannualȱinflationȱrateȱinȱtheȱU.S.ȱhasȱbeenȱaboutȱ9.7ȱpercentȱorȱmore.

Answer: FALSE
Diff:ȱ1
Topic: TheȱU.S.ȱEconomyȱSinceȱ1970
Skill: Fact
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Chapterȱ6 MeasuringȱNationalȱOutput
andȱNationalȱIncome

6.1 GrossȱDomesticȱProduct

1 MultipleȱChoice

1) Theȱtotalȱmarketȱvalueȱofȱallȱfinalȱgoodsȱandȱservicesȱproducedȱwithinȱaȱgivenȱperiodȱby
factorsȱofȱproductionȱlocatedȱwithinȱaȱcountryȱis

A) grossȱdomesticȱproduct. B) grossȱnationalȱproduct.
C) netȱnationalȱproduct. D) netȱnationalȱincome.

Answer: A
Diff:ȱ1
Topic: GrossȱDomesticȱProduct
Skill: Definition

2) Grossȱdomesticȱproductȱmeasures
A) theȱtotalȱspendingȱofȱeveryoneȱinȱtheȱeconomy.
B) theȱvalueȱofȱallȱoutputȱinȱtheȱeconomy.
C) theȱtotalȱincomeȱofȱeveryoneȱinȱtheȱeconomy.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Definition

3) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱaȱfinalȱgoodȱorȱservice?
A) wheatȱaȱbakeryȱpurchasesȱtoȱmakeȱbread
B) coffeeȱbeansȱStarbucksȱpurchasesȱtoȱmakeȱcoffee
C) lumberȱpurchasedȱbyȱaȱconstructionȱcompanyȱtoȱusedȱinȱbuildingȱhouses
D) aȱcomputerȱpurchasedȱbyȱFederalȱExpressȱtoȱtrackȱshipments

Answer: D
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) WhichȱofȱtheȱfollowingȱisȱaȱgoodȱorȱserviceȱcountedȱinȱGDP?
A) tiresȱFordȱbuysȱtoȱputȱonȱaȱcar
B) aȱusedȱtireȱyouȱbuyȱforȱȱyourȱpersonalȱcar
C) aȱnewȱtireȱyouȱbuyȱforȱyourȱpersonalȱcar
D) usedȱtiresȱboughtȱbyȱaȱusedȱcarȱdealerȱtoȱputȱonȱaȱcarȱonȱhisȱlot

Answer: C
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱanȱintermediateȱgood?
A) theȱdoughȱyouȱbuyȱtoȱfixȱyourselfȱaȱpizzaȱforȱdinner
B) theȱchocolateȱyouȱbuyȱtoȱmakeȱyourselfȱsomeȱcookies
C) theȱpizzaȱsauceȱyouȱpurchaseȱtoȱmakeȱpizzasȱtoȱsellȱforȱaȱfund-raiserȱforȱanȱorganization

youȱbelongȱto
D) lumberȱyouȱbuyȱtoȱbuildȱaȱhouseȱforȱyourȱdog

Answer: C
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Doubleȱcountingȱcanȱbeȱavoidedȱby
A) includingȱtheȱvalueȱofȱintermediateȱgoodsȱinȱtheȱcurrentȱyear.
B) notȱcountingȱtheȱvalueȱofȱintermediateȱgoodsȱinȱGDP.
C) includingȱtheȱvalueȱofȱintermediateȱgoodsȱinȱtheȱGNPȱbutȱnotȱinȱtheȱGDP.
D) includingȱtheȱvalueȱofȱintermediateȱgoodsȱinȱtheȱproductionȱyearȱbutȱnotȱinȱtheȱselling

yearȱofȱthoseȱgoods.
Answer: B
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) WhichȱofȱtheȱfollowingȱwouldȱNOTȱbeȱcountedȱinȱ2007ȇsȱGDP?
A) theȱvalueȱofȱaȱ2005ȱboatȱyouȱpurchaseȱfromȱaȱboatȱdealerȱinȱ2007
B) theȱ2007ȱsalaryȱofȱaȱusedȱmotorcycleȱsalesperson
C) theȱcommissionsȱearnedȱbyȱaȱrealȱestateȱagentȱinȱsellingȱcondominiumsȱbuiltȱpriorȱto

2007
D) theȱvalueȱofȱaȱrefrigeratorȱmanufacturedȱinȱ2007ȱbutȱnotȱsoldȱinȱ2007

Answer: A
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Whichȱofȱtheȱfollowingȱwouldȱbeȱcountedȱinȱ2003ȇsȱGDP?
A) theȱvalueȱofȱaȱloanȱyouȱtakeȱinȱ2003
B) theȱvalueȱofȱaȱTVȱthatȱwasȱproducedȱinȱ2002ȱbutȱnotȱsoldȱuntilȱ2003
C) theȱbonusȱcheckȱaȱstockbrokerȱgetsȱfromȱhis/herȱcompanyȱinȱ2003
D) theȱvalueȱofȱaȱbondȱsoldȱbyȱtheȱfederalȱgovernment

Answer: C
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9) WhichȱofȱtheȱfollowingȱisȱNOTȱincludedȱinȱ2008ȇsȱGDP?
A) theȱvalueȱofȱaȱmotorcycleȱproducedȱinȱtheȱUnitedȱStatesȱandȱexportedȱtoȱJapan
B) theȱprofitȱearnedȱinȱ2008ȱȱfromȱsellingȱaȱstockȱthatȱyouȱpurchasedȱinȱ2005
C) theȱvalueȱofȱaȱmotorȱthatȱisȱusedȱinȱtheȱproductionȱofȱaȱlawnȱmower
D) theȱcommissionȱearnedȱbyȱaȱheadhunterȱwhenȱsheȱlocatesȱaȱjobȱforȱaȱclient

Answer: B
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Grossȱnationalȱproductȱisȱtheȱtotalȱmarketȱvalueȱof
A) allȱfinalȱandȱintermediateȱgoodsȱandȱserviceȱproducedȱbyȱresourcesȱownedȱbyȱaȱcountry

inȱaȱgivenȱyear.
B) allȱfinalȱandȱintermediateȱgoodsȱandȱservicesȱproducedȱinȱaȱcountry,ȱregardlessȱofȱwho

ownsȱtheȱresources.
C) allȱfinalȱgoodsȱandȱservicesȱproducedȱinȱaȱcountryȱinȱaȱgivenȱyear,ȱregardlessȱofȱwho

ownsȱtheȱresources.
D) allȱfinalȱgoodsȱandȱservicesȱproducedȱbyȱresourcesȱownedȱbyȱaȱcountry,ȱregardlessȱof

whereȱproductionȱtakesȱplace.
Answer: D
Diff:ȱ1
Topic: GrossȱDomesticȱProduct
Skill: Definition

11) Ifȱnoȱforeignȱcompaniesȱproduceȱinȱaȱcountry,ȱbutȱmanyȱofȱtheȱcountryȇsȱcompaniesȱproduce
abroad,ȱthen

A) theȱcountryȇsȱGNPȱwillȱtendȱtoȱexceedȱitsȱGDP.
B) theȱcountryȇsȱGDPȱwillȱtendȱtoȱexceedȱitsȱGNP.
C) theȱcountryȇsȱGNPȱandȱGDPȱwillȱtendȱtoȱbeȱequal.
D) theȱcountryȇsȱGDPȱwillȱtendȱtoȱbeȱequalȱtoȱitsȱdomesticȱincome.

Answer: A
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) WhichȱofȱtheȱfollowingȱisȱincludedȱinȱbothȱtheȱU.S.ȱGDPȱandȱGNP?
A) TheȱvalueȱofȱallȱcarsȱproducedȱbyȱFordȱinȱMexico.
B) TheȱvalueȱofȱallȱcarsȱproducedȱbyȱGeneralȱMotorsȱinȱtheȱU.S.
C) TheȱvalueȱofȱallȱcarsȱproducedȱbyȱToyotaȱinȱtheȱU.S.
D) TheȱvalueȱofȱcarsȱproducedȱbyȱNissanȱinȱJapanȱandȱtheȱU.S.

Answer: B
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13) WhichȱofȱtheȱfollowingȱisȱNOTȱcountedȱinȱtheȱGNPȱofȱtheȱUnitedȱStates?
A) TheȱwageȱofȱaȱU.S.ȱcitizenȱwhoȱworksȱinȱaȱforeignȱcountryȱforȱaȱforeignȱfirm.
B) TheȱinterestȱearnedȱbyȱaȱU.S.ȱbankȱonȱloansȱtoȱaȱbusinessȱfirmȱlocatedȱinȱBrazil.
C) TheȱprofitȱearnedȱbyȱaȱrestaurantȱlocatedȱinȱtheȱUnitedȱStatesȱbutȱownedȱbyȱaȱMexican

company.
D) TheȱvalueȱofȱservicesȱthatȱareȱproducedȱbyȱstateȱandȱlocalȱgovernmentsȱinȱtheȱUnited

States.
Answer: C
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) TheȱvalueȱofȱwhatȱKFCȱproducesȱinȱJapanȱisȱincludedȱinȱtheȱU.S.ȱ________ȱandȱinȱtheȱJapanese
________.

A) GDP;ȱGDP B) GNP;ȱGNP C) GNP;ȱGDP D) GDP;ȱGNP
Answer: C
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) ProfitsȱearnedȱinȱtheȱUnitedȱStatesȱbyȱforeign-ownedȱcompaniesȱareȱincludedȱin
A) theȱU.S.ȱGDPȱbutȱnotȱGNP. B) neitherȱtheȱU.S.ȱGDPȱnorȱGNP.
C) theȱU.S.ȱGNPȱbutȱnotȱGDP. D) bothȱtheȱU.S.ȱGDPȱandȱGNP.

Answer: A
Diff:ȱ1
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) TheȱGDPȱofȱtheȱU.S.ȱinȱ2002ȱwasȱaroundȱ$10ȱtrillion.ȱThisȱmeans
A) thatȱtheȱvalueȱofȱoutputȱinȱtheȱU.S.ȱinȱ2002ȱwasȱaroundȱ$10ȱtrillion.
B) thatȱtotalȱincomeȱinȱtheȱU.S.ȱinȱ2002ȱwasȱaroundȱ$10ȱtrillion.
C) thatȱtotalȱspendingȱonȱfinalȱgoodsȱandȱservicesȱinȱtheȱU.S.ȱinȱ2002ȱwasȱaroundȱ$10

trillion.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking
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17) TheȱGDPȱincludes
A) theȱvalueȱofȱallȱintermediateȱgoodsȱandȱservices.
B) theȱvalueȱofȱallȱfinalȱgoodsȱandȱservices.
C) theȱvalueȱofȱbothȱintermediateȱandȱfinalȱgoodsȱandȱservices.
D) theȱvalueȱofȱallȱtransactions.

Answer: B
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) IncomeȱMexicanȱcitizensȱearnȱinȱtheȱU.S.ȱcountsȱin
A) U.S.ȱGNP. B) MexicanȱGNP.
C) MexicanȱGDP. D) bothȱU.S.ȱandȱMexicanȱGDP.

Answer: B
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) GDPȱmeasuresȱtheȱtotalȱincomeȱofȱeveryoneȱandȱtheȱtotalȱspendingȱbyȱeveryoneȱinȱthe
economy.
Answer: FALSE
Diff:ȱ1
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Totalȱincomeȱinȱtheȱeconomyȱcanȱsometimesȱbeȱgreaterȱthanȱtotalȱspending.
Answer: FALSE
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) TheȱincomeȱofȱU.S.ȱcitizensȱworkingȱabroadȱcountsȱinȱU.S.ȱGDP.
Answer: FALSE
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) StockȱmarketȱtransactionsȱareȱpartȱofȱGNP.
Answer: FALSE
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Valueȱaddedȱisȱtheȱdifferenceȱbetweenȱtheȱvalueȱofȱgoodȱasȱtheyȱleaveȱaȱstageȱofȱproduction
andȱcostȱofȱtheȱgoodsȱasȱtheyȱenteredȱthatȱstageȱofȱproduction.
Answer: TRUE
Diff:ȱ2
Topic: GrossȱDomesticȱProduct
Skill: Definition

6.2 CalculatingȱGDP

1 MultipleȱChoice

1) TheȱequationȱforȱGDPȱusingȱtheȱexpenditureȱapproachȱis
A) GDPȱ=ȱCȱ+ȱIȱ+ȱGȱ+ȱEXȱ-ȱIM. B) GDPȱ= C + I + G +ȱ(IMȱ-ȱEX).
C) GDPȱ=ȱCȱ+ȱIȱ+ȱGȱ+ȱEXȱ+ȱIM. D) GDPȱ= C + I + G -ȱEXȱ-ȱIM.

Answer: A
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

2) TheȱsingleȱlargestȱexpenditureȱcomponentȱinȱGDPȱis
A) governmentȱspending. B) investment.
C) consumption. D) netȱexports.

Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Fact

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ6.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ6.1
$Billions

Durableȱgoods
Nonresidentialȱinvestment
Federalȱpurchasesȱofȱgoods
Exports
Stateȱandȱlocalȱpurchasesȱofȱgoods
Residentialȱinvestment
Services
Imports
Changeȱinȱbusinessȱinventories
Nondurableȱgoods

800
400
300
400
200
ȱȱ50
500
250
-25
700

3) ReferȱtoȱTableȱ6.1.ȱPersonalȱconsumptionȱexpendituresȱinȱbillionsȱofȱdollarsȱare
A) 1,000. B) 1,300. C) 1,500. D) 2,000.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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4) ReferȱtoȱTableȱ6.1.ȱTheȱvalueȱforȱgrossȱprivateȱdomesticȱinvestmentȱinȱbillionsȱofȱdollarsȱis
A) 300. B) 375. C) 425. D) 450.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱTableȱ6.1.ȱTheȱvalueȱforȱnetȱexportsȱinȱbillionsȱofȱdollarsȱis
A) 150. B) 250. C) 650. D) 800.

Answer: A
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱTableȱ6.1.ȱTheȱvalueȱofȱgrossȱdomesticȱproductȱinȱbillionsȱofȱdollarsȱis
A) 3,000. B) 3,075. C) 3,125. D) 3,750.

Answer: B
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ6.1.ȱTheȱvalueȱofȱȱgovernmentȱspendingȱinȱbillionsȱofȱdollarsȱis
A) 100. B) 200. C) 300. D) 500.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ6.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ6.2
$Billions

Federalȱpurchasesȱofȱgoods
Services
Imports
Changeȱinȱbusinessȱinventories
Durableȱgoods
Nondurableȱgoods
Exports
Residentialȱinvestment
Stateȱandȱlocalȱpurchases
Nonresidentialȱinvestment

ȱȱ800
ȱȱ500
ȱȱ200
ȱȱȱȱ40
ȱȱ300
ȱȱ600
ȱȱȱȱ50
ȱȱ200
ȱȱ200
ȱȱ650

8) ReferȱtoȱTableȱ6.2.ȱPersonalȱconsumptionȱexpendituresȱinȱbillionsȱofȱdollarsȱare
A) 900. B) 1,100. C) 1,400. D) 1,600.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱTableȱ6.2.ȱTheȱvalueȱforȱgrossȱprivateȱdomesticȱinvestmentȱinȱbillionsȱofȱdollarsȱis
A) 740. B) 810. C) 850. D) 890.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱTableȱ6.2.ȱTheȱvalueȱforȱnetȱexportsȱinȱbillionsȱofȱdollarsȱis
A) -200. B) -150. C) 50. D) 250.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱTableȱ6.2.ȱTheȱvalueȱforȱgrossȱdomesticȱproductȱinȱbillionsȱofȱdollarsȱis
A) 2,900. B) 3,140. C) 3,440. D) 3,650.

Answer: B
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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12) ReferȱtoȱTableȱ6.2.ȱTheȱvalueȱofȱgovernmentȱspendingȱinȱbillionsȱofȱdollarsȱis
A) 200. B) 600. C) 800. D) 1,000.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

13) Aȱcompanyȱproducedȱ8ȱdishwasherȱmachinesȱinȱ2005.ȱTheȱcompanyȱsoldȱ6ȱinȱ2005ȱandȱadded
2ȱtoȱitsȱinventories.ȱTheȱmarketȱvalueȱofȱtheȱdishwasherȱmachinesȱinȱ2005ȱwasȱ$200ȱperȱunit.
Whatȱisȱtheȱvalueȱofȱthisȱcompanyȇsȱoutputȱthatȱwillȱbeȱincludedȱinȱtheȱ2005ȱGDP?

A) $400. B) $1,400. C) $1,600. D) $2,000.
Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

14) AȱfarmerȱbuysȱaȱnewȱtractorȱfromȱJohnȱDeereȱtoȱuseȱonȱherȱcottonȱfarm.ȱThisȱtractorȱis
includedȱinȱGDPȱas

A) partȱofȱgrossȱprivateȱdomesticȱinvestment.
B) aȱdurableȱconsumptionȱgood.
C) aȱservice.
D) aȱnondurableȱconsumptionȱgood.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Theȱchangeȱinȱbusinessȱinventoriesȱisȱmeasuredȱas
A) finalȱsalesȱminusȱGDP. B) finalȱsalesȱplusȱGDP.
C) GDPȱminusȱfinalȱsales. D) theȱratioȱofȱfinalȱsalesȱtoȱGDP.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Inȱ2007ȱfinalȱsalesȱequalȱ$200ȱbillion,ȱandȱtheȱchangeȱinȱbusinessȱinventoriesȱisȱ$50ȱbillion.ȱGDP
inȱ2007

A) isȱ$250ȱbillion. B) isȱ$200ȱbillion. C) isȱ$150ȱbillion. D) isȱ$40ȱbillion.
Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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17) Inȱ2006ȱfinalȱsalesȱequalȱ$350ȱbillionȱandȱtheȱchangeȱinȱbusinessȱinventoriesȱisȱ-$60ȱbillion.
GDPȱinȱ2006

A) isȱ$290ȱbillion.
B) isȱ$295ȱbillion.
C) isȱ$410ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

18) Inȱ2008ȱtheȱchangeȱinȱbusinessȱinventoriesȱisȱ-$70ȱbillionȱandȱGDPȱisȱ$200ȱbillion.ȱFinalȱsalesȱin
2008

A) areȱ$130ȱbillion. B) areȱ$200ȱbillion.
C) areȱ$270ȱbillion. D) areȱ$340ȱbillion.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

19) Inȱ2007,ȱGDPȱwasȱexactlyȱequalȱtoȱfinalȱsales.ȱThisȱimpliesȱthat
A) thereȱwasȱaccumulationȱofȱinventoriesȱthatȱyear.
B) thereȱwasȱaȱdeclineȱinȱinventoriesȱthatȱyear.
C) thereȱwasȱnoȱchangeȱinȱinventoriesȱthatȱyear.
D) GDPȱdidȱnotȱgrowȱthatȱyearȱcomparedȱtoȱtheȱyearȱbefore.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

20) Ifȱtheȱchangeȱinȱbusinessȱinventoriesȱisȱzero,ȱthenȱfinalȱsalesȱare
A) zero. B) lessȱthanȱGDP.
C) greaterȱthanȱGDP. D) equalȱtoȱGDP.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

21) Ifȱinȱaȱyearȱthereȱisȱaȱpositiveȱinventoryȱinvestment,ȱthenȱfinalȱsales
A) exceedȱGDP. B) areȱlessȱthanȱGDP.
C) equalȱGDP. D) areȱzero.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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22) Netȱinvestmentȱequals
A) GDPȱminusȱfinalȱsales. B) grossȱinvestmentȱminusȱfinalȱsales.
C) grossȱinvestmentȱminusȱdepreciation. D) depreciationȱplusȱGDP.

Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

23) Ifȱnetȱinvestmentȱisȱzero,ȱthen
A) grossȱinvestmentȱisȱgreaterȱthanȱdepreciation.
B) grossȱinvestmentȱisȱlessȱthanȱdepreciation.
C) grossȱinvestmentȱequalsȱdepreciation.
D) depreciationȱisȱzero.

Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

24) Supposeȱthatȱnetȱinvestmentȱinȱ2008ȱwasȱ$20ȱbillionȱandȱdepreciationȱwasȱ$4ȱbillion.ȱGross
investmentȱinȱ2008ȱwas

A) $16ȱbillion. B) $20ȱbillion. C) $24ȱbillion. D) $28ȱbillion.
Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

25) Theȱtotalȱvalueȱofȱallȱcapitalȱgoodsȱnewlyȱproducedȱinȱaȱgivenȱperiodȱis
A) theȱchangeȱinȱbusinessȱinventories. B) depreciation.
C) netȱinvestment. D) grossȱinvestment.

Answer: D
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

26) Theȱchangeȱinȱcapitalȱstockȱinȱaȱperiodȱisȱequalȱto
A) theȱratioȱofȱtheȱamountȱofȱtheȱcapitalȱatȱtheȱbeginningȱofȱtheȱperiodȱtoȱtheȱamountȱof

depreciation.
B) theȱamountȱofȱtheȱcapitalȱstockȱatȱtheȱbeginningȱofȱtheȱperiodȱplusȱgrossȱinvestment

minusȱdepreciation.
C) theȱamountȱofȱtheȱcapitalȱatȱtheȱbeginningȱofȱtheȱperiodȱplusȱgrossȱinvestment.
D) theȱamountȱofȱtheȱcapitalȱatȱtheȱbeginningȱofȱtheȱperiodȱminusȱnetȱinvestment.

Answer: B
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Definition
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27) Netȱinvestmentȱis
A) grossȱinvestmentȱminusȱdepreciation. B) grossȱinvestmentȱplusȱdepreciation.
C) depreciationȱminusȱgrossȱinvestment. D) GNPȱminusȱfinalȱsales.

Answer: A
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

28) Depreciationȱis
A) theȱdecreaseȱinȱtheȱoverallȱpriceȱlevel.
B) theȱadditionalȱcapitalȱstockȱinȱaȱyear.
C) theȱamountȱofȱusedȱupȱmachineryȱinȱaȱyear.
D) theȱamountȱofȱdeclineȱinȱbusinessȱinventories.

Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

29) Ifȱnetȱinvestmentȱinȱ2007ȱisȱ$350ȱbillionȱandȱgrossȱinvestmentȱinȱ2007ȱisȱ$500ȱbillion,
depreciationȱinȱ2007ȱis

A) $0.7ȱbillion. B) $150ȱbillion. C) $175ȱbillion. D) $250ȱbillion.
Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

30) Ifȱnetȱinvestmentȱinȱ2008ȱisȱ$500ȱbillionȱandȱgrossȱinvestmentȱinȱ2008ȱisȱ$900ȱbillion,
depreciationȱinȱ2008ȱis

A) -$500ȱbillion. B) $0. C) $400ȱbillion. D) $1,400ȱbillion.
Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

31) Ifȱgrossȱinvestmentȱinȱ2008ȱisȱ$750ȱbillionȱandȱdepreciationȱinȱ2008ȱisȱ$850ȱbillion,ȱnet
investmentȱinȱ2008ȱis

A) -$50ȱbillion. B) -$100ȱbillion.
C) -$800ȱbillion. D) -$1,600ȱbillion.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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32) Ifȱgrossȱinvestmentȱinȱ2008ȱisȱ$200ȱbillionȱandȱdepreciationȱinȱ2008ȱisȱ$1,000ȱbillion,ȱnet
investmentȱinȱ2008ȱis

A) -$900ȱbillion. B) -$800ȱbillion. C) $1,000ȱbillion. D) ȱ$1,200ȱbillion.
Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

33) Exportsȱequal
A) importsȱ-ȱnetȱexports. B) netȱexportsȱ+ imports.
C) netȱexportsȱ-ȱimports. D) importsȱ+ (exportsȱ+ȱimports).

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

34) WhenȱcalculatingȱGDP,ȱexportsȱareȱ________ȱandȱimportsȱareȱ________.
A) added;ȱadded B) added;ȱsubtracted
C) subtracted;ȱadded D) subtracted;ȱsubtracted

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Ifȱtheȱvalueȱofȱnetȱexportsȱisȱnegative,ȱthen
A) exportsȱexceedȱimports. B) importsȱexceedȱexports.
C) exportsȱequalȱimports. D) importsȱareȱzero.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) TheȱlargestȱincomeȱcomponentȱofȱGDPȱis
A) proprietorsȇȱincome. B) rentalȱincome.
C) compensationȱofȱemployees. D) corporateȱprofit.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Fact
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37) WhatȱshouldȱbeȱsubtractedȱfromȱGDPȱtoȱcalculateȱnationalȱincome?
A) depreciation
B) indirectȱtaxes
C) personalȱincomeȱtaxes.
D) netȱfactorȱpaymentsȱtoȱtheȱrestȱofȱtheȱworld

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Proprietorsȇȱincomeȱis
A) theȱincomeȱofȱunincorporatedȱbusinesses.
B) theȱincomeȱofȱallȱbusinessesNincorporatedȱandȱunincorporated.
C) theȱincomeȱofȱsoleȱproprietorships.
D) theȱincomeȱofȱpartnerships.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Definition

39) Netȱinterestȱisȱtheȱinterestȱonȱloansȱpaidȱby
A) businesses,ȱhouseholds,ȱandȱtheȱgovernment.
B) businessesȱandȱhouseholds.
C) businessesȱandȱtheȱgovernment.
D) businesses.

Answer: D
Diff:ȱ3
Topic: CalculatingȱGDP
Skill: Definition

40) Interestȱpaidȱbyȱhouseholdsȱandȱbyȱtheȱgovernmentȱis
A) countedȱinȱnationalȱincome,ȱbutȱnotȱinȱGDP.
B) notȱcountedȱinȱGDPȱbecauseȱitȱisȱnotȱassumedȱtoȱflowȱfromȱtheȱproductionȱofȱgoodsȱand

services.
C) notȱcountedȱinȱGDPȱbutȱisȱcountedȱinȱGNPȱbecauseȱitȱisȱpaidȱbyȱU.S.ȱcitizensȱtoȱpeople

livingȱinȱtheȱUnitedȱStates.
D) includedȱinȱbothȱGDPȱandȱGNPȱbecauseȱitȱrepresentsȱanȱexpenditureȱbyȱoneȱgroupȱandȱa

receiptȱofȱincomeȱbyȱanotherȱgroup.
Answer: B
Diff:ȱ3
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) Whatȱtypeȱofȱtaxȱaffectsȱtheȱamountȱofȱmoneyȱyouȱpayȱforȱaȱproduct?
A) directȱtax B) incomeȱtax
C) indirectȱtax D) allȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
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42) Depreciationȱis
A) subtractedȱfromȱnationalȱincomeȱtoȱgetȱGDP.
B) addedȱtoȱnationalȱincomeȱtoȱgetȱGDP.
C) subtractedȱfromȱGNPȱtoȱgetȱNNP.
D) addedȱtoȱGNPȱtoȱgetȱNNP.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ6.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ6.3
$Billions

Compensationȱofȱemployees
Proprietorsȇȱincome
Corporateȱprofit
Netȱinterest
Rentalȱincome
Deprecation
Indirectȱtaxes
Directȱtaxes
Subsidies
Paymentsȱofȱfactorȱincomeȱtoȱtheȱrestȱofȱtheȱworld
Receiptsȱofȱfactorȱincomeȱfromȱtheȱrestȱofȱtheȱworld

475
ȱȱ60
ȱȱ40
ȱȱ25
ȱȱ10
ȱȱ70
ȱȱ40
ȱȱ80
ȱȱ15
ȱȱ20
ȱȱ15

43) ReferȱtoȱTableȱ6.3.ȱTheȱvalueȱforȱnationalȱincomeȱinȱbillionsȱofȱdollarsȱis
A) 585. B) 600. C) 635. D) 850.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

44) ReferȱtoȱTableȱ6.3.ȱTheȱvalueȱforȱgrossȱdomesticȱproductȱinȱbillionsȱofȱdollarsȱis
A) 485. B) 680. C) 685. D) 710.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

45) ReferȱtoȱTableȱ6.3.ȱTheȱvalueȱofȱnetȱfactorȱpaymentsȱtoȱtheȱrestȱofȱtheȱworldȱis
A) 5. B) 15. C) 25. D) 35.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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46) ReferȱtoȱTableȱ6.3.ȱTheȱvalueȱofȱdisposableȱincome
A) isȱ505.
B) isȱ560.
C) isȱ605.
D) cannotȱbeȱcalculatedȱgivenȱtheȱinformationȱinȱTableȱ6.3.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

47) Ifȱreceiptsȱofȱfactorȱincomeȱfromȱtheȱrestȱofȱtheȱworldȱexceedȱpaymentsȱofȱfactorȱincomeȱtoȱthe
restȱofȱtheȱworld,ȱthen

A) GDPȱisȱgreaterȱthanȱGNP. B) GDPȱequalsȱGNP.
C) GNPȱequalsȱNNP. D) GNPȱisȱgreaterȱthanȱGDP.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ6.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ6.4
$Billions

Depreciationȱ
Receiptsȱofȱfactorȱincomeȱfromȱtheȱrestȱofȱtheȱworld
Governmentȱpurchases
Imports
Paymentsȱofȱfactorȱincomeȱtoȱtheȱrestȱofȱtheȱworld
Netȱprivateȱdomesticȱinvestment
Personalȱincomeȱtaxes
Personalȱconsumptionȱexpenditures
Dividends
Exports
Amountȱofȱnationalȱincomeȱnotȱgoingȱtoȱhouseholds

40
30
100
50
50
200
120
600
20
60
20

48) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱGDPȱinȱbillionsȱofȱdollarsȱis
A) 910. B) 920. C) 950. D) 1,050.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

49) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱGNPȱinȱbillionsȱofȱdollarsȱis
A) 900. B) 930. C) 980. D) 1,010.

Answer: B
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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50) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱNNPȱinȱbillionsȱofȱdollarsȱis
A) 890. B) 910. C) 940. D) 970.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

51) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱnationalȱincomeȱinȱbillionsȱofȱdollarsȱis
A) 890. B) 910. C) 940. D) 970.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

52) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱpersonalȱincomeȱinȱbillionsȱofȱdollarsȱis
A) 870. B) 890. C) 950. D) 960.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

53) ReferȱtoȱTableȱ6.4.ȱTheȱvalueȱforȱdisposableȱpersonalȱincomeȱinȱbillionsȱofȱdollarsȱis
A) 750. B) 770. C) 820. D) 990.

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

54) IfȱGNPȱisȱ$600ȱbillion,ȱreceiptsȱofȱfactorȱincomeȱfromȱtheȱrestȱofȱtheȱworldȱareȱ$50ȱbillion,ȱand
paymentsȱofȱfactorȱincomeȱtoȱtheȱrestȱofȱtheȱworldȱareȱ$30ȱbillion,ȱthenȱGDPȱis

A) $520ȱbillion. B) $580ȱbillion. C) $620ȱbillion. D) $680ȱbillion.
Answer: B
Diff:ȱ3
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

55) IfȱGNPȱisȱ$200ȱbillion,ȱreceiptsȱofȱfactorȱincomeȱfromȱtheȱrestȱofȱtheȱworldȱareȱ$10ȱbillion,ȱand
paymentsȱofȱfactorȱincomeȱtoȱtheȱrestȱofȱtheȱworldȱareȱ$30ȱbillion,ȱthenȱGDPȱis

A) $160ȱbillion. B) $210ȱbillion. C) $220ȱbillion. D) $240ȱbillion.
Answer: C
Diff:ȱ3
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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56) IfȱGDPȱisȱ$500ȱbillionȱandȱdepreciationȱisȱ$40ȱbillion,ȱthenȱnetȱnationalȱproduct
A) isȱ$460ȱbillion.
B) isȱ$500ȱbillion.
C) isȱ$540ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

57) IfȱGDPȱisȱ$300ȱbillion,ȱdepreciationȱisȱ$30ȱbillion,ȱandȱnetȱfactorȱincomeȱfromȱtheȱrestȱofȱthe
worldȱisȱ-$40ȱbillion,ȱthenȱnetȱnationalȱproductȱis

A) $230ȱbillion. B) $270ȱbillion. C) $290ȱbillion. D) $310ȱbillion.
Answer: D
Diff:ȱ3
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

58) IfȱGNPȱisȱ$800ȱbillionȱandȱdepreciationȱisȱ$90ȱbillion,ȱthenȱnetȱnationalȱproductȱis
A) $710ȱbillion. B) $845ȱbillion. C) $890ȱbillion. D) $980ȱbillion.

Answer: A
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

59) IfȱGNPȱisȱ$200ȱbillionȱandȱdepreciationȱisȱ$20ȱbillion,ȱthenȱnetȱnationalȱproductȱis
A) $100ȱbillion. B) $180ȱbillion. C) $210ȱbillion. D) $220ȱbillion.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

60) Ifȱdepreciationȱequalsȱzeroȱandȱretainedȱearningsȱequalȱ$5ȱbillion,ȱthen
A) GNPȱisȱlessȱthanȱnetȱnationalȱproductȱbyȱ$5ȱbillion.
B) GNPȱequalsȱnetȱnationalȱproduct.
C) NetȱnationalȱproductȱisȱlessȱthanȱGNPȱbyȱ$5ȱbillion.
D) GNPȱisȱgreaterȱthanȱGDPȱbyȱ$5ȱbillion.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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61) Netȱnationalȱproductȱis
A) GDPȱplusȱdepreciation. B) GDPȱminusȱdepreciation.
C) GNPȱminusȱdepreciation. D) GNPȱplusȱdepreciation.

Answer: C
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

62) Theȱtotalȱincomeȱofȱhouseholdsȱis
A) netȱnationalȱproduct. B) personalȱincome.
C) nationalȱincome. D) productionȱincome.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Definition

63) Personalȱincomeȱisȱnationalȱincomeȱminus
A) depreciation.
B) netȱfactorȱincomeȱtoȱtheȱrestȱofȱtheȱworld.
C) theȱamountȱofȱnationalȱincomeȱnotȱgoingȱtoȱhouseholds.
D) imports.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Fact

64) Ifȱnationalȱincomeȱisȱ$600ȱbillion,ȱpersonalȱincomeȱisȱ$400ȱbillion,ȱpersonalȱtaxesȱareȱ$120
billion,ȱthenȱdisposableȱincomeȱequals

A) $480ȱbillion. B) $320ȱbillion. C) $280ȱbillion. D) $80ȱbillion.
Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

65) Whichȱofȱtheȱfollowingȱisȱsubtractedȱfromȱnationalȱincomeȱtoȱgetȱtoȱpersonalȱincome?
A) retainedȱearnings B) personalȱinterestȱincome
C) depreciation D) personalȱTaxes

Answer: A
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking
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66) Personalȱincome
A) isȱalwaysȱlessȱthanȱnationalȱincome.
B) isȱalwaysȱgreaterȱthanȱnationalȱincome.
C) mayȱbeȱgreaterȱthanȱorȱlessȱthanȱnationalȱincome.
D) willȱalwaysȱequalȱnationalȱincome.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

67) Ifȱpersonalȱincomeȱisȱ$925ȱbillionȱandȱpersonalȱincomeȱtaxesȱareȱ$70ȱbillion,ȱtheȱvalueȱof
disposableȱpersonalȱincomeȱis

A) $835ȱbillion. B) $855ȱbillion. C) $890ȱbillion. D) $995ȱbillion.
Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

68) Ifȱpersonalȱsavingȱisȱ-$10ȱbillionȱandȱdisposableȱpersonalȱincomeȱisȱ$370ȱbillion,ȱthenȱpersonal
consumptionȱspending

A) isȱ$360ȱbillion.
B) isȱ$380ȱbillion.
C) isȱ$390ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: B
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

69) Theȱpersonalȱsavingȱrateȱis
A) theȱdifferenceȱbetweenȱtotalȱpersonalȱspendingȱandȱpersonalȱsaving.
B) theȱdifferenceȱbetweenȱpersonalȱincomeȱandȱdisposableȱpersonalȱincome.
C) theȱratioȱofȱpersonalȱincomeȱtoȱpersonalȱsaving.
D) theȱpercentageȱofȱdisposableȱpersonalȱincomeȱthatȱisȱsaved.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Definition

70) Ifȱdisposableȱpersonalȱincomeȱisȱ$400ȱbillionȱandȱpersonalȱsavingȱisȱ$8ȱbillion,ȱtheȱpersonal
savingȱrateȱis

A) 1.5%. B) 2%. C) 5%. D) 12%.
Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

158



71) Ifȱtheȱpersonalȱsavingȱrateȱisȱ5%ȱandȱpersonalȱsavingȱisȱ$10ȱbillion,ȱtheȱvalueȱofȱpersonal
disposableȱincome

A) isȱ$100ȱbillion.
B) isȱ$200ȱbillion.
C) isȱ$500ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: B
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

72) Savingȱratesȱtendȱtoȱ________ȱduringȱboomȱtimesȱandȱ________ȱduringȱrecessionȱperiods.
A) rise;ȱrise B) rise;ȱfall C) fall;ȱrise D) fall;ȱfall

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

73) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ109ȱ[421]:ȱTheȱvalueȱofȱtheȱusedȱgoodsȱsoldȱonȱeBay
fromȱaȱU.S.ȱsellerȱtoȱaȱU.S.ȱbuyerȱis

A) countedȱinȱU.S.ȱGDPȱbutȱnotȱGNP.
B) countedȱinȱU.S.ȱGNPȱbutȱnotȱGDP.
C) countedȱinȱbothȱU.S.ȱGDPȱandȱGNP.
D) notȱcountedȱinȱeitherȱU.S.ȱGDPȱorȱGNP.

Answer: D
Diff:ȱ2
Topic: CalculatingȱGDP:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

74) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ109ȱ[421]:ȱIfȱaȱSwissȱdealerȱsellsȱaȱnewlyȱproduced
SwissȱwatchȱonȱeBayȱtoȱaȱU.S.ȱcustomer,ȱtheȱvalueȱofȱtheȱwatchȱis

A) countedȱinȱU.S.ȱGDP.
B) countedȱinȱU.S.ȱGDPȱandȱSwissȱGDP.
C) countedȱinȱSwissȱGDP.
D) notȱcountedȱinȱeitherȱU.S.ȱorȱSwissȱGDP.

Answer: C
Diff:ȱ2
Topic: CalculatingȱGDP:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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75) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ113ȱ[425]:ȱTheȱNationalȱIncomeȱandȱProductȱAccounts
(NIPAs)ȱallowȱpolicymakersȱandȱeconomistsȱtoȱanalyzeȱtheȱimpactȱof

A) spendingȱandȱtaxȱplans. B) priceȱshocks.
C) monetaryȱpolicy. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: CalculatingȱGDP:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

76) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ113ȱ[425]:ȱȱ________ȱisȱresponsibleȱforȱproducingȱand
maintainingȱtheȱNationalȱIncomeȱandȱProductȱAccountsȱ(NIPAs).

A) TheȱDepartmentȱofȱtheȱTreasury B) TheȱFederalȱReserveȱBank
C) Congress D) TheȱDepartmentȱofȱCommerce

Answer: D
Diff:ȱ1
Topic: CalculatingȱGDP:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Transferȱpaymentsȱareȱsubtractedȱfromȱnationalȱincomeȱtoȱgetȱtoȱpersonalȱincome.
Answer: FALSE
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Ifȱinvestmentȱisȱlargerȱthanȱdepreciation,ȱtheȱcapitalȱstockȱdecreases.
Answer: FALSE
Diff:ȱ1
Topic: CalculatingȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

3) DepreciationȱisȱincludedȱinȱGDP,ȱbutȱexcludedȱfromȱNNP.
Answer: TRUE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) FinalȱsalesȱplusȱchangesȱinȱinventoriesȱequalsȱGDP.
Answer: TRUE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Newȱhousesȱcountȱasȱconsumerȱdurables.
Answer: FALSE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) DairyȱQueenȱopensȱaȱbranchȱinȱEstonia.ȱTheȱsalesȱofȱtheȱrestaurantȱenterȱtheȱU.S.ȱGDPȱandȱthe
EstonianȱGNP.
Answer: FALSE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Consumersȱcanȱspendȱtheirȱentireȱpersonalȱincome.
Answer: FALSE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) TheȱdifferenceȱbetweenȱGNPȱandȱGDPȱisȱdepreciation.
Answer: FALSE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Disposableȱpersonalȱincomeȱisȱpersonalȱincomeȱminusȱpersonalȱtaxes.
Answer: TRUE
Diff:ȱ2
Topic: CalculatingȱGDP
Skill: Definition

6.3 NominalȱversusȱRealȱGDP

1 MultipleȱChoice

1) NominalȱGDPȱmeasuresȱtheȱvalueȱofȱallȱgoodsȱandȱservices
A) inȱconstantȱdollars. B) inȱcurrentȱdollars.
C) inȱfixedȱdollars. D) withoutȱinflation.

Answer: B
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

2) Grossȱdomesticȱproductȱmeasuredȱinȱtermsȱofȱtheȱpricesȱofȱaȱfixed,ȱorȱbase,ȱyearȱis
A) currentȱGDP. B) baseȱGDP. C) realȱGDP. D) nominalȱGDP.

Answer: C
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Definition
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3) NominalȱGDPȱisȱgrossȱdomesticȱproductȱmeasured
A) inȱtheȱpricesȱofȱaȱbaseȱyear.
B) inȱcurrentȱdollars.
C) atȱaȱconstantȱoutputȱlevelȱbutȱatȱtheȱbase-yearȱprices.
D) asȱtheȱdifferenceȱbetweenȱtheȱcurrentȱyearȇsȱGDPȱandȱlastȱyearȇsȱGDP.

Answer: B
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

4) RealȱGDPȱisȱgrossȱdomesticȱproductȱmeasured
A) atȱaȱconstantȱoutputȱlevelȱbutȱatȱcurrentȱprices.
B) inȱcurrentȱdollars.
C) inȱtheȱpricesȱofȱaȱbaseȱyear.
D) asȱtheȱdifferenceȱbetweenȱtheȱcurrentȱyearȇsȱGDPȱandȱlastȱyearȇsȱGDP.

Answer: C
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

5) IfȱrealȱGDPȱinȱ2007ȱusingȱ2006ȱpricesȱisȱlowerȱthanȱnominalȱGDPȱofȱ2007,ȱthen
A) pricesȱinȱ2007ȱareȱlowerȱthanȱpricesȱinȱ2006.
B) nominalȱGDPȱinȱ2007ȱequalsȱnominalȱGDPȱinȱ2006.
C) pricesȱinȱ2007ȱareȱhigherȱthanȱpricesȱinȱ2006.
D) realȱGDPȱinȱ2007ȱisȱlargerȱthanȱrealȱGDPȱinȱ2006.

Answer: C
Diff:ȱ3
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

6) IfȱrealȱGDPȱinȱ2008ȱusingȱ2007ȱpricesȱisȱhigherȱthanȱnominalȱGDPȱofȱ2008,ȱthen
A) pricesȱinȱ2008ȱareȱlowerȱthanȱpricesȱinȱtheȱbaseȱyear.
B) nominalȱGDPȱinȱ2008ȱequalsȱnominalȱGDPȱinȱ2007.
C) pricesȱinȱ2008ȱareȱhigherȱthanȱpricesȱinȱtheȱbaseȱyear.
D) realȱGDPȱinȱ2008ȱisȱlargerȱthanȱrealȱGDPȱinȱ2007.

Answer: A
Diff:ȱ3
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ6.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ6.5

Yearȱ1
Production
ȱȱȱȱYearȱ2 Yearȱ3 Yearȱ1

Pricesȱȱȱȱȱȱȱȱȱȱȱ
ȱȱȱȱȱYearȱ2 Yearȱ3

GoodȱX ȱȱ60 ȱȱ80 ȱȱ100 $1.00 ȱȱȱȱȱȱ$1.00 ȱ$1.40
GoodȱY 100 110 ȱȱ130 $0.80 ȱȱȱȱȱȱ$0.90 ȱ$1.00

7) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.
TheȱvalueȱforȱthisȱeconomyȇsȱnominalȱGDPȱinȱyearȱ1

A) isȱ$140. B) isȱ$160. C) isȱ$180. D) isȱ$200.
Answer: A
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.
TheȱvalueȱforȱthisȱeconomyȇsȱnominalȱGDPȱinȱyearȱ3ȱis

A) $204. B) $222. C) $250. D) $270.
Answer: D
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.
TheȱvalueȱforȱthisȱeconomyȇsȱnominalȱGDPȱinȱyearȱ2ȱis

A) $168. B) $179. C) $202. D) $214.
Answer: B
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.ȱIf
yearȱ1ȱisȱtheȱbaseȱyear,ȱtheȱvalueȱforȱthisȱeconomyȇsȱrealȱGDPȱinȱyearȱ2ȱis

A) $168. B) $179. C) $202. D) $214.
Answer: A
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.ȱIf
yearȱ1ȱisȱtheȱbaseȱyear,ȱtheȱvalueȱforȱthisȱeconomyȇsȱGDPȱdeflatorȱinȱyearȱ1ȱis

A) 1. B) 100. C) 110. D) 111.
Answer: B
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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12) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.ȱIf
yearȱ1ȱisȱtheȱbaseȱyear,ȱtheȱvalueȱforȱthisȱeconomyȇsȱGDPȱdeflatorȱinȱyearȱ2ȱis

A) 93.9. B) 100. C) 106.5. D) 179.
Answer: C
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱTableȱ6.5.ȱAssumeȱthatȱthisȱeconomyȱproducesȱonlyȱtwoȱgoodsȱGoodȱXȱandȱGoodȱY.ȱIf
yearȱ1ȱisȱtheȱbaseȱyear,ȱtheȱvalueȱforȱthisȱeconomyȇsȱinflationȱrateȱbetweenȱyearȱ1ȱandȱyearȱ2ȱis

A) -6.1%. B) -5.5%. C) 6.5%. D) 79%.
Answer: C
Diff:ȱ3
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

14) TheȱGDPȱdeflatorȱisȱthe
A) differenceȱbetweenȱrealȱGDPȱandȱnominalȱGDPȱmultipliedȱbyȱ100.
B) differenceȱbetweenȱnominalȱGDPȱandȱrealȱGDPȱmultipliedȱbyȱ100.
C) ratioȱofȱnominalȱGDPȱtoȱrealȱGDPȱmultipliedȱbyȱ100.
D) ratioȱofȱrealȱGDPȱtoȱnominalȱGDPȱmultipliedȱbyȱ100.

Answer: C
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

15) IfȱnominalȱGDPȱisȱ$8ȱtrillionȱandȱrealȱGDPȱisȱ$6ȱtrillion,ȱtheȱGDPȱdeflatorȱis
A) 48. B) 75. C) 133.33. D) 480.

Answer: C
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

16) IfȱtheȱGDPȱdeflatorȱisȱgreaterȱthanȱ100,ȱthen
A) nominalȱGDPȱisȱgreaterȱthanȱrealȱGDP.
B) nominalȱGDPȱisȱlowerȱthanȱrealȱGDP.
C) nominalȱGDPȱequalsȱrealȱGDP.
D) pricesȱdecreasedȱbyȱmoreȱthanȱhalfȱbetweenȱtheȱcurrentȱandȱtheȱbaseȱyears.

Answer: A
Diff:ȱ1
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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17) TheȱGDPȱdeflatorȱinȱyearȱ2ȱisȱ110ȱandȱtheȱGDPȱdeflatorȱinȱyearȱ3ȱisȱ118.ȱTheȱrateȱofȱinflation
betweenȱyearsȱ2ȱandȱ3ȱis

A) 4.55%. B) 7.27%. C) 8%. D) 18%.
Answer: B
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

18) TheȱGDPȱdeflatorȱinȱyearȱ2ȱisȱ110ȱusingȱyearȱ1ȱasȱaȱbaseȱyear.ȱThisȱmeansȱthat,ȱonȱaverage,ȱthe
priceȱofȱgoodsȱandȱservicesȱis

A) 110%ȱhigherȱinȱyearȱ2ȱthanȱinȱyearȱ1. B) 10%ȱhigherȱinȱyearȱ2ȱthanȱinȱyearȱ1.
C) 5%ȱhigherȱinȱyearȱ1ȱthanȱinȱyearȱ2. D) 110%ȱhigherȱinȱyearȱ1ȱthanȱinȱyearȱ2.

Answer: B
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

19) TheȱGDPȱdeflatorȱinȱyearȱ2ȱisȱ95ȱusingȱyearȱ1ȱasȱaȱbaseȱyear.ȱThisȱmeansȱthat,ȱonȱaverage,ȱthe
priceȱofȱgoodsȱandȱservicesȱis

A) 105%ȱhigherȱinȱyearȱ2ȱthanȱinȱyearȱ1. B) 5%ȱhigherȱinȱyearȱ2ȱthanȱinȱyearȱ1.
C) 5%ȱhigherȱinȱyearȱ1ȱthanȱinȱyearȱ2. D) 105%ȱhigherȱinȱyearȱ1ȱthanȱinȱyearȱ2.

Answer: C
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Ifȱinȱtheȱsameȱperiodȱoutputȱdoublesȱandȱtheȱpriceȱlevelȱremainsȱtheȱsame,ȱnominalȱGDP
doubles.
Answer: TRUE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills

2) AȱGDPȱdeflatorȱisȱrealȱGDPȱdividedȱbyȱnominalȱGDPȱtimesȱ100.
Answer: FALSE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

3) IfȱtheȱGDPȱdeflatorȱnextȱyearȱisȱlessȱthanȱtheȱGDPȱdeflatorȱthisȱyear,ȱthenȱtheȱpriceȱlevelȱhas
fallen.
Answer: TRUE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Analytic
AACSB: AnalyticȱSkills
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4) GDPȱmeasuredȱinȱbaseȱyearȱpricesȱisȱrealȱGDP.
Answer: TRUE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Definition

5) IfȱnominalȱGDPȱrises,ȱthenȱsoȱmustȱrealȱGDP.
Answer: FALSE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) IfȱrealȱGDPȱrises,ȱthenȱsoȱmustȱnominalȱGDP.
Answer: FALSE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) IfȱrealȱGDPȱincreasedȱduringȱaȱyear,ȱthenȱoutputȱmustȱhaveȱincreased.
Answer: TRUE
Diff:ȱ2
Topic: NominalȱversusȱRealȱGDP
Skill: Conceptual
AACSB: ReflectiveȱThinking

6.4 LimitationsȱofȱtheȱGDPȱConcept

1 MultipleȱChoice

1) GDPȱisȱnotȱaȱperfectȱmeasureȱofȱsocialȱwelfareȱandȱtheȱsocietyȇsȱeconomicȱwell-beingȱbecause
A) itȱdoesȱnotȱsayȱanythingȱaboutȱtheȱdistributionȱofȱincome.
B) GDPȱaccountingȱrulesȱdoȱnotȱadjustȱforȱproductionȱthatȱcausesȱnegativeȱexternalities.
C) itȱdoesȱnotȱincludeȱallȱeconomicȱactivitiesȱinȱtheȱeconomy.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Legalizingȱallȱformsȱofȱillegalȱactivitiesȱwould
A) reduceȱmeasuredȱGDP.
B) reduceȱtheȱsizeȱofȱtheȱundergroundȱeconomyȱandȱincreaseȱmeasuredȱGDP.
C) reduceȱbothȱtheȱundergroundȱeconomyȱandȱmeasuredȱGDP.
D) increaseȱtheȱsizeȱofȱtheȱundergroundȱeconomyȱandȱreduceȱmeasuredȱGDP.

Answer: B
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Perȱcapitaȱgrossȱnationalȱincomeȱ(GNI)ȱdecreasesȱwhen
A) GNIȱandȱtheȱpopulationȱincreaseȱatȱtheȱsameȱrate.
B) GNIȱdoesȱnotȱchangeȱandȱtheȱpopulationȱincreases.
C) GNIȱandȱtheȱpopulationȱdecreaseȱatȱtheȱsameȱrate.
D) GNIȱincreasesȱandȱtheȱpopulationȱdoesȱnotȱchange.

Answer: B
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Grossȱnationalȱincomeȱis
A) GNPȱconvertedȱintoȱdollarsȱusingȱanȱaverageȱexchangeȱrateȱoverȱseveralȱyearsȱadjusted

forȱratesȱofȱinflation.
B) GDPȱconvertedȱintoȱdollarsȱusingȱanȱaverageȱexchangeȱrateȱoverȱseveralȱyearsȱadjusted

forȱratesȱofȱinflation.
C) GNPȱmeasuredȱusingȱanȱincomesȱapproach.
D) GNPȱdividedȱbyȱpopulation.

Answer: A
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Theȱbaseȱyearȱofȱanȱindexȱis
A) theȱyearȱchosenȱforȱtheȱweightsȱinȱaȱfixedȱweightȱprocedure.
B) theȱyearȱcurrentlyȱbeingȱcalculated.
C) theȱlastȱyearȱofȱtheȱindex.
D) theȱfirstȱyearȱofȱtheȱindex.

Answer: A
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Fact

6) Fixedȱweightȱindexes
A) accountȱforȱresponsesȱtoȱsupplyȱshifts.
B) accountȱforȱresponseȱtoȱdemandȱshifts.
C) generallyȱbecomeȱlessȱaccurateȱtheȱfartherȱinȱtimeȱtheyȱareȱfromȱtheȱbaseȱyear.
D) generallyȱbecomeȱlessȱaccurateȱtheȱcloserȱinȱtimeȱtheyȱareȱtoȱtheȱbaseȱyear.

Answer: C
Diff:ȱ2
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) AllȱeconomicȱactivitiesȱinȱtheȱeconomyȱareȱincludedȱinȱtheȱGDP.
Answer: FALSE
Diff:ȱ1
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) TheȱcostsȱofȱpollutionȱareȱsubtractedȱfromȱtheȱvalueȱofȱfinalȱsalesȱbeforeȱcalculatingȱGDP.
Answer: FALSE
Diff:ȱ1
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) AȱweaknessȱinȱtheȱconceptȱofȱGDPȱisȱthatȱitȱignoresȱincomeȱdistribution.
Answer: TRUE
Diff:ȱ1
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) ProductionȱinȱtheȱillegalȱorȱundergroundȱeconomyȱisȱnotȱreflectedȱinȱGDP.
Answer: TRUE
Diff:ȱ1
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Fixedȱweightȱindexesȱcanȱnotȱaccountȱforȱnewȱgoods.
Answer: TRUE
Diff:ȱ1
Topic: LimitationsȱofȱtheȱGDPȱConcept
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ7 Unemployment,ȱInflation,
andȱLong-RunȱGrowth

7.1 Unemployment

1 MultipleȱChoice

1) Weȱcanȱsafelyȱsayȱthatȱtotalȱoutputȱcanȱincreaseȱifȱthereȱisȱa(n)
A) increaseȱinȱtheȱsizeȱofȱtheȱlaborȱforceȱandȱaȱdecreaseȱinȱtheȱproductivityȱofȱworkers.
B) decreaseȱinȱtheȱsizeȱofȱcapitalȱandȱanȱincreaseȱinȱtheȱproductivityȱofȱmachines.
C) increaseȱinȱtheȱnumberȱofȱmachinesȱperȱworker.
D) decreaseȱinȱtheȱnumberȱofȱworkersȱperȱmachine.

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱproductivityȱofȱworkersȱisȱdefinedȱasȱthe
A) totalȱoutputȱproducedȱbyȱtheȱlaborȱforce.
B) outputȱproducedȱbyȱaȱworkerȱperȱhour.
C) numberȱofȱhoursȱaȱworkerȱspendsȱatȱwork.
D) numberȱofȱworkersȱneededȱtoȱproduceȱoneȱdayȇsȱvolumeȱofȱoutput.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Definition

3) Theȱcapitalȱperȱworkerȱratioȱisȱaȱmeasureȱof
A) howȱmanyȱtoolsȱorȱmachinesȱeachȱworkerȱhasȱtoȱworkȱwith.
B) howȱproductiveȱworkersȱare.
C) howȱmuchȱGDPȱisȱgrowing.
D) howȱmuchȱborrowedȱmoneyȱisȱneededȱperȱworker.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Definition

4) Productivityȱisȱtheȱratioȱof
A) totalȱoutputȱtoȱtheȱtotalȱnumberȱofȱworkerȱhours.
B) totalȱoutputȱtoȱtheȱtotalȱpopulation.
C) totalȱoutputȱtoȱtheȱtotalȱnumberȱofȱunemployed.
D) totalȱcapitalȱtoȱtheȱtotalȱnumberȱofȱworkers.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Definition
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5) Forȱtheȱ1952-2003ȱperiodȱinȱtheȱUnitedȱStates,ȱoutputȱperȱworkerȱhour
A) increasedȱatȱaȱconstantȱrate.
B) decreasedȱduringȱtheȱ1960s.
C) fluctuatedȱaroundȱanȱupwardȱtrend.
D) showedȱtheȱlargestȱincreaseȱduringȱtheȱ1980s.

Answer: C
Diff:ȱ1
Topic: Unemployment
Skill: Fact

6) Allȱofȱtheȱfollowingȱexplainȱtheȱgrowthȱinȱoutputȱperȱworkerȱhourȱduringȱtheȱ20thȱcentury
EXCEPT

A) theȱqualityȱofȱlaborȱimprovedȱduringȱthatȱperiod.
B) theȱquantityȱofȱlaborȱincreasedȱduringȱthatȱperiod.
C) theȱqualityȱofȱcapitalȱimprovedȱduringȱthatȱperiod.
D) theȱworkerȱcapitalȱratioȱdecreasedȱduringȱthatȱperiod.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Bobȱisȱunemployedȱifȱhe
A) isȱtemporarilyȱlaidȱoff.
B) isȱnotȱlookingȱforȱaȱjob.
C) hasȱlookedȱforȱaȱjobȱforȱtwoȱmonthsȱandȱthenȱquitȱlooking.
D) AȱandȱCȱareȱcorrect

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Forȱyouȱtoȱbeȱconsideredȱoutȱofȱtheȱlaborȱforce,ȱyouȱcanȱbe
A) aȱfull-timeȱstudent. B) aȱfull-timeȱretiree.
C) aȱfull-timeȱvolunteer. D) anyȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Cherylȱgraduatedȱfromȱcollegeȱaȱmonthȱagoȱandȱisȱnowȱwithoutȱwork.ȱSheȱacceptedȱaȱjobȱthat
willȱstartȱnextȱmonth.ȱToday,ȱCherylȱis

A) notȱinȱtheȱlaborȱforce. B) inȱtheȱlaborȱforce.
C) employed. D) aȱdiscouragedȱworker.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Theȱnumberȱofȱpeopleȱunemployedȱequals
A) theȱnumberȱofȱpeopleȱemployedȱminusȱtheȱlaborȱforce.
B) theȱlaborȱforceȱplusȱtheȱnumberȱofȱpeopleȱemployed.
C) theȱlaborȱforceȱminusȱtheȱnumberȱofȱpeopleȱemployed.
D) theȱnumberȱofȱpeopleȱemployedȱdividedȱbyȱtheȱlaborȱforce.

Answer: C
Diff:ȱ1
Topic: Unemployment
Skill: Definition

11) Jakeȱretiredȱfromȱtheȱpoliceȱforce.ȱHeȱstartedȱworkingȱanȱhourȱorȱtwoȱaȱdayȱatȱaȱpaidȱjobȱin
cityȇsȱcourthouse.ȱJakeȱis

A) employed. B) inȱtheȱlaborȱforce.
C) unemployed. D) notȱinȱtheȱlaborȱforce.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Dianeȱlostȱherȱjobȱandȱimmediatelyȱstartedȱlookingȱforȱanotherȱjob.ȱAsȱaȱresultȱthe
A) unemploymentȱrateȱincreases. B) laborȱforceȱincreases.
C) laborȱforceȱdecreases. D) unemploymentȱrateȱremainsȱconstant.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ7.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ7.1
Employed 14,000ȱpeople
Unemployedȱ ȱ3,000ȱpeople
NotȱinȱtheȱLaborȱForceȱ 4,000ȱpeople

13) ReferȱtoȱTableȱ7.1.ȱTheȱlaborȱforceȱequals
A) 14,000ȱpeople. B) 17,000ȱpeople. C) 18,000ȱpeople. D) 21,000ȱpeople.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱTableȱ7.1.ȱTheȱunemploymentȱrateȱis
A) 17.6%. B) 16.7%. C) 14.3%. D) 25.0%.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills
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15) ReferȱtoȱTableȱ7.1.ȱTheȱlabor-forceȱparticipationȱrateȱis
A) 75.0%. B) 66.7%. C) 77.8%. D) 80.9%.

Answer: D
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱTableȱ7.1.ȱTheȱemploymentȱrateȱis
A) 85.7%. B) 83.3%. C) 82.4%. D) 75.0%.

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ7.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ7.2
Laborȱforceȱparticipationȱrateȱȱ 75%
Totalȱpopulationȱ16ȱyearsȱofȱageȱandȱolder 200ȱmillion
Unemploymentȱrateȱȱȱȱȱȱȱȱȱ ȱ10%

17) ReferȱtoȱTableȱ7.2.ȱTheȱlaborȱforce
A) equalsȱ150ȱmillion.
B) equalsȱ130ȱmillion.
C) equalsȱ170ȱmillion
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: A
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱTableȱ7.2.ȱTheȱtotalȱnumberȱofȱpeopleȱunemployedȱis
A) 20ȱmillion. B) 13ȱmillion. C) 17ȱmillion. D) 15ȱmillion.

Answer: D
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ7.2.ȱTheȱtotalȱnumberȱofȱpeopleȱemployedȱis
A) 153ȱmillion. B) 117ȱmillion. C) 135ȱmillion. D) 180ȱmillion.

Answer: C
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills
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20) Theȱunemploymentȱrateȱis
A) unemployed/populationȱ× 100.
B) (employedȱ-ȱunemployed)/laborȱforceȱ× 100.
C) (laborȱforceȱ-ȱemployed)/laborȱforceȱ× 100.
D) (employedȱ-ȱlaborȱforce)/employedȱ× 100.

Answer: C
Diff:ȱ3
Topic: Unemployment
Skill: Definition

21) Theȱnumberȱofȱpeopleȱclassifiedȱasȱemployedȱisȱ260,000ȱandȱtheȱnumberȱofȱpeopleȱclassifiedȱas
unemployedȱisȱ30,000.ȱTheȱsizeȱofȱtheȱlaborȱforce

A) equalsȱ290,000. B) equalsȱ230,000.
C) equalsȱ260,000. D) equalsȱ320,000.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

22) Theȱnumberȱofȱpeopleȱclassifiedȱasȱemployedȱisȱ350,000ȱandȱtheȱnumberȱofȱpeopleȱinȱtheȱlabor
forceȱisȱ500,000.ȱTheȱtotalȱnumberȱofȱpeopleȱclassifiedȱasȱunemployedȱis

A) 350,000. B) 150,000. C) 425,000. D) 500,000.

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

23) Ifȱtheȱnumberȱofȱpeopleȱclassifiedȱasȱunemployedȱisȱ20,000ȱandȱtheȱnumberȱofȱpeopleȱclassified
asȱemployedȱisȱ400,000,ȱwhatȱisȱtheȱunemploymentȱrate?

A) 2.0% B) 4.8% C) 5.0% D) 9.2%

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

24) Ifȱtheȱnumberȱofȱpeopleȱclassifiedȱasȱunemployedȱisȱ20,000ȱandȱtheȱnumberȱofȱpeopleȱclassified
asȱemployedȱisȱ620,000,ȱwhatȱisȱtheȱunemploymentȱrate?

A) 3.1% B) 10.6% C) 1.6% D) 632%

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

173



25) Ifȱtheȱnumberȱofȱpeopleȱemployedȱisȱ150,000ȱandȱtheȱlaborȱforceȱisȱ170,000,ȱtheȱunemployment
rateȱis

A) 6.25%. B) 11.76%. C) 2.5%. D) 6.55%.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

26) Ifȱtheȱunemploymentȱrateȱisȱ6.2%ȱandȱtheȱnumberȱofȱpeopleȱemployedȱisȱ200,000,ȱtheȱtotal
numberȱofȱpeopleȱunemployedȱisȱapproximately

A) 12,400ȱpeople
B) 10,970ȱpeople.
C) 13,220ȱpeople.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation

Answer: C
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

27) Ifȱtheȱunemploymentȱrateȱisȱ6.2%ȱandȱtheȱnumberȱofȱpeopleȱemployedȱisȱ200,000,ȱtheȱlabor
forceȱisȱapproximately

A) 212,400ȱpeople.
B) 210,970ȱpeople
C) 213,220ȱpeople.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation

Answer: C
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

28) Ifȱtheȱlaborȱforceȱisȱ320,000ȱandȱtheȱtotalȱpopulationȱ16ȱyearsȱofȱageȱorȱolderȱisȱ400,000,ȱthe
labor-forceȱparticipationȱrateȱis

A) 72%. B) 76%. C) 80%. D) 88%.

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

29) Ifȱtheȱlabor-forceȱparticipationȱrateȱisȱ82%ȱandȱtheȱtotalȱpopulationȱ16ȱyearsȱofȱageȱorȱolderȱisȱ1
millionȱpeople,ȱtheȱlaborȱforceȱis

A) 910,000ȱpeople. B) 820,000ȱpeople.
C) 740,000ȱpeople. D) 180,000ȱpeople.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills
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30) Ifȱtheȱnumberȱofȱunemployedȱequalsȱ30,000,ȱtheȱnumberȱofȱemployedȱequalsȱ60,000,ȱandȱthe
numberȱnotȱinȱtheȱlaborȱforceȱisȱ10,000,ȱtheȱlabor-forceȱparticipationȱrate

A) isȱ90%.
B) isȱ67%.
C) isȱ88.9%.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: A
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

31) Ifȱtheȱnumberȱofȱunemployedȱequalsȱ240,000ȱandȱtheȱnumberȱofȱemployedȱequalsȱ300,000,ȱthe
labor-forceȱparticipationȱrate

A) isȱ80%.
B) isȱ24%.
C) isȱ55.6%.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: D
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

32) InȱtheȱU.S.ȱtheȱhighestȱunemploymentȱrateȱisȱforȱ________ȱandȱtheȱlowestȱisȱforȱ________.
A) African-Americanȱteenagers;ȱwhiteȱmales
B) menȱoverȱ55;ȱwomenȱbelowȱ25
C) African-Americanȱteenagers;ȱwhiteȱfemales
D) African-Americanȱwomenȱoverȱ25;ȱwhiteȱmales

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Fact

33) Whenȱanȱindividualȱquitsȱhis/herȱjobȱandȱdecidesȱtoȱstayȱatȱhomeȱforȱaȱwhile,ȱtheȱlabor-force
participationȱrate

A) decreases.
B) increases.
C) staysȱtheȱsame.
D) mayȱincreaseȱorȱdecrease,ȱdependingȱonȱtheȱlengthȱofȱtimeȱhe/sheȱstaysȱatȱhome.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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34) Mikeȱhasȱjustȱgraduatedȱfromȱcollegeȱandȱisȱnowȱlookingȱforȱaȱjob,ȱbutȱhasȱnotȱyetȱfoundȱone.
Thisȱcausesȱtheȱunemploymentȱrateȱtoȱ________ȱandȱtheȱlabor-forceȱparticipationȱrateȱto
________.

A) increase;ȱdecrease B) stayȱtheȱsame;ȱstayȱtheȱsame
C) increase;ȱincrease D) increase;ȱstayȱtheȱsame

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Discouragedȱworkersȱare
A) consideredȱcyclicallyȱunemployed.
B) consideredȱstructurallyȱunemployed.
C) consideredȱfrictionallyȱunemployed.
D) notȱconsideredȱasȱpartȱofȱtheȱlaborȱforce.

Answer: D
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) InȱJuneȱthereȱareȱ30,000ȱpeopleȱclassifiedȱasȱunemployedȱandȱtheȱsizeȱofȱtheȱlaborȱforceȱis
600,000.ȱTheȱonlyȱchangeȱbetweenȱJuneȱandȱJulyȱisȱthatȱ10,000ȱofȱtheȱunemployedȱgiveȱup
lookingȱforȱwork.ȱWhichȱofȱtheȱfollowingȱisȱtrue?

A) InȱJuneȱtheȱunemploymentȱrateȱwasȱ6%ȱandȱinȱJulyȱtheȱunemploymentȱrateȱwasȱ3.8%.
B) TheȱunemploymentȱrateȱinȱbothȱJuneȱandȱJulyȱwasȱ5%.
C) InȱJuneȱtheȱunemploymentȱrateȱwasȱ5%ȱandȱinȱJulyȱtheȱunemploymentȱrateȱwasȱ3.39%.
D) InȱJuneȱtheȱunemploymentȱrateȱwasȱ3.8%ȱandȱinȱJulyȱtheȱunemploymentȱrateȱwasȱ6%.

Answer: C
Diff:ȱ3
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

37) Whenȱ100ȱpeopleȱwhoȱwereȱpreviouslyȱlookingȱforȱjobsȱstopȱlookingȱforȱjobs,ȱthe
A) unemploymentȱrateȱincreases.
B) sizeȱofȱtheȱlaborȱforceȱdecreases.
C) labor-forceȱparticipationȱrateȱdoesȱnotȱchange.
D) unemploymentȱrateȱdoesȱnotȱchange.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) Classifyingȱdiscouragedȱworkersȱasȱunemployedȱwould
A) increaseȱtheȱunemploymentȱrate.
B) decreaseȱtheȱunemploymentȱrate.
C) notȱchangeȱtheȱunemploymentȱrate.
D) haveȱanȱindeterminateȱimpactȱonȱtheȱunemploymentȱrate.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Inȱnormalȱtimesȱtheȱnumberȱofȱdiscouragedȱworkersȱisȱapproximatelyȱ________ȱofȱtheȱlabor
force.

A) .5% B) 4% C) 3% D) 1%

Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Fact

40) Whichȱofȱtheȱfollowingȱgroupsȱhasȱtheȱhighestȱunemploymentȱrateȱamongȱteenagers?
A) whiteȱmales B) AfricanȱAmericanȱmales
C) whiteȱfemales D) AfricanȱAmericanȱfemales

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Fact

41) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Theȱunemploymentȱrateȱdoesȱnotȱtellȱusȱanythingȱaboutȱtheȱdurationȱofȱunemployment.
B) Theȱdurationȱofȱunemploymentȱdecreasesȱduringȱrecessions.
C) Theȱdurationȱofȱunemploymentȱincreasesȱduringȱeconomicȱexpansions.
D) Theȱmedianȱdurationȱofȱunemploymentȱisȱusuallyȱgreaterȱthanȱtheȱaverageȱduration.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Analytic
AACSB: AnalyticȱSkills

42) Theȱlaborȱforceȱparticipationȱrateȱisȱthe
A) totalȱnumberȱofȱpeopleȱwhoȱareȱparticipatingȱinȱtheȱlaborȱforce.
B) ratioȱofȱtheȱnumberȱofȱemployedȱpeopleȱtoȱtheȱnumberȱofȱunemployedȱpeople.
C) ratioȱofȱtheȱlaborȱforceȱtoȱtheȱtotalȱpopulationȱ16ȱyearsȱoldȱorȱolder.
D) theȱnumberȱofȱpeopleȱinȱtheȱlaborȱforceȱminusȱtheȱnumberȱofȱpeopleȱwhoȱare

unemployed.

Answer: C
Diff:ȱ1
Topic: Unemployment
Skill: Fact
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43) Duringȱrecessions,ȱtheȱnumberȱofȱdiscouragedȱworkersȱ________ȱandȱthisȱ________ȱthe
unemploymentȱrate.

A) falls;ȱreduces B) decreases;ȱincreases
C) increases;ȱreduces D) increases;ȱincreases

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

44) TheȱHumphrey-HawkinsȱActȱformallyȱestablishedȱaȱspecificȱunemploymentȱtargetȱforȱthe
economyȱof

A) 2%. B) 4%. C) 6%. D) 8%.

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Fact

45) Whenȱanȱeconomicsȱprofessorȱquitsȱhis/herȱjobȱatȱaȱuniversityȱandȱstartsȱlookingȱforȱaȱbetter
jobȱinȱanotherȱuniversity,ȱhe/sheȱis

A) frictionallyȱunemployed. B) structurallyȱunemployed.
C) cyclicallyȱunemployed. D) naturallyȱunemployed.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

46) Increasingȱtheȱefficiencyȱofȱvariousȱemploymentȱagenciesȱtoȱfindȱbetterȱmatchesȱforȱthose
lookingȱforȱjobsȱwill

A) reduceȱtheȱnaturalȱrateȱofȱunemployment.
B) reduceȱstructuralȱunemployment.
C) reduceȱcyclicalȱunemployment.
D) notȱaffectȱfrictionalȱunemployment.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

47) Aȱmanȱisȱfiredȱfromȱhisȱjobȱbecauseȱheȱwasȱlateȱforȱworkȱtooȱmanyȱtimes.ȱWhileȱheȱisȱsearching
forȱanotherȱjobȱheȱwouldȱbeȱclassifiedȱas

A) notȱinȱtheȱlaborȱforceȱbecauseȱhisȱemployerȱhadȱaȱlegitimateȱreasonȱforȱfiringȱhim.
B) structurallyȱunemployed.
C) cyclicallyȱunemployed.
D) frictionallyȱunemployed.

Answer: D
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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48) WhenȱtheȱFedȱslowsȱtheȱrateȱofȱgrowthȱofȱtheȱmoneyȱsupplyȱtoȱslowȱdownȱtheȱeconomy,ȱthe
unemploymentȱtypeȱthatȱwillȱbeȱdirectlyȱaffectedȱisȱthe

A) frictionalȱunemployment. B) structuralȱunemployment.
C) cyclicalȱunemployment. D) naturalȱrateȱofȱunemployment.

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

49) Whenȱanȱindividualȱisȱnotȱworkingȱandȱisȱnotȱlookingȱforȱaȱjobȱbecauseȱhe/sheȱlacksȱany
marketableȱjobȱskills,ȱhe/sheȱis

A) structurallyȱunemployed. B) frictionallyȱunemployed.
C) cyclicallyȱunemployed. D) noneȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

50) Structuralȱunemploymentȱisȱthe
A) portionȱofȱunemploymentȱthatȱisȱdueȱtoȱchangesȱinȱtheȱstructureȱofȱtheȱeconomyȱthat

resultȱinȱaȱsignificantȱlossȱofȱjobsȱinȱcertainȱindustries.
B) unemploymentȱthatȱoccursȱduringȱrecessionsȱandȱdepressions.
C) portionȱofȱunemploymentȱthatȱisȱdueȱtoȱtheȱnormalȱworkingȱofȱtheȱlaborȱmarket.
D) unemploymentȱthatȱresultsȱwhenȱpeopleȱbecomeȱdiscouragedȱaboutȱtheirȱchancesȱof

findingȱaȱjobȱsoȱtheyȱstopȱlookingȱforȱwork.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Definition

51) AnȱautoȱworkerȱinȱOhioȱwhoȱlosesȱherȱjobȱbecauseȱtheȱcompanyȱrelocatedȱtheȱplantȱtoȱanother
countryȱrepresentsȱanȱexampleȱof

A) frictionalȱunemployment. B) structuralȱunemployment.
C) cyclicalȱunemployment. D) naturalȱunemployment.

Answer: B
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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52) AȱtextileȱfirmȱclosesȱaȱplantȱinȱMassachusettsȱandȱtransfersȱproductionȱtoȱaȱplantȱinȱSouth
Carolina,ȱwhereȱtheȱfirmȱcanȱtakeȱadvantageȱofȱcheaperȱlabor.ȱTheȱplantȱsupervisorȱatȱthe
MassachusettsȱplantȱisȱgivenȱtheȱopportunityȱtoȱmoveȱtoȱSouthȱCarolinaȱtoȱbecomeȱtheȱplant
supervisorȱatȱthatȱplant.ȱHeȱturnsȱdownȱthisȱopportunityȱbecauseȱofȱfamilyȱobligations.ȱWhile
heȱisȱsearchingȱforȱaȱnewȱjobȱheȱwouldȱbeȱclassifiedȱas

A) structurallyȱunemployed.
B) cyclicallyȱunemployed.
C) frictionallyȱunemployed.
D) notȱinȱtheȱlaborȱforceȱbecauseȱheȱturnedȱdownȱtheȱopportunityȱtoȱrelocate.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

53) Anȱindividualȱwhoȱcannotȱfindȱaȱjobȱbecauseȱhisȱorȱherȱjobȱskillsȱhaveȱbecomeȱobsoleteȱisȱan
exampleȱof

A) frictionalȱunemployment. B) structuralȱunemployment.
C) cyclicalȱunemployment. D) seasonalȱunemployment.

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

54) Theȱnaturalȱrateȱofȱunemploymentȱisȱgenerallyȱthoughtȱofȱasȱthe
A) ratioȱofȱtheȱfrictionalȱunemploymentȱrateȱtoȱtheȱcyclicalȱunemploymentȱrate.
B) sumȱofȱstructuralȱunemploymentȱandȱcyclicalȱunemployment.
C) sumȱofȱfrictionalȱunemploymentȱandȱcyclicalȱunemployment.
D) sumȱofȱfrictionalȱunemploymentȱandȱstructuralȱunemployment.

Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Definition

55) Theȱsumȱofȱfrictionalȱandȱstructuralȱunemploymentȱisȱthoughtȱofȱasȱthe
A) naturalȱrateȱofȱunemployment. B) normalȱrateȱofȱunemployment.
C) cyclicalȱrateȱofȱunemployment. D) seasonalȱrateȱofȱunemployment.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Definition

56) EstimatesȱforȱtheȱnaturalȱrateȱofȱunemploymentȱinȱtheȱUnitedȱStatesȱrangeȱfrom
A) 4%ȱtoȱ6%. B) 4%ȱtoȱ10%. C) 4%ȱtoȱ5%. D) 4%ȱtoȱ8%.

Answer: A
Diff:ȱ1
Topic: Unemployment
Skill: Fact
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57) Ifȱtheȱlaborȱmarketȱbecomesȱmoreȱefficientȱsoȱthatȱtheȱunemployedȱareȱmoreȱquicklyȱmatched
withȱjobs,ȱthen

A) theȱnaturalȱrateȱofȱunemploymentȱwillȱincrease.
B) theȱnaturalȱrateȱofȱunemploymentȱwillȱdecrease.
C) theȱnaturalȱrateȱofȱunemploymentȱwillȱnotȱchange.
D) theȱnaturalȱrateȱofȱunemploymentȱcouldȱeitherȱincreaseȱorȱdecrease.

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

58) Duringȱtheȱearlyȱ1990s,ȱcompaniesȱstartedȱdownsizing.ȱOneȱofȱtheȱresultsȱofȱthisȱdownsizing
wasȱtheȱpermanentȱreductionȱinȱtheȱnumberȱofȱmiddleȱmanagementȱpositions.ȱThisȱchangeȱin
theȱwayȱbusinessesȱoperateȱwouldȱhave

A) increasedȱtheȱnaturalȱrateȱofȱunemployment.
B) decreasedȱtheȱnaturalȱrateȱofȱunemployment.
C) notȱaffectedȱtheȱnaturalȱrateȱofȱunemployment.
D) couldȱhaveȱeitherȱincreasedȱorȱdecreasedȱtheȱnaturalȱrateȱofȱunemployment.

Answer: A
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

59) Theȱincreaseȱinȱunemploymentȱthatȱoccursȱduringȱrecessionsȱandȱdepressionsȱisȱcalled
A) frictionalȱunemployment. B) structuralȱunemployment.
C) cyclicalȱunemployment. D) normalȱunemployment.

Answer: C
Diff:ȱ1
Topic: Unemployment
Skill: Definition

60) Cyclicalȱunemploymentȱisȱthe
A) portionȱofȱunemploymentȱthatȱisȱdueȱtoȱchangesȱinȱtheȱstructureȱofȱtheȱeconomyȱthat

resultȱinȱaȱsignificantȱlossȱofȱjobsȱinȱcertainȱindustries.
B) unemploymentȱthatȱoccursȱduringȱrecessionsȱandȱdepressions.
C) portionȱofȱunemploymentȱthatȱisȱdueȱtoȱtheȱnormalȱworkingȱofȱtheȱlaborȱmarket.
D) unemploymentȱthatȱresultsȱwhenȱpeopleȱbecomeȱdiscouragedȱaboutȱtheirȱchancesȱof

findingȱaȱjobȱsoȱtheyȱstopȱlookingȱforȱwork.

Answer: B
Diff:ȱ1
Topic: Unemployment
Skill: Definition

181



61) Theȱdemandȱforȱrefrigeratorsȱfallsȱwhenȱtheȱeconomyȱentersȱaȱdownturn.ȱIfȱaȱrefrigerator
manufacturerȱlaysȱoffȱworkersȱduringȱanȱeconomicȱdownturn,ȱthisȱwouldȱbeȱanȱexampleȱof

A) frictionalȱunemployment. B) naturalȱunemployment.
C) structuralȱunemployment. D) cyclicalȱunemployment.

Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

62) Theȱeconomyȱisȱinȱaȱrecessionȱandȱtheȱhousingȱmarketȱisȱinȱaȱslump.ȱAsȱaȱresultȱofȱthis,ȱaȱreal
estateȱfirmȱlaysȱoffȱhalfȱofȱitsȱrealȱestateȱagents.ȱThisȱisȱanȱexampleȱof

A) frictionalȱunemployment. B) structuralȱunemployment.
C) cyclicalȱunemployment. D) naturalȱunemployment.

Answer: C
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

63) Duringȱtheȱsevereȱrecessionȱofȱtheȱearlyȱ1980s,ȱcyclicalȱunemploymentȱincreasedȱasȱthe
recessionȱcontinued.ȱThisȱincreaseȱinȱcyclicalȱunemploymentȱwouldȱhave

A) increasedȱtheȱnaturalȱrateȱofȱunemployment.
B) decreasedȱtheȱnaturalȱrateȱofȱunemployment.
C) hadȱnoȱeffectȱonȱtheȱnaturalȱrateȱofȱunemployment.
D) causedȱstructuralȱunemploymentȱtoȱdecrease.

Answer: C
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

64) DuringȱtheȱGreatȱDepression,ȱrealȱoutputȱfellȱbyȱapproximatelyȱ________ȱandȱthe
unemploymentȱrateȱroseȱtoȱaboutȱ________.

A) 15%;ȱ15% B) 25%;ȱ30% C) 30%;ȱ40% D) 30%;ȱ25%
Answer: D
Diff:ȱ1
Topic: Unemployment
Skill: Fact

65) Recessionsȱtodayȱmayȱcauseȱlostȱoutputȱinȱtheȱfutureȱbecauseȱduringȱaȱrecession
A) consumptionȱtendsȱtoȱfall.
B) investmentȱtendsȱtoȱfall.
C) importsȱtendȱtoȱfall.
D) governmentȱspendingȱtendsȱtoȱincrease.

Answer: B
Diff:ȱ3
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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66) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ127ȱ[439]:ȱInȱtheȱU.S.ȱfromȱ1955ȱtoȱ1996,ȱtheȱlaborȱforce
participationȱrateȱ________ȱforȱmenȱandȱ________ȱforȱwomen.

A) increased;ȱincreased B) increased;ȱdecreased
C) decreased;ȱincreased D) decreased;ȱdecreased

Answer: C
Diff:ȱ1
Topic: Unemployment:ȱEconomicsȱinȱPractice
Skill: Fact

67) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ127ȱ[439]:ȱIfȱmoreȱwomenȱenterȱtheȱlaborȱforceȱandȱthe
numberȱofȱavailableȱjobsȱremainsȱunchanged,ȱtheȱunemploymentȱrateȱwill,ȱceterisȱparibus,

A) increase.
B) decrease.
C) remainȱunchanged.
D) equalȱtheȱnaturalȱrateȱofȱunemployment.

Answer: A
Diff:ȱ2
Topic: Unemployment:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Whenȱmoreȱpeopleȱwhoȱareȱnotȱworkingȱstartȱlookingȱforȱjobs,ȱtheȱlabor-forceȱparticipation
rateȱincreases.
Answer: TRUE
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Laborȱproductivityȱisȱtotalȱoutputȱdividedȱbyȱtheȱtotalȱnumberȱofȱworkerȱhours.
Answer: TRUE
Diff:ȱ1
Topic: Unemployment
Skill: Definition

3) Anȱincreaseȱinȱsearchȱcostsȱwillȱdecreaseȱstructuralȱunemployment.

Answer: FALSE
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱnaturalȱrateȱofȱunemploymentȱisȱtheȱunemploymentȱrateȱduringȱaȱperiodȱofȱfull
employment.

Answer: TRUE
Diff:ȱ1
Topic: Unemployment
Skill: Definition
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5) Anyoneȱ16ȱyearsȱofȱageȱorȱolderȱwhoȱisȱnotȱclassifiedȱasȱemployedȱisȱclassifiedȱasȱunemployed.

Answer: FALSE
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Ifȱdiscouragedȱworkersȱwereȱcountedȱasȱunemployed,ȱtheȱmeasuredȱunemploymentȱrate
wouldȱincrease.
Answer: TRUE
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Anȱunemploymentȱrateȱofȱ10%ȱmeansȱthatȱtheȱaverageȱworkerȱhasȱbeenȱunemployedȱforȱ10%
ofȱtheȱyear.
Answer: FALSE
Diff:ȱ1
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Ifȱlaborȱmarketsȱwereȱperfectlyȱefficient,ȱtheȱunemploymentȱrateȱwouldȱfallȱtoȱzero.
Answer: FALSE
Diff:ȱ2
Topic: Unemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) TheȱnaturalȱrateȱofȱunemploymentȱinȱtheȱeconomyȱisȱdeterminedȱbyȱtheȱCongressȱandȱthe
presidentȱofȱtheȱcountry.
Answer: FALSE
Diff:ȱ1
Topic: Unemployment
Skill: Fact

7.2 Inflation

1 MultipleȱChoice

1) Inȱwhichȱofȱtheȱfollowingȱconditionsȱisȱtheȱinflationȱrateȱlikelyȱtoȱfallȱandȱtheȱunemployment
rateȱlikelyȱtoȱrise?

A) hyperinflation B) recession C) boom D) stagflation

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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2) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Theȱcostsȱofȱrecessionsȱareȱdistributedȱequallyȱamongȱallȱgroupsȱofȱtheȱpopulation.
B) Recessionsȱtendȱtoȱincreaseȱtheȱdemandȱforȱimportsȱandȱthereforeȱimproveȱtheȱnationȇs

balanceȱofȱpayments.
C) Recessionsȱmayȱincreaseȱefficiencyȱbyȱdrivingȱtheȱleastȱefficientȱfirmsȱinȱtheȱeconomyȱout

ofȱbusiness.
D) Aȱrecessionȱmayȱleadȱtoȱanȱincreaseȱinȱtheȱinflationȱrate.

Answer: C
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

3) Anȱeconomicȱboomȱtendsȱtoȱ________ȱtheȱdemandȱforȱimports,ȱwhichȱ________ȱaȱnationȇs
balanceȱofȱpayments.

A) reduce;ȱworsens. B) reduce;ȱimproves.
C) increase;ȱimproves. D) increase;ȱworsens.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

4) Theȱfloodsȱofȱ1993ȱcausedȱtheȱpriceȱofȱcornȱtoȱincrease.ȱThisȱisȱanȱexampleȱof
A) inflation. B) deflation.
C) aȱsustainedȱinflation. D) theȱoperationsȱofȱsupplyȱandȱdemand.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Theȱdecreaseȱinȱtheȱdemandȱforȱmainframeȱcomputersȱcausedȱmanufacturersȱofȱmainframe
computersȱtoȱreduceȱpricesȱbyȱ20%.ȱThisȱisȱanȱexampleȱof

A) inflation. B) deflation.
C) aȱsustainedȱinflation. D) theȱoperationsȱofȱsupplyȱandȱdemand.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Conceptual

6) Inflationȱisȱanȱincreaseȱin
A) theȱpriceȱofȱoneȱitem. B) theȱoverallȱpriceȱlevel.
C) theȱaverageȱincomeȱlevel. D) realȱgrossȱnationalȱproduct.

Answer: B
Diff:ȱ1
Topic: Inflation
Skill: Definition
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7) Anȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱis
A) inflation. B) deflation. C) aȱpriceȱindex. D) aȱrecession.

Answer: A
Diff:ȱ1
Topic: Inflation
Skill: Definition

8) Deflationȱisȱaȱdecreaseȱin
A) theȱpriceȱofȱoneȱitem. B) theȱoverallȱpriceȱlevel.
C) theȱaverageȱincomeȱlevel. D) realȱgrossȱnationalȱproduct.

Answer: B
Diff:ȱ1
Topic: Inflation
Skill: Definition

9) Anȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱthatȱcontinuesȱoverȱaȱsignificantȱperiodȱofȱtimeȱis
A) highȱinflation. B) sustainedȱrecovery.
C) sustainedȱinflation. D) superȱinflation.

Answer: C
Diff:ȱ1
Topic: Inflation
Skill: Definition

10) Aȱpriceȱindexȱis
A) aȱmeasurementȱshowingȱhowȱtheȱaverageȱpriceȱofȱaȱbundleȱofȱgoodsȱchangesȱoverȱtime.
B) aȱmeasurementȱshowingȱtheȱcostȱofȱaȱbundleȱofȱgoodsȱatȱaȱpointȱinȱtime.
C) aȱsustainedȱincreaseȱinȱtheȱoverallȱpriceȱlevel.
D) aȱdecreaseȱinȱtheȱoverallȱpriceȱlevel.

Answer: A
Diff:ȱ1
Topic: Inflation
Skill: Definition

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ7.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ7.3
PriceȱperȱUnitȱin

UnitsȱPurchasedȱȱȱȱȱȱȱȱ2005ȱȱȱȱȱȱ2006 2007 2008
Blueberries 8 $2.00 $2.00 $2.10 $2.40
Pineapples 5 $2.00 $2.50 $2.50 $3.00
Cheese 3 $2.50 $3.00 $3.50 $4.00

11) ReferȱtoȱTableȱ7.3.ȱSupposeȱ2006ȱisȱtheȱbaseȱyear.ȱTheȱpriceȱindexȱinȱ2006ȱis
A) 1,000. B) 100. C) 1. D) 10.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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12) ReferȱtoȱTableȱ7.3.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱpriceȱindexȱinȱ2005ȱis
A) 96.0. B) 104.0. C) 111.9. D) 89.3.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱTableȱ7.3.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱpriceȱindexȱinȱ2007ȱis
A) 93.9. B) 106.1. C) 94.2. D) 105.8.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱTableȱ7.3ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱpriceȱindexȱinȱ2008ȱis
A) 81.2. B) 118.8. C) 123.2. D) 86.8.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱTableȱ7.3.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱinflationȱrateȱbetweenȱ2006ȱandȱ2007ȱis
A) 3.9%. B) 10.2%. C) 7.4%. D) 6.1%.

Answer: D
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱTableȱ7.3.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱinflationȱrateȱbetweenȱ2006ȱandȱ2007ȱisȱ________
%,ȱandȱtheȱinflationȱrateȱbetweenȱ2007ȱandȱ2008ȱisȱ________ȱ%.

A) 7.4;ȱ13.9 B) 6.1;ȱ16.1 C) 3.9;ȱ17.1 D) 10.2;ȱ10.4
Answer: B
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱTableȱ7.3.ȱTheȱlowestȱinflationȱrateȱisȱbetweenȱtheȱyears
A) 2007ȱandȱ2008.
B) 2006ȱandȱ2007.
C) 2005ȱandȱ2006.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: B
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ7.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ7.4

UnitsȱPurchased ȱ2006
PriceȱperȱUnitȱin

ȱȱȱ2007 ȱ2008
GoodȱA 5 $1.00 $1.50 $1.50
GoodȱB 10 $2.00 $2.50 $3.00
GoodȱC 4 $4.00 $4.50 $5.00

18) ReferȱtoȱTableȱ7.4.ȱTheȱbundleȱpriceȱforȱtheȱgoodsȱinȱperiodȱ2006ȱis
A) $100. B) $41. C) $50.50. D) $57.50.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ7.4.ȱIfȱ2006ȱisȱtheȱbaseȱperiod,ȱtheȱpriceȱindexȱinȱ2006ȱis
A) 1000. B) 100. C) 10. D) 1.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱTableȱ7.4.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱpriceȱindexȱinȱ2007ȱis
A) 81.9. B) 123.2. C) 119.1. D) 76.8.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

21) ReferȱtoȱTableȱ7.4.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱpriceȱindexȱinȱ2008ȱis
A) 71.3. B) 140.2. C) 59.8. D) 128.7.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

22) ReferȱtoȱTableȱ7.4.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱinflationȱrateȱbetweenȱ2006ȱandȱ2007ȱis
A) 12.4%. B) 19.1%. C) 23.2%. D) 17.6%.

Answer: C
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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23) ReferȱtoȱTableȱ7.4.ȱIfȱ2006ȱisȱtheȱbaseȱyear,ȱtheȱinflationȱrateȱbetweenȱ2006ȱandȱ2008ȱis
A) 28.7%. B) 17.4%. C) 25.1%. D) 40.2%.

Answer: D
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

24) ReferȱtoȱTableȱ7.4.ȱIfȱ2007ȱisȱtheȱbaseȱyear,ȱtheȱinflationȱrateȱbetweenȱ2007ȱandȱ2008ȱis
A) 12.2%. B) 7.0%. C) 13.9%. D) 9.4%.

Answer: C
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

25) Ifȱperiodȱ1ȱisȱtheȱbaseȱyear,ȱtheȱbundleȱpriceȱofȱgoodsȱinȱperiodȱ1ȱisȱ$300,ȱandȱtheȱbundleȱprice
ofȱgoodsȱinȱperiodȱ2ȱisȱ$320,ȱtheȱperiodȱ2ȱpriceȱindexȱis

A) 93.8. B) 106.2. C) 93.3. D) 106.7.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

26) Ifȱ2007ȱisȱtheȱbaseȱyear,ȱtheȱbundleȱpriceȱofȱgoodsȱinȱ2007ȱisȱ$500,ȱandȱtheȱbundleȱpriceȱof
goodsȱinȱ2008ȱisȱ$700,ȱtheȱ2008ȱpriceȱindexȱis

A) 128.6. B) 140.0. C) 71.4. D) 60.0.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

27) Ifȱtheȱpriceȱindexȱinȱperiodȱ2ȱisȱ109ȱandȱtheȱpriceȱindexȱinȱperiodȱ3ȱisȱ125,ȱtheȱrateȱofȱinflation
betweenȱperiodȱ2ȱandȱperiodȱ3ȱis

A) 16%. B) 9%. C) 14.7%. D) 8.7%.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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28) Ifȱ2007ȱisȱtheȱbaseȱyearȱandȱtheȱinflationȱrateȱbetweenȱ2007ȱandȱ2008ȱisȱ6.4%,ȱtheȱpriceȱindexȱin
2008ȱis

A) 16.4.
B) 106.4.
C) 64.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformationȱbecauseȱtheȱindexȱinȱtheȱbaseȱyearȱisȱnot

given

Answer: B
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

29) Ifȱ2007ȱisȱtheȱbaseȱyearȱandȱtheȱinflationȱrateȱbetweenȱ2007ȱandȱ2008ȱisȱ -4.5,ȱtheȱpriceȱindexȱin
2008ȱis

A) 104.5.
B) -145.
C) 95.5.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformationȱbecauseȱtheȱbaseȱyearȱisȱnotȱknown

Answer: C
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

30) Ifȱtheȱpriceȱindexȱinȱ2007ȱisȱ115ȱandȱtheȱpriceȱindexȱinȱ2008ȱisȱ102,ȱtheȱrateȱofȱinflationȱbetween
2007ȱandȱ2008ȱis

A) 12.7%. B) -11.3%. C) -13.0%. D) 13.0%.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

31) Theȱindexȱusedȱmostȱoftenȱtoȱmeasureȱinflationȱisȱthe
A) producerȱpriceȱindex. B) consumerȱpriceȱindex.
C) wholesaleȱpriceȱindex. D) GDPȱdeflator.

Answer: B
Diff:ȱ1
Topic: Inflation
Skill: Fact

32) IfȱtheȱCPIȱinȱ2007ȱwasȱ114.7ȱandȱtheȱCPIȱinȱ2008ȱwasȱ124.5,ȱthenȱtheȱrateȱofȱinflationȱbetween
2007ȱandȱ2008ȱwas

A) 9.8%. B) 8.5%. C) 7.9%. D) 14.7%.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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33) IfȱtheȱCPIȱinȱ2007ȱwasȱ104ȱandȱtheȱCPIȱinȱ2008ȱwasȱ106,ȱthenȱtheȱrateȱofȱinflationȱbetweenȱ2007
andȱ2008ȱwas

A) 2.0%. B) 1.92%. C) 1.89%. D) 2.2%.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

34) IfȱtheȱCPIȱinȱperiodȱ1ȱisȱ180ȱandȱtheȱCPIȱinȱperiodȱ2ȱisȱ240,ȱthenȱtheȱrateȱofȱinflationȱbetween
periodȱ1ȱandȱperiodȱ2ȱis

A) 66.7%. B) 25%. C) 33.33%. D) 50%.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

35) TheȱCPIȱinȱperiodȱ1ȱisȱ300ȱandȱtheȱCPIȱinȱperiodȱ2ȱisȱ150.ȱTheȱrateȱofȱinflationȱbetweenȱperiodȱ1
andȱperiodȱ2ȱis

A) -50%. B) -100%. C) 33.33%. D) -60%.

Answer: A
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

36) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Oneȱproblemȱwithȱanyȱfixed-bundleȱindexȱasȱaȱmeasureȱofȱtheȱcostȱofȱlivingȱisȱthatȱit

doesȱnotȱaccountȱforȱsubstitutionsȱthatȱconsumersȱmightȱmakeȱinȱresponseȱtoȱprice
changes.

B) Theȱproducerȱpriceȱindexȱisȱconsideredȱtoȱbeȱaȱleadingȱindicatorȱofȱfutureȱinflationȱrates.
C) TheȱbestȱoverallȱindicatorȱofȱinflationaryȱpressuresȱinȱtheȱeconomyȱisȱtheȱGDPȱdeflator.
D) Theȱconsumerȱpriceȱindexȱsomewhatȱunderstatesȱchangesȱinȱtheȱcostȱofȱliving.

Answer: D
Diff:ȱ3
Topic: Inflation
Skill: Fact

37) Aȱpriceȱindexȱthatȱtendsȱtoȱbeȱaȱleadingȱindicatorȱofȱfutureȱinflationȱratesȱisȱthe
A) consumerȱpriceȱindex. B) producerȱpriceȱindex.
C) GDPȱpriceȱindex. D) retailȱpriceȱindex.

Answer: B
Diff:ȱ3
Topic: Inflation
Skill: Fact
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38) Theȱbroadest-basedȱpriceȱindexȱavailableȱisȱthe
A) GDPȱdeflator. B) producerȱpriceȱindex.
C) consumerȱpriceȱindex. D) wholesaleȱpriceȱindex.

Answer: A
Diff:ȱ2
Topic: Inflation
Skill: Fact

39) Mostȱeconomistsȱconsiderȱtheȱ________ȱasȱtheȱbestȱoverallȱindicatorȱofȱinflationaryȱpressuresȱin
theȱeconomy.

A) producerȱpriceȱindex B) GDPȱdeflator
C) wholesaleȱpriceȱindex D) consumerȱpriceȱindex

Answer: B
Diff:ȱ1
Topic: Inflation
Skill: Fact

40) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Anȱindividualȱlivingȱonȱaȱfixedȱincomeȱisȱalwaysȱmadeȱworseȱoffȱasȱaȱresultȱofȱinflation.
B) Thoseȱindividualsȱreceivingȱwelfareȱbenefitsȱhaveȱbeenȱharmedȱbyȱinflationȱbecause

increasesȱinȱwelfareȱpaymentsȱhaveȱnotȱkeptȱpaceȱwithȱinflation.
C) Inflationȱwillȱhaveȱnoȱeffectȱonȱanȱindividualȱwhoseȱincomeȱisȱindexedȱtoȱtheȱinflation

rate.
D) Someȱpeopleȱinȱsocietyȱbenefitȱfromȱinflation.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

41) Theȱdifferenceȱbetweenȱtheȱinterestȱrateȱonȱaȱloanȱandȱtheȱinflationȱrateȱisȱthe
A) nominalȱinterestȱrate. B) inflationȱpremium.
C) realȱinterestȱrate. D) expectedȱinterestȱrate.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Definition

42) Whichȱofȱtheȱfollowingȱincreasesȱtheȱrealȱinterestȱrate?
A) aȱdecreaseȱinȱtheȱnominalȱinterestȱrate,ȱholdingȱtheȱinflationȱrateȱconstant
B) anȱincreaseȱinȱbothȱtheȱnominalȱinterestȱrateȱandȱtheȱinflationȱrateȱbyȱtheȱsameȱpercentage

points
C) aȱdecreaseȱinȱtheȱinflationȱrate,ȱholdingȱtheȱnominalȱinterestȱrateȱconstant
D) aȱdecreaseȱinȱbothȱtheȱnominalȱinterestȱrateȱandȱtheȱinflationȱrateȱbyȱtheȱsameȱpercentage

points

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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43) IfȱMr.ȱGarrisonȱisȱpaidȱanȱinterestȱrateȱofȱȱ4%ȱonȱhisȱsavings,ȱbutȱtheȱinflationȱrateȱisȱ7%,ȱthe
realȱinterestȱrateȱMr.ȱGarrisonȱearnsȱis

A) 4%. B) -3%. C) -7%. D) 28%.

Answer: B
Diff:ȱ1
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

44) Youȱwantȱtoȱmakeȱaȱ10%ȱrealȱreturnȱonȱaȱloanȱthatȱyouȱareȱplanningȱtoȱmake,ȱandȱtheȱexpected
inflationȱrateȱduringȱtheȱperiodȱofȱtheȱloanȱisȱ4%.ȱYouȱshouldȱchargeȱaȱnominalȱinterestȱrateȱof

A) 6%. B) -6%. C) 10%. D) 14%.

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

45) Lolaȱwantsȱtoȱmakeȱanȱ6%ȱrealȱreturnȱonȱaȱloanȱthatȱsheȱisȱplanningȱtoȱmake,ȱandȱtheȱexpected
inflationȱrateȱduringȱtheȱperiodȱofȱtheȱloanȱisȱ5%.ȱSheȱshouldȱchargeȱanȱinterestȱrateȱof

A) 6%. B) 16%. C) 11%. D) 1%.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

46) Ifȱtheȱinflationȱrateȱisȱsmallerȱthanȱtheȱnominalȱinterestȱrate,ȱtheȱrealȱinterestȱrateȱis
A) positive. B) negative.
C) zero. D) eitherȱpositiveȱorȱzero.

Answer: A
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

47) Elizaȱwantsȱtoȱborrowȱ$100ȱfromȱSandy.ȱSandyȱwantsȱtoȱmakeȱ4%ȱrealȱreturnȱonȱhisȱmoney,ȱso
theyȱbothȱagreeȱonȱaȱ4%ȱinterestȱrateȱpaidȱnextȱyear.ȱElizaȱandȱSandyȱdidȱnotȱanticipateȱany
inflation,ȱyetȱtheȱactualȱinflationȱturnedȱoutȱtoȱbeȱ-5%ȱnextȱyear.ȱInȱthisȱcase,

A) Elizaȱwillȱpayȱanȱ9%ȱȱrealȱinterestȱrate.
B) Sandyȱisȱbetterȱoff.
C) Elizaȱwillȱpayȱaȱ4%ȱnominalȱinterestȱrate.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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48) Deanȱborrowsȱ$400ȱfromȱTim.ȱȱTimȱwantsȱtoȱmakeȱaȱ10%ȱrealȱreturnȱonȱhisȱmoney,ȱsoȱthey
bothȱagreeȱonȱaȱ10%ȱinterestȱrateȱpaidȱnextȱyear.ȱDeanȱandȱTimȱdidȱnotȱanticipateȱany
inflation,ȱyetȱtheȱactualȱinflationȱturnedȱoutȱtoȱbeȱ4%ȱnextȱyear.ȱInȱthisȱcase,

A) Timȱisȱbetterȱoff.
B) Deanȱwillȱpayȱ$56ȱaȱyearȱfromȱnowȱon.
C) Deanȱisȱbetterȱoff.
D) Timȱwillȱreceiveȱmoreȱthanȱ10%ȱofȱrealȱrateȱofȱreturnȱaȱyearȱfromȱnow.

Answer: C
Diff:ȱ2
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

49) Whichȱofȱtheȱfollowingȱisȱaȱcostȱofȱanticipatedȱinflation?
A) Debtorsȱareȱmadeȱworseȱoff.
B) Ifȱpeopleȱareȱnotȱfullyȱinformedȱaboutȱtheȱpriceȱlevelȱchanges,ȱresourcesȱwillȱbe

misallocated.
C) Theȱdegreeȱofȱriskȱassociatedȱwithȱinvestmentsȱinȱtheȱeconomyȱincreases.
D) Creditorsȱareȱmadeȱworseȱoff.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

50) Stoppingȱinflation
A) canȱonlyȱbenefitȱtheȱeconomy,ȱbecauseȱtheȱpriceȱlevelȱwillȱbeȱreduced.
B) mayȱbeȱcostly,ȱifȱtheȱinflationȱisȱstoppedȱbyȱinducingȱaȱrecession.
C) mayȱbeȱcostly,ȱbutȱtheȱbenefitsȱofȱstoppingȱinflationȱwillȱalwaysȱoutweighȱtheȱcostsȱof

suchȱactions.
D) willȱhaveȱnoȱbenefitsȱorȱcostsȱassociatedȱwithȱit.

Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

51) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Whetherȱyouȱgainȱorȱloseȱduringȱaȱperiodȱofȱinflationȱdependsȱonȱwhetherȱyourȱincome

risesȱfasterȱorȱslowerȱthanȱtheȱpricesȱofȱtheȱthingsȱyouȱbuy.
B) Inflationȱthatȱisȱhigherȱthanȱexpectedȱbenefitsȱdebtors,ȱandȱinflationȱthatȱisȱlowerȱthan

expectedȱbenefitsȱcreditors.
C) Thereȱareȱnoȱcostsȱorȱlossesȱassociatedȱwithȱanticipatedȱinflation.
D) Whenȱunanticipatedȱinflationȱoccursȱregularly,ȱtheȱdegreeȱofȱriskȱassociatedȱwith

investmentsȱinȱtheȱeconomyȱincreases.
Answer: C
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills
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52) Whenȱunanticipatedȱinflationȱoccursȱregularly,ȱtheȱdegreeȱofȱriskȱassociatedȱwithȱinvestments
inȱtheȱeconomy

A) increases. B) decreases.
C) remainsȱstable. D) fallsȱtoȱzero.

Answer: A
Diff:ȱ3
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

53) WhichȱofȱtheȱfollowingȱisȱTRUE?
A) Aȱrecessionȱwillȱleadȱtoȱreducedȱoutputȱinȱtheȱfuture,ȱbutȱinflationȱhasȱnoȱeffectȱonȱfuture

output.
B) Bothȱrecessionsȱandȱinflationsȱmayȱreduceȱoutputȱinȱtheȱfuture.
C) Aȱrecessionȱwillȱleadȱtoȱreducedȱoutputȱinȱtheȱfuture,ȱbutȱinflationȱwillȱleadȱtoȱincreased

outputȱinȱtheȱfuture.
D) Aȱrecessionȱwillȱleadȱtoȱincreasedȱoutputȱinȱtheȱfuture,ȱbutȱinflationȱwillȱleadȱto

decreasedȱoutputȱinȱtheȱfuture.
Answer: B
Diff:ȱ2
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) TheȱCPIȱsomewhatȱoverstatesȱchangesȱinȱtheȱcostȱofȱlivingȱbecauseȱitȱdoesȱnotȱallowȱfor
substitutionsȱthatȱconsumersȱmightȱmakeȱinȱresponseȱtoȱpriceȱchanges.
Answer: TRUE
Diff:ȱ3
Topic: Inflation
Skill: Analytic
AACSB: AnalyticȱSkills

2) Aȱ100%ȱincreaseȱinȱtheȱpriceȱofȱsaltȱchangesȱtheȱCPIȱmoreȱthanȱaȱ10%ȱincreaseȱinȱrent.
Answer: FALSE
Diff:ȱ2
Topic: Inflation
Skill: Fact

3) Anȱinflationȱrateȱthatȱisȱlowerȱthanȱexpectedȱbenefitsȱcreditors.
Answer: TRUE
Diff:ȱ3
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Thereȱareȱnoȱcostsȱassociatedȱwithȱinflationȱifȱtheȱinflationȱrateȱisȱperfectlyȱanticipated.
Answer: FALSE
Diff:ȱ2
Topic: Inflation
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Theȱactualȱrealȱrateȱofȱinterestȱisȱtheȱnominalȱrateȱlessȱtheȱactualȱinflationȱrate.
Answer: TRUE
Diff:ȱ2
Topic: Inflation
Skill: Definition

7.3 Long-RunȱGrowth

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱdesirableȱfeatureȱinȱanȱeconomy?
A) rapidȱincreaseȱinȱoutputȱperȱworker B) rapidȱincreaseȱinȱtheȱgeneralȱpriceȱlevel
C) lowȱunemployment D) lowȱinflation

Answer: B
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Whichȱofȱtheȱfollowingȱisȱaȱdesirableȱcharacteristicȱinȱanȱeconomy?
A) highȱinflation B) rapidȱincreaseȱinȱtheȱgeneralȱpriceȱlevel
C) lowȱunemployment D) lowȱemployment

Answer: C
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Whichȱofȱtheȱfollowingȱisȱaȱdesirableȱcharacteristicȱinȱanȱeconomy?
A) growingȱperȱcapitaȱoutput
B) rapidȱincreaseȱinȱtheȱgeneralȱpriceȱlevel
C) populationȱgrowingȱtheȱsameȱrateȱasȱȱoutput
D) populationȱgrowingȱfasterȱthanȱoutput

Answer: A
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱisȱaȱdesirableȱcharacteristicȱinȱanȱeconomy?
A) growingȱperȱcapitaȱoutput B) highȱinflation
C) cyclicalȱunemployment D) sustainedȱdeflation

Answer: A
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Outputȱinȱanȱeconomyȱcanȱbeȱincreasedȱby
A) addingȱmoreȱworkers. B) limitingȱtheȱworkȱweek.
C) usingȱfewerȱmachines. D) decreasingȱinflation.

Answer: A
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Humanȱcapitalȱis
A) theȱmachinesȱpeopleȱown.
B) theȱmoneyȱpeopleȱhave.
C) theȱmentalȱorȱphysicalȱskillsȱpeopleȱhave.
D) theȱpropertyȱpeopleȱown.

Answer: C
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Definition

7) TheȱaverageȱgrowthȱrateȱofȱoutputȱinȱtheȱU.S.ȱeconomyȱsinceȱ1900ȱhasȱbeen
A) 3.4%. B) 2.3%. C) 6.3%. D) 10.5%.

Answer: A
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Fact

8) Aȱprolongedȱandȱdeepȱrecessionȱisȱa
A) hyperinflation. B) slowdown.
C) contraction. D) depression.

Answer: D
Diff:ȱ1
Topic: Long-RunȱGrowth
Skill: Definition

9) Whichȱofȱtheȱfollowingȱisȱnotȱconsideredȱcapital?
A) aȱfactoryȱaȱcompanyȱbuildsȱtoȱproduceȱotherȱoutput
B) aȱtractorȱproducedȱbyȱJohnȱDeere
C) theȱknowledgeȱanȱindividualȱacquiresȱthroughȱeducation
D) 10,000ȱU.S.ȱdollars

Answer: D
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Theȱonlyȱsourceȱofȱeconomicȱgrowthȱisȱgrowthȱinȱtheȱnumberȱofȱworkersȱinȱtheȱeconomy.

Answer: FALSE
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Workersȱwhoȱtakeȱaȱjobȱrelatedȱtrainingȱcourseȱareȱenhancingȱtheirȱhumanȱcapital.
Answer: TRUE
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱtheȱpopulationȱisȱgrowingȱasȱfastȱtheȱeconomy,ȱthenȱperȱcapitaȱoutputȱisȱgrowing.

Answer: FALSE
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Ifȱmoreȱworkersȱhaveȱmoreȱcapitalȱtoȱworkȱwith,ȱthenȱproductionȱwillȱincrease.
Answer: TRUE
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Productivityȱisȱoutputȱperȱworkerȱhour.
Answer: TRUE
Diff:ȱ2
Topic: Long-RunȱGrowth
Skill: Definition
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Chapterȱ8 AggregateȱExpenditure
andȱEquilibriumȱOutput

8.1 TheȱKeynesianȱTheoryȱofȱConsumption

1 MultipleȱChoice

1) TheȱMPCȱis
A) theȱchangeȱinȱconsumptionȱdividedȱbyȱtheȱchangeȱinȱincome.

B) consumptionȱdividedȱbyȱincome.

C) theȱchangeȱinȱconsumptionȱdividedȱbyȱtheȱchangeȱinȱsaving.
D) theȱchangeȱinȱsavingȱdividedȱbyȱtheȱchangeȱinȱincome.

Answer: A
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Definition

2) TheȱMPSȱis
A) theȱchangeȱinȱsavingȱdividedȱbyȱtheȱchangeȱinȱincome.

B) 1ȱ+ȱMPC

C) incomeȱdividedȱbyȱsaving.
D) totalȱsavingȱdividedȱbyȱtotalȱincome.

Answer: A
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Definition

3) Savingȱequals
A) Yȱ-ȱC. B) Yȱ- plannedȱI.
C) Yȱ-ȱactualȱI. D) Inventoryȱchanges.

Answer: A
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Definition

4) IfȱtheȱMPSȱisȱ.60,ȱMPC
A) isȱ1.60.
B) isȱ.30.
C) isȱ.40.
D) cannotȱbeȱdeterminedȱbyȱtheȱgivenȱinformation.

Answer: C
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Ifȱyouȱearnȱadditionalȱ$500ȱinȱdisposableȱincomeȱoneȱweekȱforȱpaintingȱyourȱneighborsȱhouse,
A) theȱtotalȱofȱyourȱconsumptionȱandȱsavingȱwillȱincreaseȱbyȱmoreȱthanȱ$500.
B) theȱtotalȱofȱyourȱconsumptionȱandȱsavingȱwillȱincreaseȱbyȱ$500.
C) theȱtotalȱofȱyourȱconsumptionȱandȱsavingȱwillȱincreaseȱbyȱlessȱthanȱ$500.
D) yourȱconsumptionȱwillȱincreaseȱbyȱmoreȱthanȱ$500,ȱevenȱifȱyourȱMPSȱisȱ0.1.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) IfȱLoganȱreceivedȱaȱ$2,500ȱbonusȱandȱhisȱMPS isȱ0.20,ȱhisȱconsumptionȱrisesȱbyȱ$________ȱand
hisȱsavingȱrisesȱbyȱ$________.

A) 500;ȱ100 B) 2,500;ȱ200 C) 2,000;ȱ500 D) 2,500;ȱ20
Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

7) Savingȱisȱaȱ________ȱvariableȱandȱsavingsȱisȱaȱ________ȱvariable.
A) flow;ȱflow B) stock;ȱstock C) flow;ȱstock D) stock;ȱflow

Answer: C
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Uncertaintyȱaboutȱtheȱfutureȱisȱlikelyȱto
A) increaseȱcurrentȱspending.
B) haveȱnoȱimpactȱonȱcurrentȱspending.
C) decreaseȱcurrentȱspending.
D) eitherȱincreaseȱorȱdecreaseȱcurrentȱspending.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Higherȱinterestȱratesȱareȱlikelyȱto
A) haveȱnoȱeffectȱonȱconsumerȱspendingȱorȱsaving.
B) decreaseȱconsumerȱspendingȱandȱincreaseȱconsumerȱsaving.
C) decreaseȱbothȱconsumerȱspendingȱandȱconsumerȱsaving.
D) increaseȱconsumerȱspendingȱandȱdecreaseȱconsumerȱsaving.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Consumptionȱis
A) positivelyȱrelatedȱtoȱhouseholdȱincomeȱandȱwealthȱandȱhouseholdsȇȱexpectationsȱabout

theȱfuture,ȱbutȱnegativelyȱrelatedȱtoȱinterestȱrates.
B) negativelyȱrelatedȱtoȱhouseholdȱincomeȱandȱwealth,ȱinterestȱrates,ȱandȱhouseholdsȇ

expectationsȱaboutȱtheȱfuture.
C) determinedȱonlyȱbyȱincome.

D) positivelyȱrelatedȱtoȱhouseholdȱincomeȱandȱwealth,ȱinterestȱrates,ȱandȱhouseholdsȇ
expectationsȱaboutȱtheȱfuture.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

11) Inȱaȱclosedȱeconomyȱwithȱnoȱgovernment,ȱaggregateȱexpenditureȱis
A) consumptionȱplusȱinvestment. B) savingȱplusȱinvestment.

C) consumptionȱplusȱtheȱMPC. D) MPCȱ+ MPS.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) IfȱWandaȇsȱincomeȱisȱreducedȱtoȱzeroȱafterȱsheȱlosesȱherȱjob,ȱherȱconsumptionȱwillȱbeȱ________
andȱherȱsavingȱwillȱbeȱ________.

A) lessȱthanȱzero;ȱlessȱthanȱzero B) greaterȱthanȱzero;ȱgreaterȱthanȱzero
C) lessȱthanȱzero;ȱgreaterȱthanȱzero D) greaterȱthanȱzero;ȱlessȱthanȱzero

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.1

13) ReferȱtoȱFigureȱ8.1.ȱTheȱMPSȱforȱthisȱhouseholdȱisȱ________ȱandȱtheȱMPCȱisȱ________.
A) 0.4;ȱ0.6 B) 0.5;ȱ0.5 C) 0.2;ȱ0.8 D) 0.3;ȱ0.7

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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14) ReferȱtoȱFigureȱ8.1.ȱTheȱequationȱforȱthisȱhouseholdȇsȱsavingȱfunctionȱis
A) Sȱ=ȱ-200ȱ+ .8Y. B) S = -300ȱ+ 0.25Y.
C) Sȱ=ȱ-500ȱ+ .5Y. D) S = -1,000ȱ+ 0.8Y.

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ8.1.ȱAtȱincomeȱlevelȱ$1,500,ȱthisȱhouseholdȇsȱsavingȱisȱ________ȱthanȱ(to)ȱzero
andȱthisȱhouseholdȇsȱconsumptionȱisȱ________ȱzero.

A) lessȱthan;ȱgreaterȱthan B) equalȱtoȱ;ȱequalȱto
C) greaterȱthan;ȱlessȱthan D) greaterȱthan;ȱgreaterȱthan

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱFigureȱ8.1.ȱThisȱhouseholdȇsȱconsumptionȱfunctionȱis
A) Cȱ=ȱ200ȱ+ȱ0.2Y. B) C = 300ȱ+ 0.75Y.
C) Cȱ=ȱ500ȱ+ȱ0.5Y. D) C = 1,000ȱ+ 0.2Y.

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱFigureȱ8.1.ȱThisȱhouseholdȱsavesȱ-$300ȱatȱanȱincomeȱlevelȱof
A) $400. B) $300 C) $250. D) $125.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱFigureȱ8.1.ȱThisȱhouseholdȱconsumesȱ$2,000ȱatȱanȱincomeȱlevelȱof
A) $3,000. B) $2,000. C) $2,275. D) $1,840.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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19) ReferȱtoȱFigureȱ8.1.ȱAnȱincreaseȱinȱtheȱamountȱofȱconsumptionȱthisȱhouseholdȱmakesȱwhenȱthis
householdȇsȱincomeȱisȱzero

A) makesȱtheȱconsumptionȱfunctionȱsteeper.
B) makesȱtheȱsavingȱfunctionȱflatter.
C) shiftsȱtheȱconsumptionȱfunctionȱdownward.

D) shiftsȱtheȱsavingȱfunctionȱdownward.

Answer: D
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ8.1.ȱAnȱincreaseȱinȱtheȱMPC
A) makesȱtheȱconsumptionȱfunctionȱflatter.
B) makesȱtheȱsavingȱfunctionȱflatter.
C) shiftsȱtheȱconsumptionȱfunctionȱupward.

D) shiftsȱtheȱsavingȱfunctionȱdownward.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.2

21) ReferȱtoȱFigureȱ8.2.ȱTheȱlineȱsegmentȱBD representsȱJerryȇs
A) consumptionȱwhenȱincomeȱequalsȱY1.
B) savingȱwhenȱincomeȱequalsȱzero.
C) savingȱwhenȱincomeȱisȱY1.
D) consumptionȱwhenȱincomeȱequalsȱzero.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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22) ReferȱtoȱFigureȱ8.2.ȱJerryȇsȱconsumptionȱequalsȱhisȱincomeȱatȱPoint
A) B. B) A. C) D. D) C.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

23) ReferȱtoȱFigureȱ8.2.ȱJerryȇsȱsavingȱequalsȱzeroȱatȱincomeȱlevel
A) zero. B) Y1. C) Y2. D) Y2ȱ-ȱY1.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

24) ReferȱtoȱFigureȱ8.2.ȱAlongȱtheȱlineȱsegmentȱAC,ȱJerryȇs
A) consumptionȱequalsȱhisȱincome.

B) consumptionȱisȱgreaterȱthanȱhisȱincome.

C) savingȱisȱzero.
D) savingȱisȱpositive.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

25) ReferȱtoȱFigureȱ8.2.ȱAlongȱtheȱsegmentȱAB,ȱJerryȇs
A) consumptionȱisȱlessȱthanȱhisȱincome. B) savingȱisȱpositive.
C) consumptionȱequalsȱhisȱincome. D) savingȱisȱnegative.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

26) ReferȱtoȱFigureȱ8.2.ȱPositiveȱsavingȱoccursȱalongȱtheȱlineȱsegment

A) BC. B) DC. C) AC. D) BA.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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27) ReferȱtoȱFigureȱ8.2.ȱAnȱincreaseȱinȱJerryȇsȱincomeȱisȱrepresentedȱby
A) anȱupwardȱshiftȱinȱJerryȇsȱconsumptionȱfunction.
B) anȱincreaseȱinȱtheȱslopeȱofȱJerryȇsȱconsumptionȱfunction.
C) aȱmovementȱfromȱPointȱB toȱA.
D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

28) ReferȱtoȱFigureȱ8.2.ȱSupposeȱJerryȇsȱMPC increases.ȱAtȱincomeȱY1,ȱJerryȇs
A) consumptionȱwillȱbeȱgreaterȱthanȱhisȱincome.

B) consumptionȱwillȱbeȱlessȱthanȱhisȱincome.

C) savingȱwillȱbeȱzero.
D) allȱofȱtheȱabove

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

29) Theȱfractionȱofȱaȱchangeȱinȱincomeȱthatȱisȱconsumedȱorȱspentȱisȱcalled
A) theȱmarginalȱpropensityȱofȱincome. B) theȱmarginalȱpropensityȱtoȱsave.
C) theȱmarginalȱpropensityȱtoȱconsume. D) averageȱconsumption.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Definition

30) Ifȱyouȱsaveȱ$80ȱwhenȱyouȱexperienceȱaȱ$400ȱriseȱinȱyourȱincome,

A) yourȱMPSȱisȱ0.25. B) yourȱMPC isȱ0.80.
C) yourȱMPCȱisȱ0.85. D) yourȱMPS isȱ0.40.

Answer: B
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

31) Ifȱconsumptionȱisȱ$30,000ȱwhenȱincomeȱisȱ$35,000,ȱandȱconsumptionȱincreasesȱtoȱ$36,000ȱwhen

incomeȱincreasesȱtoȱ$43,000,ȱtheȱMPCȱis
A) 0.65. B) 0.80. C) 0.75. D) 0.95.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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32) Ifȱconsumptionȱisȱ$10,000ȱwhenȱincomeȱisȱ$10,000,ȱandȱconsumptionȱincreasesȱtoȱ$11,000ȱwhen

incomeȱincreasesȱtoȱ$12,000,ȱtheȱMPSȱis
A) 0.10. B) 0.25. C) 0.50. D) 0.90.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

33) Supposeȱconsumptionȱisȱ$5,000ȱwhenȱincomeȱisȱ$8,000ȱandȱtheȱMPC equalsȱ0.9.ȱWhenȱincome

increasesȱtoȱ$10,000,ȱconsumptionȱis
A) $4,500. B) $2,700. C) $6,800. D) $7,200.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

34) Supposeȱsavingȱisȱ$1,400ȱwhenȱincomeȱisȱ$10,000ȱandȱtheȱMPC equalsȱ0.8.ȱWhenȱincome

increasesȱtoȱ$12,000,ȱsavingȱis
A) $1,680. B) $1,800. C) $2,200. D) $3,000.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

35) Supposeȱconsumptionȱisȱ$60,000ȱwhenȱincomeȱisȱ$90,000ȱandȱtheȱMPS equalsȱ0.25.ȱWhen

incomeȱincreasesȱtoȱ$100,000,ȱconsumptionȱis
A) $70,000. B) $85,000. C) $67,500. D) $90,250.

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

36) IfȱtheȱMPSȱisȱ.22,ȱtheȱMPCȱis
A) -0.22. B) 0.78. C) 1.22. D) 0.66.

Answer: B
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) IfȱtheȱMPSȱisȱ.05,ȱtheȱMPCȱis
A) -0.05. B) 2.25. C) 0.95. D) 1.05.

Answer: C
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) IfȱtheȱconsumptionȱfunctionȱisȱofȱtheȱformȱC = 80ȱ+ 0.4Y,ȱtheȱMPS equals
A) -0.4. B) 0.4. C) 0.6. D) -0.6.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) IfȱtheȱsavingȱfunctionȱisȱofȱtheȱformȱS = -20ȱ+ 0.3Y,ȱconsumptionȱatȱanȱincomeȱlevelȱofȱ200ȱis
A) 80. B) 120. C) 160. D) 180.

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

40) IfȱLilyȇsȱconsumptionȱfunctionȱisȱofȱtheȱformȱC = 100ȱ+ 0.8Y,ȱherȱsavingȱequalsȱzeroȱatȱan
incomeȱlevelȱof

A) 180.

B) 500.

C) 800.

D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

41) IfȱZanderȇsȱsavingȱfunctionȱisȱofȱtheȱformȱS = -150ȱ+ 0.5Y,ȱhisȱconsumptionȱequalsȱhisȱincome

atȱanȱincomeȱlevelȱof
A) 150. B) 225. C) 1,500. D) 300.

Answer: D
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ8.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ8.1
AggregateȱIncomeȱ($ȱbillion) AggregateȱConsumptionȱ($billion)

0

50

100

150

200

80

125

170

215

260

42) ReferȱtoȱTableȱ8.1.ȱTheȱequationȱforȱtheȱaggregateȱconsumptionȱfunctionȱis
A) Cȱ=ȱ80ȱ+ȱ.95Y. B) C = 80ȱ+ .9Y. C) C = 80ȱ+ .75Y. D) Cȱ=ȱ-80ȱ+ .45Y.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

43) ReferȱtoȱTableȱ8.1.ȱSocietyȇsȱMPC is

A) 0.90. B) 0.95. C) 0.80. D) 0.05.

Answer: A
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

44) ReferȱtoȱTableȱ8.1.ȱSocietyȇsȱMPS is
A) 0.05. B) 0.10. C) 0.20. D) 0.95.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

45) ReferȱtoȱTableȱ8.1.ȱAtȱanȱaggregateȱincomeȱlevelȱofȱ$100,ȱaggregateȱsavingȱwouldȱbe
A) -$30. B) $30. C) -$70. D) $50.

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

46) ReferȱtoȱTableȱ8.1.ȱAssumingȱsocietyȇsȱMPC isȱconstantȱatȱanȱaggregateȱofȱincomeȱofȱ$300,
aggregateȱconsumptionȱwouldȱbeȱ________.

A) $325. B) $350. C) $305. D) $425.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ8.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ8.2
AggregateȱIncomeȱ($ȱbillions) AggregateȱSavingȱ($ȱbillion)

0

150

300

450

600

-100

-85

-70

-55

ȱȱȱȱ-40

47) ReferȱtoȱTableȱ8.2.ȱTheȱequationȱforȱtheȱaggregateȱsavingȱfunctionȱis
A) Sȱ=ȱ-100ȱ+ .15Y. B) S = -100ȱ+ .1Y.
C) Sȱ=ȱ-150ȱ+ .2Y. D) S = -150ȱ+ .85Y.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

48) ReferȱtoȱTableȱ8.2.ȱSocietyȇsȱMPC is

A) 0.1. B) 0.2. C) 0.8. D) 0.9.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

49) ReferȱtoȱTableȱ8.2.ȱSocietyȇsȱMPS is
A) 0.2. B) 0.3. C) 0.1. D) 0.9.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

50) ReferȱtoȱTableȱ8.2.ȱAssumingȱsocietyȇsȱMPCȱisȱconstant,ȱatȱanȱaggregateȱincomeȱlevelȱofȱ$900,
aggregateȱconsumptionȱwouldȱbe

A) $665. B) $910. C) $1,200. D) $1,750.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

51) ReferȱtoȱTableȱ8.2.ȱAssumingȱsocietyȇsȱMPC isȱconstant,ȱatȱanȱaggregateȱincomeȱofȱ$1,200
aggregateȱsavingȱwouldȱbeȱ________.

A) $0 B) $20 C) $55 D) $150

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.3

52) ReferȱtoȱFigureȱ8.3.ȱTheȱequationȱforȱtheȱaggregateȱconsumptionȱfunctionȱis
A) Cȱ=ȱ140ȱ+ȱ.5Y. B) C = 60ȱ+ .7Y. C) C = 80ȱ+ .6Y. D) Cȱ=ȱ60ȱ+ .4Y.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

53) ReferȱtoȱFigureȱ8.3.ȱTheȱequationȱforȱtheȱaggregateȱsavingȱfunctionȱis
A) Sȱ=ȱ-60ȱ+ȱ.3Y. B) S = -200ȱ+ .6Y. C) S = -140ȱ+ .5Y. D) Sȱ=ȱ-80ȱ+ .4Y

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

54) ReferȱtoȱFigureȱ8.3.ȱInȱthisȱeconomy,ȱaggregateȱsavingȱwillȱbeȱzeroȱifȱincomeȱis
A) $100ȱbillion. B) $200ȱbillion. C) $300ȱbillion. D) $400ȱbillion.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

55) ReferȱtoȱFigureȱ8.3.ȱForȱthisȱsociety,ȱaggregateȱsavingȱisȱpositiveȱifȱaggregateȱincomeȱis
A) aboveȱzero. B) betweenȱ$0ȱandȱ$150ȱbillion.
C) equalȱtoȱ$200ȱbillion. D) aboveȱ$200ȱbillion.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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56) ReferȱtoȱFigureȱ8.3.ȱIfȱaggregateȱincomeȱisȱ$1,000ȱbillion,ȱthenȱinȱthisȱsocietyȱaggregateȱsavingȱis
________ȱbillion.

A) $300 B) $320 C) $240 D) $550

Answer: C
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

57) ReferȱtoȱFigureȱ8.3.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Aggregateȱsavingȱisȱnegativeȱforȱallȱincomeȱlevelsȱbelowȱ$400ȱbillion.
B) Forȱallȱaggregateȱincomeȱlevelsȱaboveȱ$200ȱbillion,ȱaggregateȱconsumptionȱisȱlessȱthan

aggregateȱincome.

C) Ifȱconsumptionȱisȱtheȱonlyȱexpenditure,ȱthisȱeconomyȱwouldȱbeȱinȱequilibriumȱatȱan
aggregateȱincomeȱlevelȱofȱ$200ȱbillion.

D) Savingȱisȱnegativeȱatȱallȱincomeȱlevelsȱbelowȱ$200ȱbillion.
Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.4

58) ReferȱtoȱFigureȱ8.4.ȱTheȱaggregateȱconsumptionȱfunctionsȱC1 andȱC2
A) haveȱtheȱsameȱMPCȱvalues.
B) implyȱaȱdifferentȱMPSȱvalues.
C) haveȱtheȱsameȱautonomousȱconsumptionȱvalues.
D) haveȱtheȱsameȱbreak-evenȱvalues.

Answer: A
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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59) ReferȱtoȱFigureȱ8.4.ȱWhichȱconsumptionȱfunctionȱhasȱtheȱlargestȱMPC?
A) C1. B) C2.

C) C3. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

60) ReferȱtoȱFigureȱ8.4.ȱSupposeȱtheȱconsumptionȱfunctionȱforȱC1 = 10ȱ+ 0.8Y,ȱtheȱconsumption

functionȱthatȱbestȱfitsȱC2ȱis
A) C2ȱ=ȱ20ȱ+ȱ0.8Y. B) C2 = 10ȱ+ 0.4Y.
C) C2ȱ=ȱ40ȱ+ȱ0.5Y. D) C2 = 20ȱ+ 0.1Y.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

61) ReferȱtoȱFigureȱ8.4.ȱSupposeȱtheȱconsumptionȱfunctionȱforȱC1 = 20ȱ+ 0.5Y,ȱtheȱconsumption

functionȱthatȱbestȱfitsȱC3ȱis
A) C3ȱ=ȱ20ȱ+ȱ0.8Y. B) C3 = 20ȱ+ 0.4Y.
C) C3ȱ=ȱ40ȱ+ȱ0.5Y. D) C3 = 40ȱ+ 0.4Y.

Answer: A
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

62) ReferȱtoȱFigureȱ8.4.ȱIfȱincomeȱisȱY1,ȱaggregateȱconsumptionȱisȱtheȱgreatestȱwhenȱtheȱaggregate
consumptionȱfunctionȱis

A) C3. B) C2.

C) C1. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

63) ReferȱtoȱFigureȱ8.4.ȱIfȱincomeȱisȱY2
A) theȱsocietyȇsȱsavingȱisȱnegativeȱalongȱC1,ȱC2,ȱandȱC3.
B) theȱsocietyȇsȱconsumptionȱisȱequalȱalongȱC2 andȱC3.
C) theȱsocietyȇsȱsavingȱisȱpositiveȱalongȱC2 andȱC3.
D) theȱsocietyȇsȱsavingsȱisȱnegativeȱalongȱC1.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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64) Ifȱtheȱconsumptionȱfunctionȱisȱbelowȱtheȱ45-degreeȱline,
A) consumptionȱisȱlessȱthanȱincomeȱandȱsavingȱisȱpositive.
B) consumptionȱisȱlessȱthanȱincomeȱandȱsavingȱisȱnegative.
C) consumptionȱexceedsȱincomeȱandȱsavingȱisȱpositive.
D) consumptionȱexceedsȱincomeȱandȱsavingȱisȱnegative.

Answer: A
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.5

65) ReferȱtoȱFigureȱ8.5.ȱTheȱMPSȱforȱthisȱsavingȱfunctionȱis
A) 5. B) 0.25. C) 0.5. D) 4.

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

66) ReferȱtoȱFigureȱ8.5.ȱIfȱaggregateȱincomeȱisȱ$400ȱbillion,ȱaggregateȱsavingȱisȱ________ȱbillion.
A) -$300 B) -$100 C) $0 D) $500

Answer: B
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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67) ReferȱtoȱFigureȱ8.5.ȱIfȱaggregateȱincomeȱisȱ$900ȱbillion,ȱaggregateȱconsumption

A) isȱ$25ȱbillion.
B) isȱ$800ȱbillion.
C) isȱ$875ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.6

68) ReferȱtoȱFigureȱ8.6.ȱTheȱMPSȱforȱthisȱsavingȱfunctionȱis
A) .4. B) .2. C) .25. D) .1.

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

69) ReferȱtoȱFigureȱ8.6.ȱIfȱaggregateȱincomeȱisȱ$800,ȱaggregateȱsavingȱisȱ________.
A) -$100 B) -$20 C) $40 D) $20

Answer: D
Diff:ȱ2
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills

70) ReferȱtoȱFigureȱ8.6.ȱIfȱaggregateȱincomeȱisȱ$1,000,ȱaggregateȱconsumptionȱis
A) $850. B) $960. C) $910. D) $920.

Answer: B
Diff:ȱ3
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Analytic
AACSB: AnalyticȱSkills
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2 True/False

1) Asȱinterestȱratesȱfall,ȱspendingȱdecreases.
Answer: FALSE
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Uncertaintyȱaboutȱtheȱfutureȱisȱlikelyȱtoȱincreaseȱcurrentȱspending.
Answer: FALSE
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱmarginalȱpropensityȱtoȱconsumeȱisȱtheȱchangeȱinȱconsumptionȱperȱchangeȱinȱincome.

Answer: TRUE
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Definition

4) Ifȱtheȱmarginalȱpropensityȱtoȱconsumeȱisȱ.8,ȱtheȱmarginalȱpropensityȱtoȱsaveȱisȱ8.
Answer: FALSE
Diff:ȱ1
Topic: TheȱKeynesianȱTheoryȱofȱConsumption
Skill: Conceptual
AACSB: ReflectiveȱThinking

8.2 PlannedȱInvestment

1 MultipleȱChoice

1) TheȱTinyȱTotsȱToyȱCompanyȱmanufacturesȱonlyȱsleds.ȱInȱ2007ȱTinyȱTotsȱmanufacturedȱ10,000
sleds,ȱbutȱsoldȱonlyȱ8,000ȱsleds.ȱInȱ2007ȱTinyȱTotsȇȱchangeȱinȱinventoryȱwas

A) -2,000ȱsleds. B) 1,000ȱsleds. C) 2,000ȱsleds. D) 3,000ȱsleds.
Answer: C
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills

2) TheȱJacksonȱToolȱCompanyȱmanufacturesȱonlyȱtools.ȱInȱ2008ȱJacksonȱToolsȱmanufactured

20,000ȱtools,ȱbutȱsoldȱ21,000ȱtools.ȱInȱ2008ȱJacksonȱToolsȇȱchangeȱinȱinventoryȱwas

A) -2,000ȱtools. B) 1,000ȱtools. C) -1,000ȱtools. D) 3,000ȱtools.
Answer: C
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills
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3) WhichȱofȱtheȱfollowingȱisȱNOTȱconsideredȱinvestment?

A) Theȱacquisitionȱofȱcapitalȱgoods B) Theȱpurchaseȱofȱgovernmentȱbonds
C) Theȱincreaseȱinȱplannedȱinventories D) Theȱconstructionȱofȱaȱnewȱfactory

Answer: B
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱisȱanȱinvestment?

A) theȱpurchaseȱofȱaȱnewȱprintingȱpressȱbyȱaȱbusiness
B) theȱpurchaseȱofȱaȱcorporateȱbondȱbyȱaȱhousehold
C) theȱpurchaseȱofȱaȱshareȱofȱstockȱbyȱaȱhousehold
D) aȱleveragedȱbuyoutȱofȱoneȱcorporationȱbyȱanother

Answer: A
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Overȱwhichȱcomponentȱofȱinvestmentȱdoȱfirmsȱhaveȱtheȱleastȱamountȱofȱcontrol?
A) purchasesȱofȱnewȱequipment B) constructionȱofȱnewȱfactories
C) changesȱinȱinventories D) buildingȱnewȱmachines

Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) AssumeȱthatȱinȱScandia,ȱplannedȱinvestmentȱisȱ$80ȱbillionȱbutȱactualȱinvestmentȱisȱ$60ȱbillion.
Unplannedȱinventoryȱinvestmentȱis

A) -$10ȱbillion. B) $140ȱbillion. C) -$20ȱbillion. D) $70ȱbillion.
Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills

7) AssumeȱthatȱinȱJabara,ȱplannedȱinvestmentȱisȱ$30ȱbillion,ȱbutȱactualȱinvestmentȱisȱ$45ȱbillion.
Unplannedȱinventoryȱinvestmentȱis

A) $75ȱbillion. B) -$15ȱbillion. C) $15ȱbillion. D) -$75ȱbillion.
Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills
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8) Ifȱunplannedȱbusinessȱinvestmentȱisȱ$20ȱmillionȱandȱplannedȱinvestmentȱisȱ$20ȱmillion,ȱthen
actualȱinvestmentȱis

A) $20ȱmillion. B) $40ȱmillion. C) -$20ȱmillion. D) $200ȱmillion.

Answer: B
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills

9) Inȱ2006ȱHappylandȇsȱplannedȱinvestmentȱwasȱ$90ȱbillionȱandȱitsȱactualȱinvestmentȱwasȱ$140
billion.ȱInȱ2006ȱHappylandȇsȱunplannedȱinventoryȱchangeȱwas

A) -$50ȱbillion. B) -$115ȱbillion. C) $50ȱbillion. D) $230ȱbillion.
Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills

10) Ifȱplannedȱinvestmentȱexceedsȱactualȱinvestment,

A) thereȱwillȱbeȱanȱaccumulationȱofȱinventories.
B) thereȱwillȱbeȱnoȱchangeȱinȱinventories.
C) thereȱwillȱbeȱaȱdeclineȱinȱinventories.
D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) IfȱInventoryȱinvestmentȱisȱhigherȱthanȱfirmsȱplanned,
A) actualȱandȱplannedȱinvestmentȱareȱequal.
B) actualȱinvestmentȱisȱlessȱthanȱplannedȱinvestment.

C) actualȱinvestmentȱisȱgreaterȱthanȱplannedȱinvestment.

D) actualȱinvestmentȱmustȱbeȱnegative.
Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.7ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.7

12) ReferȱtoȱFigureȱ8.7.ȱInȱAzora,ȱplannedȱinvestmentȱdoesȱnotȱvaryȱwithȱincome.ȱAzoraȇsȱplanned
investmentȱfunctionȱisȱrepresentedȱby

A) PanelȱA. B) PanelȱB. C) PanelȱC. D) PanelȱD.
Answer: B
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ8.7.ȱInȱFarley,ȱplannedȱinvestmentȱvariesȱinverselyȱwithȱincome.ȱFarleyȇs
plannedȱinvestmentȱfunctionȱisȱrepresentedȱby

A) PanelȱA. B) PanelȱB. C) PanelȱC. D) PanelȱD.
Answer: D
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Analytic
AACSB: AnalyticȱSkills
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14) Withoutȱtheȱgovernmentȱorȱtheȱforeignȱsectorȱinȱtheȱincome-expenditureȱmodel,ȱplanned
aggregateȱexpenditureȱequals

A) consumptionȱplusȱactualȱinvestment.

B) consumptionȱplusȱinventoryȱadjustment.

C) consumptionȱminusȱplannedȱinvestment.

D) consumptionȱplusȱplannedȱinvestment.

Answer: D
Diff:ȱ1
Topic: PlannedȱInvestment
Skill: Conceptual

15) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ147ȱ[459]:ȱAȱrecentȱstudyȱbyȱeconomistsȱatȱYale
UniversityȱandȱtheȱUniversityȱofȱChicagoȱsuggestsȱthatȱchangingȱretirementȱplanȱenrollment

optionsȱfromȱȈopt-inȈȱsystemsȱtoȱȈopt-outȈȱsystemsȱincreasedȱpensionȱplanȱenrollmentȱafter
threeȱmonthsȱofȱworkȱfromȱ________ȱpercentȱofȱworkersȱtoȱ________ȱpercentȱofȱworkers.

A) 80;ȱ22 B) 10;ȱ100 C) 65;ȱ98 D) 77;ȱ42
Answer: C
Diff:ȱ1
Topic: PlannedȱInvestment:ȱEconomicsȱinȱPractice
Skill: Fact

16) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ147ȱ[459]:ȱEarlyȱresultsȱfromȱtheȱSaveȱMoreȱTomorrow

retirementȱplansȱhaveȱshownȱ________ȱinȱtheȱsavingsȱratesȱofȱtheȱenrolled.
A) veryȱlittleȱchange B) mixedȱresults
C) significantȱdecreases D) dramaticȱincreases

Answer: D
Diff:ȱ1
Topic: PlannedȱInvestment:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Ifȱactualȱinvestmentȱisȱgreaterȱthanȱplannedȱinvestment,ȱunplannedȱinventoriesȱdecline.
Answer: FALSE
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Firmsȱreactȱtoȱanȱunplannedȱinventoryȱinvestmentȱbyȱincreasingȱoutput.
Answer: FALSE
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Firmsȱreactȱtoȱnegativeȱinventoryȱinvestmentȱbyȱincreasingȱoutput.
Answer: TRUE
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Ifȱplannedȱsavingȱexceedsȱplannedȱinvestment,ȱinjectionsȱareȱgreaterȱthanȱleakages.
Answer: FALSE
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱplannedȱinvestmentȱincreases,ȱequilibriumȱwillȱbeȱrestoredȱonlyȱwhenȱsavingȱhasȱincreased
byȱexactlyȱtheȱamountȱofȱtheȱinitialȱincreaseȱinȱplannedȱinvestment,ȱassumingȱthereȱisȱno
governmentȱorȱforeignȱsector.
Answer: TRUE
Diff:ȱ2
Topic: PlannedȱInvestment
Skill: Conceptual
AACSB: ReflectiveȱThinking

8.3 TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)

1 MultipleȱChoice

1) Inȱmacroeconomics,ȱequilibriumȱisȱdefinedȱasȱthatȱpointȱatȱwhich

A) savingȱequalsȱconsumption.

B) plannedȱaggregateȱexpenditureȱequalsȱaggregateȱoutput.
C) plannedȱaggregateȱexpenditureȱequalsȱconsumption.

D) aggregateȱoutputȱequalsȱconsumptionȱminusȱinvestment.

Answer: B
Diff:ȱ1
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Definition

2) Theȱeconomyȱcanȱbeȱinȱequilibriumȱif,ȱandȱonlyȱif,
A) plannedȱinvestmentȱisȱzero.
B) actualȱinvestmentȱisȱzero.
C) plannedȱinvestmentȱisȱgreaterȱthanȱactualȱinvestment.

D) plannedȱinvestmentȱequalsȱactualȱinvestment.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱaggregateȱoutputȱisȱgreaterȱthanȱplannedȱspending,ȱthen
A) unplannedȱinventoryȱinvestmentȱisȱzero.
B) unplannedȱinventoryȱinvestmentȱisȱnegative.
C) unplannedȱinventoryȱinvestmentȱisȱpositive.
D) actualȱinvestmentȱequalsȱplannedȱinvestment.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Ifȱunplannedȱinventoryȱinvestmentȱisȱpositive,ȱthen
A) plannedȱinvestmentȱmustȱbeȱzero.
B) plannedȱaggregateȱspendingȱmustȱbeȱgreaterȱthanȱaggregateȱoutput.
C) plannedȱaggregateȱspendingȱmustȱbeȱlessȱthanȱaggregateȱoutput.
D) plannedȱaggregateȱspendingȱmustȱequalȱaggregateȱoutput.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱaggregateȱoutputȱequalsȱplannedȱaggregateȱexpenditure,ȱthen
A) unplannedȱinventoryȱinvestmentȱisȱzero.
B) unplannedȱinventoryȱadjustmentȱisȱnegative.
C) unplannedȱinventoryȱadjustmentȱisȱpositive.
D) actualȱinvestmentȱisȱgreaterȱthanȱplannedȱinvestment.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ8.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ8.3

AggregateȱOutput
AllȱFiguresȱinȱBillionsȱofȱDollars

AggregateȱConsumption PlannedȱInvestment
200

400

600

800

1,000

300

450

600

750

900

100

100

100

100

100

6) ReferȱtoȱTableȱ8.3.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$400ȱbillion,ȱplannedȱexpenditureȱequals
A) $550ȱbillion. B) $450ȱbillion. C) $500ȱbillion. D) $850ȱbillion.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ8.3.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$800ȱbillion,ȱaggregateȱsaving
A) equalsȱ-$50ȱbillion.
B) equalsȱ$0.
C) equalsȱ$50ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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8) ReferȱtoȱTableȱ8.3.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$200ȱbillion,ȱtheȱunplannedȱinventory
changeȱis

A) -$150ȱbillion. B) -$200ȱbillion. C) -$50ȱbillion. D) $100ȱbillion.
Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱTableȱ8.3.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$600ȱbillion,ȱtheȱunplannedȱinventory
changeȱis

A) -$100ȱbillion. B) -$50ȱbillion. C) $0. D) $50ȱbillion.
Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱTableȱ8.3.ȱIfȱaggregateȱoutputȱequalsȱ________,ȱthereȱwillȱbeȱaȱ$100ȱbillionȱunplanned
decreaseȱinȱinventories.

A) $200ȱbillion B) $400ȱbillion C) $600ȱbillion D) $800ȱbillion
Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱTableȱ8.3.ȱTheȱequilibriumȱlevelȱofȱaggregateȱoutputȱequals
A) $400ȱbillion. B) $600ȱbillion. C) $800ȱbillion. D) $1,000ȱbillion.

Answer: D
Diff:ȱ1
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱTableȱ8.3.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Atȱoutputȱlevelsȱgreaterȱthanȱ$800ȱbillion,ȱthereȱisȱaȱpositiveȱunplannedȱinventory

change.

B) Ifȱaggregateȱoutputȱequalsȱ$1000ȱbillion,ȱthenȱaggregateȱsavingȱequalsȱ$100.
C) TheȱMPCȱforȱthisȱeconomyȱisȱ.75.
D) Atȱanȱoutputȱlevelȱofȱ$400ȱbillion,ȱthereȱisȱaȱ$150ȱbillionȱunplannedȱinventoryȱdecrease.

Answer: A
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱTableȱ8.3.ȱPlannedȱsavingȱequalsȱplannedȱinvestmentȱatȱanȱaggregateȱoutputȱlevel
A) ofȱ$1000ȱbillion.
B) ofȱ$600ȱbillion.
C) ofȱ$800ȱbillion.
D) thatȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱTableȱ8.3.ȱPlannedȱinvestmentȱequalsȱactualȱinvestmentȱat
A) allȱincomeȱlevels. B) allȱincomeȱlevelsȱaboveȱ$600ȱbillion.
C) allȱincomeȱlevelsȱbelowȱ$600ȱbillion. D) $1000ȱbillion.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ8.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ8.4
AggregateȱOutput

($ȱmillion)
ȱȱAggregateȱConsumptionȱȱ

($ȱmillion)
PlannedȱInvestment

($ȱmillion)
3,000

4,000

5,000

6,000

7,000

2,000

2,800

3,600

4,400

5,000

1,600

1,600

1,600

1,600

1,600

15) ReferȱtoȱTableȱ8.4.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$3,000ȱmillion,ȱplannedȱexpenditureȱequals
A) $3,000. B) $3,600. C) $2,800. D) $4,400.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱTableȱ8.4.ȱTheȱMPCȱinȱthisȱeconomyȱis
A) 0.5. B) 0.6. C) 0.7. D) 0.8.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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17) ReferȱtoȱTableȱ8.4.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$4,000ȱmillion,ȱtheȱunplannedȱinventory
changeȱis

A) $1,200ȱmillion. B) 0. C) $400ȱmillion. D) -$400ȱmillion.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱTableȱ8.4.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$7,000ȱmillion,ȱtheȱunplannedȱinventory
changeȱis

A) 0. B) $400ȱmillion.

C) -$400ȱmillion. D) -$1,200ȱmillion.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ8.4.ȱIfȱaggregateȱoutputȱequalsȱ________,ȱthereȱwillȱbeȱaȱ$200ȱmillionȱunplanned
decreaseȱinȱinventories.

A) $3,000ȱmillion B) $4,000ȱmillion C) $5,000ȱmillion D) $6,000ȱmillion

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱTableȱ8.4.ȱTheȱequilibriumȱlevelȱofȱaggregateȱoutputȱequals
A) $3,000ȱmillion. B) $4,000ȱmillion. C) $5,000ȱmillion. D) $6,000ȱmillion.

Answer: D
Diff:ȱ1
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

21) ReferȱtoȱTableȱ8.4.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Atȱanȱoutputȱlevelȱ$4,000,ȱthereȱisȱaȱ$400ȱmillionȱunplannedȱinventoryȱdecrease.
B) Ifȱaggregateȱoutputȱequalsȱ$4,000ȱmillion,ȱthenȱaggregateȱsavingȱequalsȱ$1000ȱmillion.

C) TheȱMPCȱforȱthisȱeconomyȱisȱ0.8.
D) Atȱanȱoutputȱlevelȱofȱ$3,000ȱmillion,ȱthereȱisȱaȱ$600ȱmillionȱunplannedȱinventory

decrease.

Answer: B
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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22) ReferȱtoȱTableȱ8.4.ȱPlannedȱsavingȱequalsȱplannedȱinvestmentȱatȱanȱaggregateȱoutputȱlevelȱof
A) $4,000ȱmillion. B) $5,000ȱmillion. C) $6,000ȱmillion. D) $7,000ȱmillion.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

23) ReferȱtoȱTableȱ8.4.ȱPlannedȱinvestmentȱequalsȱactualȱinvestmentȱat
A) allȱincomeȱlevels. B) allȱincomeȱlevelsȱaboveȱ$6,000ȱmillion.

C) allȱincomeȱlevelsȱbelowȱ$6,000ȱmillion D) anȱincomeȱlevelȱofȱ$6,000ȱmillion.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

24) IfȱCȱ=ȱ100ȱ+ȱ.8YȱandȱIȱ=ȱ50,ȱthenȱtheȱequilibriumȱlevelȱofȱincomeȱis
A) 600. B) 375. C) 187.5. D) 750.

Answer: D
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

25) IfȱCȱ=ȱ500ȱ+ȱ.9YȱandȱIȱ=ȱ400,ȱthenȱtheȱequilibriumȱlevelȱofȱincomeȱis
A) 900. B) 1,800. C) 1,000. D) 9,000.

Answer: D
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

26) IfȱSȱ=ȱ-200ȱ+ȱ0.2YȱandȱIȱ=ȱ100,ȱthenȱtheȱequilibriumȱlevelȱofȱincomeȱis
A) 3,000. B) 1,500. C) 4,000. D) 1,200.

Answer: B
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

27) IfȱCȱ=ȱ1,500ȱ+ȱ.75YȱandȱIȱ=ȱ500,ȱthenȱplannedȱsavingȱequalsȱplannedȱinvestmentȱatȱaggregate
outputȱlevelȱof

A) 8,000. B) 20,000. C) 2,666.67. D) 10,000.

Answer: A
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.8ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.8

28) ReferȱtoȱFigureȱ8.8.ȱWhatȱisȱtheȱequationȱforȱtheȱaggregateȱexpenditureȱfunctionȱ(AE)?
A) AEȱ=ȱ200ȱ+ȱ.5Y. B) AE = 150ȱ+ .25Y.
C) AEȱ=ȱ200ȱ+ȱ.8Y. D) AE = 350ȱ+ .6Y.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ8.8.ȱEquilibriumȱoutputȱequals
A) 100. B) 200. C) 150. D) 300.

Answer: B
Diff:ȱ1
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱFigureȱ8.8.ȱAtȱaggregateȱoutputȱlevelȱ$300ȱmillion,ȱthereȱisȱa
A) $75ȱmillionȱunplannedȱincreaseȱinȱinventories.
B) $75ȱmillionȱunplannedȱdecreaseȱinȱinventories.
C) $100ȱmillionȱdecreaseȱinȱinventories.
D) $100ȱmillionȱincreaseȱinȱinventories.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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31) ReferȱtoȱFigureȱ8.8.ȱAtȱaggregateȱoutputȱlevelȱ$100ȱmillion,ȱthereȱisȱa
A) $75ȱmillionȱunplannedȱincreaseȱinȱinventories.
B) $75ȱmillionȱunplannedȱdecreaseȱinȱinventories.
C) $100ȱmillionȱdecreaseȱinȱinventories.
D) $100ȱmillionȱincreaseȱinȱinventories.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱFigureȱ8.8.ȱHowȱwillȱequilibriumȱaggregateȱexpenditureȱandȱequilibriumȱaggregate
outputȱchangeȱasȱaȱresultȱofȱaȱdecreaseȱinȱinvestmentȱbyȱ$20ȱmillion?

A) AEȱlineȱshiftsȱdown,ȱincreasingȱequilibriumȱoutputȱandȱequilibriumȱexpenditure.
B) AEȱlineȱshiftsȱup,ȱincreasingȱequilibriumȱoutputȱandȱequilibriumȱexpenditure.
C) AEȱlineȱshiftsȱdown,ȱdecreasingȱequilibriumȱoutputȱandȱequilibriumȱexpenditure.
D) AEȱlineȱshiftsȱdown,ȱincreasingȱequilibriumȱoutputȱandȱdecreasingȱequilibrium

expenditure.

Answer: C
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱFigureȱ8.8.ȱLeakagesȱareȱgreaterȱthanȱinjectionsȱatȱanȱaggregateȱoutputȱlevelȱof
A) $300ȱmillion. B) $100ȱmillion.

C) $200ȱmillion. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure
Answer: A
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.9ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.9

34) ReferȱtoȱFigureȱ8.9.ȱWhatȱisȱtheȱequationȱforȱtheȱaggregateȱexpenditureȱfunctionȱ(AE)?
A) AEȱ=ȱ600ȱ+ȱ.1Y. B) AE = 200ȱ+ .8Y.
C) AEȱ=ȱ550ȱ+ȱ.8Y. D) AE = 100ȱ+ .9Y.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱFigureȱ8.9.ȱAtȱanȱaggregateȱoutputȱlevelȱofȱ$500ȱmillion,ȱthereȱisȱa
A) $100ȱmillionȱunplannedȱincreaseȱinȱinventories.
B) $175ȱmillionȱunplannedȱdecreaseȱinȱinventories.
C) $0ȱchangeȱinȱunplannedȱinventories.
D) $100ȱmillionȱunplannedȱdecreaseȱinȱinventories.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

36) ReferȱtoȱFigureȱ8.9.ȱAtȱaggregateȱoutputȱlevelsȱaboveȱ$1,000ȱmillion,ȱthereȱare
A) unplannedȱincreasesȱinȱinventoriesȱandȱoutputȱincreases.
B) unplannedȱdecreasesȱinȱinventoriesȱandȱoutputȱincreases.
C) unplannedȱdecreasesȱinȱinventoriesȱandȱoutputȱdecreases.
D) unplannedȱincreasesȱinȱinventoriesȱandȱoutputȱdecreases.

Answer: D
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills
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37) ReferȱtoȱFigureȱ8.9.ȱAtȱaggregateȱoutputȱlevelsȱbelowȱ$1,000ȱmillion,ȱthereȱare
A) unplannedȱdecreasesȱinȱinventoriesȱandȱoutputȱincreases.
B) unplannedȱincreasesȱinȱinventoriesȱandȱoutputȱincreases.
C) unplannedȱincreasesȱinȱinventoriesȱandȱoutputȱdecreases.
D) unplannedȱdecreasesȱinȱinventoriesȱandȱoutputȱdecreases.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

38) ReferȱtoȱFigureȱ8.9.ȱAtȱaggregateȱoutputȱlevelsȱaboveȱ$1,000ȱmillion,

A) leakagesȱequalȱinjections.
B) leakagesȱareȱmoreȱthanȱinjections.
C) leakagesȱareȱzero,ȱbutȱinjectionsȱareȱpositive.
D) leakagesȱareȱlessȱthanȱinjections.

Answer: B
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

39) ReferȱtoȱFigureȱ8.9.ȱAtȱaggregateȱoutputȱlevelsȱbelowȱ$1,000ȱmillion,

A) leakagesȱequalȱinjections.
B) leakagesȱareȱgreaterȱthanȱinjections.
C) leakagesȱareȱlessȱthanȱinjections.
D) leakagesȱareȱpositive,ȱbutȱinjectionsȱareȱnegative.

Answer: C
Diff:ȱ3
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Analytic
AACSB: AnalyticȱSkills

40) Usingȱtheȱsaving/investmentȱapproachȱtoȱequilibrium,ȱtheȱequilibriumȱconditionȱcanȱbe
writtenȱas

A) Cȱ+ȱIȱ=ȱCȱ+ȱS. B) C = S + I. C) C - S = I. D) Cȱ+ȱSȱ= I.
Answer: A
Diff:ȱ1
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) Firmsȱreactȱtoȱunplannedȱinventoryȱreductionsȱby
A) reducingȱoutput. B) increasingȱoutput.
C) reducingȱplannedȱinvestment. D) increasingȱconsumption.

Answer: B
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking
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42) Firmsȱreactȱtoȱunplannedȱincreasesȱinȱinventoriesȱby
A) reducingȱoutput. B) increasingȱoutput.
C) increasingȱplannedȱinvestment. D) increasingȱconsumption.

Answer: A
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) Aggregateȱoutputȱwillȱincreaseȱifȱthereȱisȱa(n)
A) increaseȱinȱsaving. B) unplannedȱriseȱinȱinventories.
C) unplannedȱfallȱinȱinventories. D) decreaseȱinȱconsumption.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

44) Aȱdecreaseȱinȱplannedȱinvestmentȱcauses
A) outputȱtoȱincrease.
B) outputȱtoȱdecrease,ȱbutȱbyȱaȱsmallerȱamountȱthanȱtheȱdecreaseȱinȱinvestment.

C) outputȱtoȱdecrease,ȱbutȱbyȱaȱlargerȱamountȱthanȱtheȱdecreaseȱinȱinvestment.

D) outputȱtoȱdecreaseȱbyȱanȱamountȱequalȱtoȱtheȱdecreaseȱinȱinvestment.

Answer: C
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Whenȱaggregateȱexpenditureȱisȱgreaterȱthanȱaggregateȱoutput,ȱthereȱwillȱbeȱanȱunplanned
buildȱupȱofȱinventories.
Answer: FALSE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Whenȱthereȱisȱanȱunplannedȱdrawȱdownȱofȱinventories,ȱfirmsȱwillȱincreaseȱproduction.
Answer: TRUE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Actualȱinvestmentȱequalsȱplannedȱinvestmentȱplusȱunplannedȱchangesȱinȱinventories.
Answer: TRUE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Definition
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4) Whenȱtheȱeconomyȱisȱinȱequilibrium,ȱsavingsȱequalsȱplannedȱinvestment.

Answer: TRUE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱaggregateȱexpenditureȱdecreases,ȱthenȱequilibriumȱoutputȱincreases.
Answer: FALSE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Assumingȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector,ȱtheȱeconomyȱwillȱbeȱinȱequilibriumȱif,ȱand
onlyȱif,ȱplannedȱinvestmentȱequalsȱactualȱinvestment.

Answer: TRUE
Diff:ȱ2
Topic: TheȱDeterminationȱofȱEquilibriumȱOutputȱ(Income)
Skill: Conceptual
AACSB: ReflectiveȱThinking

8.4 TheȱMultiplier

1 MultipleȱChoice

1) Theȱratioȱofȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱofȱoutputȱtoȱaȱchangeȱinȱsomeȱautonomous

variableȱisȱthe
A) elasticityȱcoefficient.
B) multiplier.

C) automaticȱstabilizer.
D) marginalȱpropensityȱofȱtheȱautonomousȱvariable.

Answer: B
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.10ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.10

2) ReferȱtoȱFigureȱ8.10.ȱTheȱequationȱforȱtheȱaggregateȱexpenditureȱfunctionȱAE0ȱis
A) AE0ȱ=ȱ50ȱ+ȱ.6Y. B) AE0 = 80ȱ+ .6Y.
C) AE0ȱ=ȱ50ȱ+ȱ.75Y. D) AE0 = 50ȱ+ .4Y.

Answer: C
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

3) ReferȱtoȱFigureȱ8.10.ȱTheȱvalueȱofȱtheȱmultiplierȱis
A) 2. B) 2.5. C) 3. D) 4.

Answer: D
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ8.10.ȱAȱ$10ȱmillionȱincreaseȱinȱinvestmentȱchangesȱequilibriumȱoutputȱto
A) $240ȱmillion. B) $90ȱmillion. C) $225ȱmillion. D) $175ȱmillion.

Answer: A
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills
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5) ReferȱtoȱFigureȱ8.10.ȱAȱ$20ȱmillionȱdecreaseȱinȱautonomousȱconsumption

A) changesȱequilibriumȱexpenditureȱtoȱ$120ȱmillion.

B) changesȱequilibriumȱoutputȱtoȱ$180ȱmillion.

C) willȱchangeȱtheȱMPC.
D) willȱchangeȱtheȱMPS.

Answer: A
Diff:ȱ3
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ8.10.ȱIfȱMPCȱincreasesȱtoȱ0.8,ȱequilibriumȱaggregateȱoutput
A) increasesȱtoȱ$250ȱmillion.

B) remainsȱatȱ$200ȱmillion.

C) increasesȱtoȱ$400ȱmillion.

D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation.

Answer: A
Diff:ȱ3
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

7) Assumingȱnoȱgovernmentȱorȱforeignȱsector,ȱifȱtheȱMPC isȱ0.9,ȱtheȱmultiplierȱis
A) 0.1. B) 5. C) 9. D) 10.

Answer: D
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

8) Assumingȱnoȱgovernmentȱorȱforeignȱsector,ȱtheȱformulaȱforȱtheȱmultiplierȱis
A) 1/MPC. B) 1/MPS. C) 1/(1ȱ+MPC). D) 1ȱ-ȱMPC.

Answer: B
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Definition

9) Assumingȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector,ȱtheȱformulaȱforȱtheȱmultiplierȱis
A) 1/(1ȱ-ȱMPC). B) 1/MPC. C) 1/(1ȱ+MPC). D) 1ȱ-ȱMPC.

Answer: A
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Definition

10) Assumingȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector,ȱifȱtheȱmultiplierȱisȱ10,ȱtheȱMPCȱis
A) 0.9. B) 0.8. C) 0.5. D) 0.1.

Answer: A
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills
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11) Assumeȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector.ȱIfȱtheȱMPS isȱ.05,ȱtheȱmultiplierȱis
A) 0.95. B) 20. C) 10. D) 50.

Answer: B
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

12) Assumeȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector.ȱIfȱtheȱmultiplierȱisȱ10,ȱaȱ$10ȱbillionȱincrease
inȱplannedȱinvestmentȱwillȱcauseȱaggregateȱoutputȱtoȱincreaseȱby

A) $1ȱbillion. B) $5ȱbillion. C) $10ȱbillion. D) $100ȱbillion.
Answer: D
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

13) Assumeȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector.ȱIfȱtheȱMPS isȱ0.2,ȱaȱ$40ȱbillionȱdecreaseȱin
plannedȱinvestmentȱwillȱcauseȱaggregateȱoutputȱtoȱdecreaseȱby

A) $20ȱbillion. B) $50ȱbillion. C) $80ȱbillion. D) $200ȱbillion.
Answer: D
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

14) Assumeȱthereȱisȱnoȱgovernmentȱorȱforeignȱsector.ȱIfȱtheȱmultiplierȱisȱ4,ȱaȱ$20ȱbillionȱincreaseȱin
investmentȱwillȱcauseȱaggregateȱoutputȱtoȱincreaseȱby

A) $5ȱbillion. B) $20ȱbillion. C) $40ȱbillion. D) $80ȱbillion.
Answer: D
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ8.11ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ8.11

15) ReferȱtoȱFigureȱ8.11.ȱWhatȱisȱtheȱequationȱforȱaggregateȱexpenditureȱAE1?
A) AE1ȱ=ȱ1,000ȱ+ȱ.5Y. B) AE1 = 600ȱ+ .4Y.
C) AE1ȱ=ȱ1,000ȱ+ȱ.6Y. D) AE1 = 400ȱ+ .4Y.

Answer: B
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱFigureȱ8.11.ȱSupposeȱAE1,ȱAE2 andȱAE3 areȱparallel.ȱWhatȱisȱtheȱvalueȱofȱPointȱB?
A) $750ȱmillion

B) $800ȱmillion

C) $900ȱmillion

D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: C
Diff:ȱ3
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱFigureȱ8.11.ȱSupposeȱAE1,ȱAE2 andȱAE3 areȱparallel.ȱWhatȱisȱtheȱvalueȱofȱPointȱA?
A) $450ȱmillion

B) $540ȱmillion

C) $510ȱmillion

D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: A
Diff:ȱ3
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills
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18) ReferȱtoȱFigureȱ8.11.ȱSupposeȱtheȱeconomyȇsȱaggregateȱexpenditureȱlineȱisȱAE1.ȱAȱ$10ȱmillion

increaseȱinȱplannedȱinvestmentȱcausesȱaggregateȱequilibriumȱoutputȱtoȱincreaseȱto
A) $1,016.7ȱmillion. B) $1,010ȱmillion.

C) $1,125.5ȱmillion. D) $1,215.6ȱmillion.

Answer: A
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

19) AsȱtheȱMPSȱdecreases,ȱtheȱmultiplierȱwill

A) increase.

B) decrease.

C) remainȱconstant.
D) eitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱsizeȱofȱtheȱchangeȱinȱinvestment.

Answer: A
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

20) MidwestȱStateȱUniversityȱinȱNebraskaȱisȱtryingȱtoȱconvinceȱNebraskaȱtaxpayersȱthatȱtheȱtax
dollarsȱspentȱatȱMidwestȱStateȱUniversityȱareȱwellȱspent.ȱOneȱofȱtheȱuniversityȇsȱargumentsȱis
thatȱforȱeveryȱ$1ȱspentȱbyȱMidwestȱStateȱUniversityȱanȱadditionalȱ$5ȱofȱexpendituresȱare
generatedȱwithinȱNebraska.ȱMidwestȱStateȱUniversityȱisȱarguingȱthatȱtheȱmultiplierȱforȱtheir
expendituresȱis

A) 0.2. B) 1. C) 4. D) 5.

Answer: D
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

21) Ifȱautonomousȱconsumptionȱincreases,ȱtheȱsizeȱofȱtheȱmultiplierȱwould

A) increase.

B) decrease.

C) remainȱconstant.
D) eitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱsizeȱofȱtheȱchangeȱinȱautonomous

consumption.

Answer: C
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Inȱpractice,ȱtheȱactualȱsizeȱofȱtheȱmultiplierȱisȱabout
A) 1. B) 1.4. C) 2. D) 4.

Answer: B
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Fact
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23) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ154ȱ[466]:ȱAccordingȱtoȱtheȱȈparadoxȱofȱthrift,Ȉȱas
individualsȱincreaseȱtheirȱsaving,

A) incomeȱinȱtheȱeconomyȱincreasesȱbecauseȱthereȱisȱmoreȱmoneyȱavailableȱforȱfirmsȱto
invest.

B) incomeȱinȱtheȱeconomyȱincreasesȱbecauseȱinterestȱratesȱwillȱfallȱandȱtheȱeconomyȱwill

expand.

C) incomeȱinȱtheȱeconomyȱwillȱremainȱconstantȱbecauseȱtheȱchangeȱinȱconsumptionȱequals
theȱchangeȱinȱsaving.

D) incomeȱinȱtheȱeconomyȱwillȱfallȱbecauseȱtheȱdecreasedȱconsumptionȱthatȱresultsȱfrom
increasedȱsavingȱcausesȱtheȱeconomyȱtoȱcontract.

Answer: D
Diff:ȱ1
Topic: TheȱMultiplier:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ154ȱ[466]:ȱAccordingȱtoȱtheȱȈparadoxȱofȱthrift,Ȉ
increasedȱeffortsȱtoȱsaveȱwillȱcauseȱa(n)

A) increaseȱinȱincomeȱandȱanȱincreaseȱinȱoverallȱsaving.
B) increaseȱinȱincomeȱbutȱnoȱoverallȱchangeȱinȱsaving.
C) decreaseȱinȱincomeȱandȱanȱoverallȱdecreaseȱinȱsaving.
D) decreaseȱinȱincomeȱbutȱanȱincreaseȱinȱsaving.

Answer: C
Diff:ȱ1
Topic: TheȱMultiplier:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) TheȱlargerȱtheȱMPC,ȱtheȱsmallerȱtheȱmultiplier.

Answer: FALSE
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) TheȱsmallerȱtheȱMPS,ȱtheȱlargerȱtheȱmultiplier.

Answer: TRUE
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) IfȱtheȱMPCȱisȱ.75,ȱthenȱtheȱmultiplierȱisȱ4.
Answer: TRUE
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills
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4) IfȱtheȱMPSȱisȱ.1,ȱthenȱtheȱmultiplierȱisȱ10.
Answer: TRUE
Diff:ȱ1
Topic: TheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

5) AnȱincreaseȱinȱtheȱMPC,ȱreducesȱtheȱmultiplier.

Answer: FALSE
Diff:ȱ2
Topic: TheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ154ȱ[466]:ȱTheȱparadoxȱofȱthriftȱisȱthatȱallȱpeople
decidingȱtoȱsaveȱmoreȱcouldȱleadȱtoȱthemȱsavingȱless.
Answer: TRUE
Diff:ȱ2
Topic: TheȱMultiplier:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ9 TheȱGovernmentȱandȱFiscalȱPolicy

9.1 GovernmentȱinȱtheȱEconomy

1 MultipleȱChoice

1) Fiscalȱpolicyȱrefersȱto
A) theȱtechniquesȱusedȱbyȱaȱbusinessȱfirmȱtoȱreduceȱitsȱtaxȱliability.
B) theȱbehaviorȱofȱtheȱnationȇsȱcentralȱbank,ȱtheȱFederalȱReserve,ȱregardingȱtheȱnationȇs

moneyȱsupply.
C) theȱspendingȱandȱtaxingȱpoliciesȱusedȱbyȱtheȱgovernmentȱtoȱinfluenceȱtheȱeconomy.
D) theȱgovernmentȇsȱabilityȱtoȱregulateȱaȱfirmȇsȱbehaviorȱinȱtheȱfinancialȱmarkets.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition

2) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱcategoryȱofȱfiscalȱpolicy?
A) governmentȱpoliciesȱregardingȱtheȱpurchaseȱofȱgoodsȱandȱservices
B) governmentȱpoliciesȱregardingȱtaxation
C) governmentȱpoliciesȱregardingȱmoneyȱsupplyȱinȱtheȱeconomy
D) governmentȱpoliciesȱregardingȱtransferȱpaymentsȱandȱwelfareȱbenefits

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Whatȱdeterminesȱtaxȱrevenues?
A) theȱincomeȱtaxȱrate B) theȱrateȱofȱinterest
C) theȱmoneyȱsupplyȱinȱtheȱeconomy D) theȱrateȱofȱinflation

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) WhichȱofȱtheȱfollowingȱisȱINCORRECTȱregardingȱtaxȱrevenues?
A) theyȱincreaseȱduringȱrecessions
B) theyȱchangeȱwithȱchangesȱinȱtheȱtaxȱrate
C) theyȱareȱaȱrevenueȱsourceȱinȱtheȱgovernmentȇsȱbudget
D) theyȱincreaseȱtheȱrateȱofȱinterest

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Duringȱrecessions,ȱgovernmentȱspendingȱusually
A) decreasesȱbecauseȱunemploymentȱpaymentsȱdecrease.
B) increasesȱbecauseȱunemploymentȱpaymentsȱincrease.
C) decreaseȱbecauseȱunemploymentȱpaymentsȱincrease.
D) increasesȱbecauseȱunemploymentȱpaymentsȱdecrease.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Disposableȱincome
A) increasesȱwhenȱnetȱtaxesȱincrease. B) increasesȱwhenȱincomeȱincreases.
C) decreasesȱwhenȱsavingȱincreases. D) increasesȱwhenȱsavingȱdecreases.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Billȇsȱincomeȱisȱ$1,000ȱandȱhisȱnetȱtaxesȱareȱ$350.ȱHisȱdisposableȱincomeȱis
A) $1,350. B) $650. C) -$350. D) $750.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

8) Whenȱtheȱgovernmentȱsectorȱisȱincludedȱinȱtheȱincome-expenditureȱmodel,ȱtheȱequationȱfor
aggregateȱincomeȱis

A) Yȱ=ȱCȱ+ȱSȱ-ȱT. B) Y = C + I. C) Y = C + I + G. D) Yȱ=ȱCȱ+ S + I.
Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition

9) Theȱdifferenceȱbetweenȱwhatȱaȱgovernmentȱspendsȱandȱwhatȱitȱcollectsȱinȱtaxesȱinȱaȱyearȱis
A) netȱrevenue.
B) netȱtaxes.
C) theȱgovernmentȱbudgetȱdeficitȱorȱsurplus.
D) theȱgovernmentȱdebt.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition
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10) Inȱ2007,ȱtheȱcityȱofȱCanfieldȱcollectedȱ$500,000ȱinȱtaxesȱandȱspentȱ$450,000.ȱInȱ2007,ȱtheȱcityȱof
Canfieldȱhadȱa

A) budgetȱsurplusȱofȱ$450,000. B) budgetȱsurplusȱofȱ$50,000.
C) budgetȱdeficitȱofȱ$50,000. D) budgetȱsurplusȱofȱ$5,000.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

11) Inȱ2007,ȱtheȱcityȱofȱMiketownȱcollectedȱ$250,000ȱinȱtaxesȱandȱspentȱ$350,000.ȱInȱ2007,ȱtheȱcityȱof
Miketownȱhadȱa

A) budgetȱsurplusȱofȱ$100,000. B) budgetȱsurplusȱofȱ57%.
C) budgetȱdeficitȱofȱ$100,000. D) budgetȱdeficitȱofȱ$200,000.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

12) Afterȱgovernmentȱisȱaddedȱtoȱtheȱincome-expenditureȱmodel,ȱtheȱformulaȱforȱtheȱaggregate
consumptionȱfunctionȱis

A) Cȱ=ȱaȱ-ȱb(Yȱ-ȱT). B) C = a - b(T - Y).
C) Cȱ=ȱaȱ+ȱb(Yȱ+ȱT). D) C = a + b(Y - T).

Answer: D
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition

13) TheȱaggregateȱconsumptionȱfunctionȱisȱC = 100ȱ+ .6Yd.ȱIfȱincomeȱisȱ$1,000ȱandȱnetȱtaxesȱare
$300,ȱconsumptionȱequals

A) 800. B) 520. C) 580. D) 700.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

14) TheȱaggregateȱconsumptionȱfunctionȱisȱC = 800ȱ+ .8Yd.ȱIfȱincomeȱisȱ$2,000ȱandȱnetȱtaxesȱare
$500,ȱconsumptionȱequals

A) 2,000. B) 1,500. C) 2,150. D) 2,050.

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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15) TheȱaggregateȱconsumptionȱfunctionȱisȱC = 100ȱ+ .8Yd.ȱIfȱincomeȱisȱ$600ȱandȱnetȱtaxesȱareȱzero,
consumptionȱequals

A) zero. B) 460. C) 580. D) 360.

Answer: C
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

16) TheȱaggregateȱconsumptionȱfunctionȱisȱC = 1,000ȱ+ .9Yd.ȱIfȱincomeȱisȱ$3,600ȱandȱnetȱtaxesȱare
$600,ȱconsumptionȱequals

A) 3,400. B) 3,700. C) 2,400. D) 4,000.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

17) Ifȱoutputȱisȱlessȱthanȱplannedȱaggregateȱexpenditure,ȱthereȱwillȱbe
A) anȱunplannedȱincreaseȱinȱinventories. B) anȱunplannedȱdecreaseȱinȱinventories.
C) noȱchangeȱinȱinventories. D) aȱplannedȱincreaseȱinȱinventories.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ9.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ9.1

Output
(Income)

ȱConsumptionȱ
Spending

AllȱNumbersȱareȱinȱ$ȱBillion
Net
Taxes

Investment
Spending

ȱGovernmentȱ
Spending

400
800

1,200
1,600
2,000

400
700

1,000
1,300
1,600

100
100
100
100
100

200
200
200
200
200

100
100
100
100
100

18) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$1,200ȱbillion,ȱtheȱlevelȱofȱaggregateȱexpenditureȱis
A) $1,000ȱbillion. B) $1,200ȱbillion. C) $1,300ȱbillion. D) $1,400ȱbillion.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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19) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$1,200ȱbillion,ȱthereȱisȱanȱunplannedȱinventoryȱchange
of

A) positiveȱ$10ȱbillion. B) zero.
C) negativeȱ$100ȱbillion. D) positiveȱ$100ȱbillion.

Answer: C
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$2,000ȱbillion,ȱtheȱlevelȱofȱaggregateȱexpenditureȱis
A) $1,500ȱbillion. B) $1,800ȱbillion. C) $1,900ȱbillion. D) $2,000ȱbillion.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

21) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$2,000ȱbillion,ȱthereȱisȱanȱunplannedȱinventoryȱchange
of

A) positiveȱ$100ȱbillion. B) positiveȱ$10ȱbillion.
C) negativeȱ$100ȱbillion. D) zero.

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

22) ReferȱtoȱTableȱ9.1.ȱTheȱequilibriumȱlevelȱofȱoutputȱisȱ________ȱbillion.
A) $800 B) $1,200 C) $1,600 D) $2,000

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

23) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$800ȱbillion,ȱdisposableȱincomeȱequalsȱ________
billion.

A) $800 B) $700 C) $600 D) $500

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

243



24) ReferȱtoȱTableȱ9.1.ȱAtȱanȱoutputȱlevelȱofȱ$2,000ȱbillion,ȱtheȱvalueȱofȱsaving
A) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation.
B) isȱ$300ȱbillion.
C) isȱ$200ȱbillion.
D) isȱ$100ȱbillion.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

25) ReferȱtoȱTableȱ9.1.ȱAtȱtheȱequilibriumȱlevelȱofȱincome,ȱleakagesȱequalȱ________ȱbillion.
A) $0 B) $100 C) $200 D) $300

Answer: D
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

26) ReferȱtoȱTableȱ9.1ȱAtȱanȱoutputȱlevelȱofȱ$1,200ȱbillion,ȱthereȱisȱaȱtendencyȱforȱoutput
A) toȱfall. B) toȱincrease.
C) toȱremainȱconstant. D) toȱeitherȱincreaseȱorȱdecrease.

Answer: B
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ9.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ9.2

Output
ȱ(Income)

Net
ȱTaxes

ȱConsumptionȱ
Spending

Planned
ȱInvestmentȱ
Spending

ȱGovernmentȱ
Purchases

Y
500

1,000
1,500
2,000
2,500

T
100
100
100
100
100

C
400
800

1,200
1,600
2,000

I
150
150
150
150
150

G
50
50
50
50
50

27) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$1,500ȱbillion,ȱtheȱlevelȱofȱaggregateȱexpenditureȱis
________ȱbillion.

A) $1,300 B) $1,400 C) $1,500 D) $1,600

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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28) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$1,500ȱbillion,ȱthereȱisȱanȱunplannedȱinventory
A) decreaseȱofȱ$200ȱbillion. B) changeȱofȱ$0.
C) increaseȱofȱ$100ȱbillion. D) increaseȱofȱ$150ȱbillion.

Answer: C
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$2,500,ȱtheȱlevelȱofȱaggregateȱexpenditureȱisȱ________
billion.

A) $1,500 B) $2,000 C) $2,300 D) $2,200

Answer: D
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$2,500,ȱthereȱisȱanȱunplannedȱinventory
A) increaseȱofȱ$300ȱbillion. B) decreaseȱofȱ$200ȱbillion.
C) changeȱofȱ$0. D) increaseȱofȱ$200ȱbillion.

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

31) ReferȱtoȱTableȱ9.2.ȱTheȱequilibriumȱlevelȱofȱoutputȱisȱ________ȱbillion.
A) $1000 B) $1,500 C) $2,000 D) $2,500

Answer: A
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$1,500,ȱdisposableȱincome
A) isȱ$1,000.
B) isȱ$1,200.
C) isȱ$1,400.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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33) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$2,500,ȱtheȱlevelȱforȱsaving
A) isȱ$300.
B) isȱ$400.
C) isȱ$500.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

34) ReferȱtoȱTableȱ9.2ȱAtȱtheȱequilibriumȱlevelȱofȱincome,ȱleakagesȱequalȱ________ȱbillion.
A) $0 B) $300 C) $500 D) $200

Answer: D
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱTableȱ9.2.ȱAtȱanȱoutputȱlevelȱofȱ$2,500,ȱthereȱisȱaȱtendencyȱforȱoutput
A) toȱincrease. B) toȱremainȱconstant.
C) toȱeitherȱincreaseȱorȱdecrease. D) toȱfall.

Answer: D
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

TheȱItalianȱeconomyȱcanȱbeȱcharacterizedȱbyȱEquationȱ9.1.

EQUATIONȱ9.1:

Cȱ=ȱ300ȱ+ȱ.8Ydȱ
Gȱ=ȱ400
Tȱ=ȱ200
Iȱ=ȱ200

36) ReferȱtoȱEquationȱ9.1.ȱTheȱequilibriumȱlevelȱofȱoutputȱforȱtheȱItalianȱeconomyȱis
A) $2,850. B) $3,700. C) $3,145. D) $3,800.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

37) ReferȱtoȱEquationȱ9.1.ȱAtȱtheȱequilibriumȱlevelȱofȱoutputȱinȱItaly,ȱconsumptionȱequals
A) $3,100. B) $3,250. C) $3,400. D) $3,625.

Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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38) ReferȱtoȱEquationȱ9.1.ȱAtȱtheȱequilibriumȱlevelȱofȱoutputȱinȱItaly,ȱsavingȱequals
A) $450. B) $400. C) $550. D) $500.

Answer: B
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

39) ReferȱtoȱEquationȱ9.1.ȱAtȱtheȱequilibriumȱlevelȱofȱoutputȱinȱItaly,ȱleakagesȱequal
A) $650. B) $600. C) $750. D) $700.

Answer: B
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

TheȱCanadianȱeconomyȱcanȱbeȱcharacterizedȱbyȱEquationȱ9.2.

EQUATIONȱ9.2:

Cȱ=ȱ500ȱ+ȱ.5Yd
Taxesȱ=ȱ600
EquilibriumȱOutputȱ=ȱ$4,000

40) ReferȱtoȱEquationȱ9.2.ȱAtȱequilibrium,ȱtheȱsumȱofȱinvestmentȱandȱgovernmentȱpurchasesȱin
Canadaȱis

A) $1,800.
B) $1,500.
C) $1,750.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: A
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

41) ReferȱtoȱEquationȱ9.2.ȱAtȱequilibrium,ȱgovernmentȱpurchasesȱinȱCanadaȱis
A) $1,500.
B) $1,000.
C) $1,250.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: D
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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42) ReferȱtoȱEquationȱ9.2.ȱAtȱequilibrium,ȱsavingȱinȱCanadaȱequals
A) $1,200. B) $1,600. C) $1,350. D) $1,250.

Answer: A
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

43) ReferȱtoȱEquationȱ9.2.ȱAtȱequilibriumȱleakagesȱinȱCanadaȱequal
A) $1,750. B) $1,800. C) $2,100. D) $1,700.

Answer: B
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

44) Assumingȱthereȱisȱnoȱforeignȱtradeȱinȱtheȱeconomy,ȱtheȱeconomyȱisȱinȱequilibriumȱwhen
A) Sȱ+ȱTȱ=ȱCȱ+ȱI. B) I + G = S + T. C) IT = S + G. D) Gȱ+ȱTȱ= S + I.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

45) Assumingȱthereȱisȱnoȱforeignȱtradeȱinȱtheȱeconomy,ȱequilibriumȱisȱachievedȱwhenȱgovernment
purchasesȱequal

A) savingȱminusȱnetȱtaxesȱminusȱconsumption.
B) savingȱplusȱnetȱtaxesȱminusȱinvestment.
C) netȱtaxesȱplusȱinvestmentȱminusȱsaving.
D) netȱtaxesȱminusȱinvestmentȱminusȱsaving.

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ9.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ9.1

46) ReferȱtoȱFigureȱ9.1.ȱTheȱequilibriumȱlevelȱofȱaggregateȱexpenditureȱisȱ$________ȱbillion.
A) 3,000 B) 2,000 C) 4,000 D) 1,500

Answer: B
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

47) ReferȱtoȱFigureȱ9.1.ȱTheȱMPCȱinȱthisȱeconomyȱis
A) 0.4.
B) 0.6.
C) 0.5.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: C
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

48) ReferȱtoȱFigureȱ9.1.ȱAtȱequilibrium,ȱinjections
A) canȱbeȱgreaterȱthanȱ$1,000ȱbillion. B) equalȱ$1,500ȱbillion.
C) equalȱleakages. D) equalȱ$2,000ȱbillion.

Answer: C
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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49) ReferȱtoȱFigureȱ9.1.ȱAtȱequilibrium,ȱtheȱpartȱofȱconsumptionȱthatȱisȱdependentȱonȱincome
equalsȱ$________ȱbillion.

A) $1,500
B) $1,000
C) $2,000
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

50) ReferȱtoȱFigureȱ9.1.ȱSupposeȱthatȱtheȱconsumptionȱfunctionȱisȱC = 400ȱ+ 0.5Ydȱandȱtaxesȱare
$200ȱbillion,ȱatȱequilibriumȱtheȱvalueȱofȱinjectionsȱare

A) $700ȱbillion. B) $500ȱbillion. C) $650ȱbillion. D) $350ȱbillion.
Answer: A
Diff:ȱ3
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

51) ReferȱtoȱFigureȱ9.1.ȱSupposeȱthatȱtheȱconsumptionȱfunctionȱisȱC = 400ȱ+ 0.5Ydȱandȱtaxesȱare
$200ȱbillion,ȱatȱequilibriumȱtheȱvalueȱofȱautonomousȱconsumptionȱis

A) $400ȱbillion. B) $300ȱbillion. C) $100ȱbillion. D) $200ȱbillion.
Answer: A
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

52) ReferȱtoȱFigureȱ9.1.ȱSupposeȱthatȱtheȱconsumptionȱfunctionȱisȱC = 400ȱ+ 0.5Ydȱandȱtaxesȱare
$200ȱbillion,ȱatȱequilibrium,ȱwhatȱisȱtheȱvalueȱofȱconsumption?

A) $1,350 B) $2,000 C) $1,300 D) $1,150

Answer: C
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

53) Ifȱplannedȱinjectionsȱexceedȱleakages,ȱoutputȱwill
A) decrease. B) increase.
C) remainȱconstant. D) eitherȱincreaseȱorȱdecrease.

Answer: B
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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54) Forȱtheȱeconomyȱtoȱbeȱinȱequilibrium,
A) governmentȱpurchasesȱmustȱequalȱtaxȱrevenueȱandȱsavingȱmustȱequalȱinvestment.
B) governmentȱpurchasesȱmustȱequalȱtheȱsumȱofȱtaxȱrevenue,ȱsavingȱandȱinvestment.
C) governmentȱpurchasesȱplusȱinvestmentȱmustȱequalȱsavingȱplusȱtaxȱrevenue.
D) investmentȱplusȱtaxȱrevenueȱmustȱequalȱgovernmentȱpurchasesȱplusȱsaving.

Answer: C
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱeconomyȱisȱinȱequilibriumȱwhenȱaggregateȱoutputȱequalsȱconsumptionȱspending.
Answer: FALSE
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Forȱtheȱeconomyȱtoȱbeȱinȱequilibrium,ȱtheȱfollowingȱconditionȱmustȱbeȱsatisfied:ȱGȱ+ȱIȱ=ȱS + T.
Answer: TRUE
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition

3) Whenȱinvestmentȱisȱgreaterȱthanȱplannedȱinvestment,ȱoutputȱgrows.

Answer: FALSE
Diff:ȱ2
Topic: GovernmentȱinȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Disposableȱincomeȱisȱincomeȱlessȱnetȱtaxes.
Answer: TRUE
Diff:ȱ1
Topic: GovernmentȱinȱtheȱEconomy
Skill: Definition

9.2 FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects

1 MultipleȱChoice

1) Ifȱtheȱgovernmentȱwantsȱtoȱreduceȱunemployment,ȱgovernmentȱpurchasesȱshouldȱbeȱ________
and/orȱtaxesȱshouldȱbeȱ________.

A) increased;ȱincreased B) decreased;ȱdecreased
C) decreased;ȱincreased D) increased;ȱdecreased

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) TheȱPresidentȱofȱVulcanȱhiresȱyouȱasȱanȱeconomicȱconsultant.ȱHeȱisȱconcernedȱthatȱtheȱoutput
levelȱinȱVulcanȱisȱtooȱhighȱandȱthatȱthisȱwillȱcauseȱpricesȱtoȱrise.ȱHeȱfeelsȱthatȱitȱisȱnecessaryȱto
reduceȱoutputȱbyȱ$10ȱbillion.ȱHeȱtellsȱyouȱthatȱtheȱMPCȱinȱVulcanȱisȱ0.6.ȱWhichȱofȱthe
followingȱwouldȱbeȱtheȱbestȱadviceȱtoȱgiveȱtoȱtheȱVulcanȱpresident?

A) reduceȱgovernmentȱpurchasesȱbyȱ$4ȱbillion
B) increaseȱtaxesȱbyȱ$10ȱbillion
C) reduceȱgovernmentȱpurchasesȱbyȱ$10ȱbillion
D) increaseȱtaxesȱbyȱ$2.5ȱbillion

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

3) TheȱleaderȱofȱAtlantisȱhiresȱyouȱasȱanȱeconomicȱconsultant.ȱHeȱisȱconcernedȱthatȱtheȱoutput
levelȱinȱAtlantisȱisȱtooȱlowȱandȱthatȱthisȱwillȱcauseȱpricesȱtoȱfall.ȱHeȱfeelsȱthatȱitȱisȱnecessaryȱto
increaseȱoutputȱbyȱ$200ȱbillion.ȱHeȱtellsȱyouȱthatȱtheȱMPCȱinȱAtlantisȱisȱ0.8.ȱWhichȱofȱthe
followingȱwouldȱbeȱtheȱbestȱadviceȱtoȱgiveȱtoȱtheȱAtlantisȱpresident?

A) reduceȱgovernmentȱspendingȱbyȱ$100ȱbillion
B) deceaseȱtaxesȱbyȱ$50ȱbillion
C) increaseȱgovernmentȱspendingȱbyȱ$200ȱbillion
D) increaseȱgovernmentȱspendingȱbyȱ$100ȱbillion

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ9.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ9.3
AllȱNumbersȱareȱinȱ$ȱMillion

Output
ȱ(Income)

Net
ȱTaxes ȱConsumption ȱSavings

Planned
ȱInvestment

Planned
ȱGovernmentȱ
Spending

1,000
1,100
1,200
1,300
1,400
1,500
1,600

200
200
200
200
200
200
200

__
760
840
__

1,000
1,080
1,160

120
140
__
180
200
220
__

200
200
200
200
200
200
200

200
200
200
200
200
200
200

4) ReferȱtoȱTableȱ9.3.ȱAssumingȱconstantȱMPC,ȱatȱincomeȱofȱ$1,000ȱmillion,ȱconsumptionȱis
$________ȱmillion,ȱandȱatȱincomeȱofȱ$1,300ȱmillion,ȱconsumptionȱisȱ$________ȱmillion.

A) 600;ȱ860 B) 640;ȱ900 C) 680;ȱ920 D) 720;ȱ960
Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

252



5) ReferȱtoȱTableȱ9.3.ȱAssumingȱconstantȱMPC,ȱatȱincomeȱofȱ$1,200ȱmillion,ȱsavingȱisȱ$________
million,ȱatȱincomeȱofȱ$1,600ȱmillion,ȱsavingȱisȱ$________ȱmillion.

A) 150;ȱ230 B) 160;ȱ240 C) 170;ȱ250 D) 180;ȱ260
Answer: B
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱTableȱ9.3.ȱTheȱMPCȱinȱthisȱeconomyȱisȱ________ȱandȱtheȱMPS isȱ________.
A) 0.5;ȱ0.5 B) 0.7;ȱ0.5 C) 0.9;ȱ0.1 D) 0.8;ȱ0.2

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ9.3.ȱTheȱequilibriumȱlevelȱofȱaggregateȱoutputȱisȱ$________ȱmillion.
A) 1,200 B) 1,300 C) 1,400 D) 1,500

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱTableȱ9.3.ȱWhichȱofȱtheȱfollowingȱvariablesȱisȱNOTȱconsideredȱautonomous?
A) Saving B) Plannedȱinvestment
C) Plannedȱgovernmentȱspending D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱTableȱ9.3.ȱSupposeȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱincreases
spendingȱbyȱ$50ȱmillion,ȱtheȱnewȱequilibriumȱoutputȱisȱ$________ȱmillion

A) 1,650 B) 1,450 C) 1,750 D) 1,350

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱTableȱ9.3.ȱSupposeȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱraisesȱtaxes
fromȱ$200ȱmillionȱtoȱ$220ȱmillion,ȱequilibriumȱoutputȱwillȱ________ȱbyȱ$________ȱmillion.

A) decrease;ȱ20 B) increase;ȱ20 C) decrease;ȱ80 D) increase;ȱ80
Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ9.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ9.4
AllȱFiguresȱinȱBillionsȱofȱDollars

Output
(Income)

ȱȱȱȱȱȱȱȱȱȱNet
ȱȱȱȱȱȱȱȱȱȱȱTaxes

Consumption
Spending

(Cȱ=ȱ100ȱ+ȱ.9Yd) ȱȱȱSavings

Planned
Investment
ȱȱPurchases

Government
Spending

2,400
2,800
3,000
3,200
3,400
3,600
3,800

100
100
100
100
100
100
100

2,170
2,530
2,710
2,890
3,070
3,250
3,300

150
170
190
210
230
250
270

130
130
130
130
130
130
130

200
200
200
200
200
200
200

11) ReferȱtoȱTableȱ9.4.ȱTheȱequilibriumȱlevelȱofȱincomeȱis
A) $3,400ȱbillion. B) $3,800ȱbillion. C) $2,000ȱbillion. D) $3,600ȱbillion.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱTableȱ9.4.ȱTheȱMPS
A) isȱ.8.
B) isȱ.1.
C) isȱ.2
D) cannotȱbeȱdeterminedȱfromȱtheȱavailableȱinformation.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱTableȱ9.4.ȱTheȱvalueȱofȱtheȱgovernmentȱspendingȱmultiplier
A) isȱ10.
B) isȱ.9.
C) isȱ5.
D) cannotȱbeȱdeterminedȱfromȱtheȱavailableȱinformation.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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14) ReferȱtoȱTableȱ9.4.ȱTheȱeconomyȱisȱatȱtheȱequilibriumȱlevelȱofȱoutput.ȱIfȱgovernmentȱspending
increasesȱtoȱaȱlevelȱofȱ$400ȱbillion,ȱtheȱnewȱequilibriumȱlevelȱofȱoutputȱis

A) $5,400ȱbillion. B) $2,100ȱbillion. C) $6,040ȱbillion. D) $6,600ȱbillion.
Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱTableȱ9.4.ȱTheȱeconomyȱisȱatȱtheȱequilibriumȱlevelȱofȱoutput.ȱIfȱgovernmentȱspending
decreasesȱbyȱ$100ȱbillion,ȱtheȱnewȱequilibriumȱlevelȱofȱoutputȱis

A) $3,100ȱbillion. B) $2,400ȱbillion. C) $1,450ȱbillion. D) $1,550ȱbillion.
Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱTableȱ9.4.ȱIfȱtaxesȱareȱreducedȱfromȱ$100ȱbillionȱtoȱ$50ȱbillion,ȱtheȱnewȱequilibrium
levelȱofȱoutputȱis

A) $4,050ȱbillion. B) $1,600ȱbillion. C) $3,850ȱbillion. D) $2,100ȱbillion.
Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱTableȱ9.4.ȱIfȱtaxesȱareȱreducedȱfromȱ$100ȱbillionȱtoȱ$50ȱbillionȱandȱgovernment
spendingȱisȱreducedȱfromȱ$200ȱbillionȱtoȱ$150ȱbillion,ȱtheȱnewȱequilibriumȱlevelȱofȱincome

A) isȱ$3,350ȱbillion.
B) isȱ$3,550ȱbillion.
C) isȱ$1,600ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

18) Theȱgovernmentȱpurchasesȱmultiplierȱis
A) theȱdifferenceȱbetweenȱtheȱoldȱequilibriumȱlevelȱofȱoutputȱandȱtheȱnewȱequilibriumȱlevel

ofȱoutput.
B) theȱratioȱofȱtheȱchangeȱinȱgovernmentȱpurchasesȱtoȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱof

output.
C) theȱratioȱofȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱofȱoutputȱtoȱaȱchangeȱinȱgovernment

purchases.
D) theȱdifferenceȱbetweenȱtheȱnewȱandȱoldȱlevelsȱofȱgovernmentȱpurchases.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Definition
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19) IfȱtheȱMPCȱisȱ.75,ȱtheȱgovernmentȱspendingȱmultiplierȱis
A) 2.5. B) 4. C) 3. D) 1.75.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

20) IfȱtheȱMPCȱisȱ.5,ȱtheȱtaxȱmultiplierȱis
A) -2.5. B) -2. C) -1. D) -1.666.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

21) Ifȱtheȱgovernmentȱspendingȱmultiplierȱisȱ2ȱandȱgovernmentȱpurchasesȱincreaseȱbyȱ$200ȱbillion,
outputȱwillȱincreaseȱby

A) $100ȱbillion. B) $400ȱbillion. C) $1,600ȱbillion. D) $500ȱbillion.
Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

22) Ifȱtheȱgovernmentȱspendingȱmultiplierȱisȱ5ȱandȱgovernmentȱspendingȱdecreasesȱbyȱ$200
billion,ȱoutputȱwillȱ________ȱbyȱ$________ȱbillion.

A) increase;ȱ200 B) decrease;ȱ1,000
C) decrease;ȱ40 D) decrease;ȱ200

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

TheȱeconomyȱofȱBananalandȱcanȱbeȱcharacterizedȱbyȱEquationȱ9.3.

EQUATIONȱ9.3:

Cȱ=ȱ2,000ȱ+ȱ.75Yd
Tȱ=ȱ200
Gȱ=ȱ400
Iȱ=ȱ500

23) ReferȱtoȱEquationȱ9.3.ȱTheȱequilibriumȱlevelȱofȱincomeȱinȱBananalandȱis
A) 4,800. B) 11,000. C) 10,000. D) 5,600.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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24) ReferȱtoȱEquationȱ9.3.ȱIfȱgovernmentȱspendingȱinȱBananalandȱincreasesȱbyȱ$50,ȱequilibrium
outputȱincreasesȱby

A) $100. B) $200. C) $400. D) $800.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ9.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ9.3

25) ReferȱtoȱFigureȱ9.3.ȱAtȱequilibrium,ȱautonomousȱplannedȱexpendituresȱequalȱ$________ȱbillion.
A) 200 B) 100 C) 500 D) 300

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

26) ReferȱtoȱFigureȱ9.3.ȱTheȱexpenditureȱmultiplierȱis
A) 4. B) 5. C) 2.5. D) 2.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

27) ReferȱtoȱFigureȱ9.3.ȱIfȱautonomousȱplannedȱexpenditureȱincreasesȱbyȱ$20ȱbillion,ȱequilibrium
aggregateȱoutputȱ________ȱtoȱ$________ȱbillion.

A) decreases;ȱ360 B) increases;ȱ550 C) increases;ȱ600 D) increases;ȱ640
Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ9.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ9.4

28) ReferȱtoȱFigureȱ9.4.ȱAlongȱaggregateȱexpenditureȱAE1,ȱtheȱMPC is

A) .6. B) .7. C) .8. D) .9.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ9.4.ȱWhatȱisȱtheȱvalueȱofȱPointȱA?
A) $3,500ȱbillion.
B) $6,000ȱbillion.
C) $7,000ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: A
Diff:ȱ3
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱFigureȱ9.4.ȱWhatȱisȱtheȱvalueȱofȱPointȱB?
A) $7,000ȱbillion
B) $3,500ȱbillion
C) $6,000ȱbillion
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: B
Diff:ȱ3
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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31) ReferȱtoȱFigureȱ9.4.ȱWhatȱisȱtheȱvalueȱofȱtheȱexpenditureȱmultiplier?
A) 8 B) 10 C) 5 D) 20

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱFigureȱ9.4.ȱAlongȱAE1,ȱinjectionsȱequalȱleakagesȱwhenȱaggregateȱoutputȱequals
$________ȱbillion.

A) 1,500 B) 3,000 C) 2,500 D) 2,000

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱFigureȱ9.4.ȱIfȱaggregateȱexpendituresȱareȱrepresentedȱbyȱAE2 andȱgovernment

spendingȱincreasesȱbyȱ$20ȱbillion,ȱequilibriumȱaggregateȱoutputȱincreasesȱbyȱ$________ȱbillion.
A) 100 B) 200 C) 400 D) 800

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

34) Governmentȱspendingȱincreasesȱbyȱ$40ȱbillionȱandȱtheȱequilibriumȱlevelȱofȱoutputȱincreasesȱby
$200ȱbillion.ȱTheȱgovernmentȱspendingȱmultiplier

A) isȱ5.
B) isȱ4.
C) isȱ6.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation,ȱbecauseȱtheȱMPC isȱnotȱgiven.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

35) Assumeȱanȱeconomyȱisȱinȱequilibriumȱatȱanȱoutputȱlevelȱofȱ$1,500ȱbillion.ȱIfȱgovernment
spendingȱincreasesȱbyȱ$200ȱbillion,ȱthenȱatȱtheȱoutputȱlevelȱofȱ$1,500ȱbillion,ȱthereȱis

A) anȱunplannedȱriseȱinȱinventories.
B) anȱunplannedȱfallȱinȱinventories.
C) anȱunplannedȱinventoryȱchangeȱofȱzero.
D) eitherȱanȱunplannedȱincreaseȱorȱdecreaseȱinȱinventoriesȱdependingȱonȱtheȱvalueȱofȱthe
MPC.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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36) Assumeȱanȱeconomyȱisȱinȱequilibriumȱatȱanȱoutputȱlevelȱofȱ$600ȱbillion.ȱIfȱgovernment
purchasesȱdecreaseȱbyȱ$75ȱbillion,ȱthenȱatȱtheȱoutputȱlevelȱofȱ$600ȱbillion,ȱthereȱis

A) anȱunplannedȱincreaseȱinȱinventories.
B) anȱunplannedȱinventoryȱchangeȱofȱzero.
C) eitherȱanȱunplannedȱincreaseȱorȱdecreaseȱinȱinventoriesȱdependingȱonȱtheȱvalueȱofȱthe
MPC.

D) anȱunplannedȱdecreaseȱinȱinventories.
Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

37) Aȱdecreaseȱinȱlump-sumȱtaxesȱwill
A) makeȱtheȱconsumptionȱfunctionȱflatter.
B) makeȱtheȱconsumptionȱfunctionȱsteeper.
C) shiftȱtheȱconsumptionȱfunctionȱdownward.
D) shiftȱtheȱconsumptionȱfunctionȱupward.

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Theȱtaxȱmultiplierȱis
A) theȱratioȱofȱtheȱchangeȱinȱtaxesȱtoȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱofȱoutput.
B) theȱMPCȱmultipliedȱbyȱtheȱMPS.
C) theȱdifferenceȱinȱtaxesȱmultipliedȱbyȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱofȱoutput.
D) theȱratioȱofȱtheȱchangeȱinȱtheȱequilibriumȱlevelȱofȱoutputȱtoȱtheȱchangeȱinȱtaxes.

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Definition

39) IfȱtheȱMPCȱisȱ0.7,ȱtheȱtaxȱmultiplierȱis
A) -2.22. B) -1.22. C) -2.33. D) -3.33.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

40) IfȱtheȱMPSȱisȱ0.4,ȱtheȱtaxȱmultiplierȱis
A) -2.5. B) -1.67. C) -1.5. D) -2.33.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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41) IfȱtheȱMPSȱisȱ0.5,ȱtheȱtaxȱmultiplierȱis
A) -5. B) -2. C) -1. D) -0.5.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

42) Taxesȱareȱreducedȱbyȱ$70ȱbillionȱandȱincomeȱincreasesȱbyȱ$280ȱbillion.ȱTheȱvalueȱofȱtheȱtax
multiplierȱis

A) -4. B) -20. C) -10. D) -5.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

43) Taxesȱareȱreducedȱbyȱ$15ȱbillionȱandȱincomeȱincreasesȱbyȱ$75ȱbillion.ȱTheȱvalueȱofȱtheȱtax
multiplierȱis

A) -4. B) 9. C) -10. D) -5.

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

44) Ifȱtheȱtaxȱmultiplierȱisȱ-9ȱandȱtaxesȱareȱreducedȱbyȱ$100ȱbillion,ȱoutput
A) fallsȱbyȱ$100ȱbillion. B) fallsȱbyȱ$900ȱbillion.
C) increasesȱbyȱ$900ȱbillion. D) increasesȱbyȱ$100ȱbillion.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

45) Ifȱtheȱtaxȱmultiplierȱisȱ-12ȱandȱtaxesȱareȱincreasedȱbyȱ$6ȱbillion,ȱoutput
A) fallsȱbyȱ$2ȱbillion. B) fallsȱbyȱ$72ȱbillion.
C) increasesȱbyȱ$2ȱbillion. D) increasesȱbyȱ$72ȱbillion.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ9.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ9.5

46) ReferȱtoȱFigureȱ9.5.ȱWhichȱofȱtheȱfollowingȱequationsȱbestȱrepresentsȱtheȱaggregate
expenditureȱfunction?

A) AEȱ=ȱ1,600ȱ+ȱ.4Y. B) AE = 400+ .75Y.
C) AEȱ=ȱ1,200ȱ+ȱ.8Y. D) AE = 1,000ȱ+ .5Y.

Answer: B
Diff:ȱ3
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

47) ReferȱtoȱFigureȱ9.5.ȱAtȱaggregateȱoutputȱofȱ$2,400ȱbillion,ȱunplannedȱinventoriesȱequal
$________ȱbillion.

A) 200 B) 800 C) -800 D) -400

Answer: A
Diff:ȱ3
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

48) ReferȱtoȱFigureȱ9.5.ȱTheȱgovernmentȱspendingȱmultiplierȱequalsȱ________ȱandȱtheȱtax
multiplierȱequalsȱ________.

A) 2.5;ȱ-1.5 B) 4;ȱ-3 C) 5;ȱ-4 D) 9;ȱ-8
Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

49) ReferȱtoȱFigureȱ9.5.ȱIfȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱincreasesȱspending
byȱ$100ȱbillion,ȱequilibriumȱaggregateȱexpendituresȱincreaseȱtoȱ$________ȱbillion.

A) 1,700 B) 1,800 C) 2,000 D) 2,400

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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50) ReferȱtoȱFigureȱ9.5.ȱIfȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱdecreasesȱspending
byȱ$200ȱbillion,ȱequilibriumȱaggregateȱoutputȱdecreasesȱtoȱ$________ȱbillion.

A) 1,400 B) 1,200 C) 1,000 D) 800

Answer: D
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

51) ReferȱtoȱFigureȱ9.5.ȱIfȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱincreasesȱtaxesȱbyȱ$50
billion,ȱequilibriumȱaggregateȱoutputȱ________ȱtoȱ$________ȱbillion.

A) increases;ȱ2,000 B) decreases;ȱ1,550
C) decreases;ȱ1,450 D) decreases;ȱ1,400

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

52) ReferȱtoȱFigureȱ9.5.ȱIfȱtheȱeconomyȱisȱinȱequilibriumȱandȱtheȱgovernmentȱincreasesȱspending
byȱ$100ȱbillionȱandȱincreasesȱtaxesȱbyȱ$100ȱbillion,ȱequilibriumȱaggregateȱoutput

A) doesȱnotȱchange. B) increasesȱbyȱ$100ȱbillion.
C) increasesȱbyȱlessȱthanȱ$100ȱbillion. D) increasesȱbyȱmoreȱthanȱ$100ȱbillion.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

53) Ifȱtheȱgovernmentȱspendingȱmultiplierȱisȱ10,ȱthenȱtheȱtaxȱmultiplier
A) isȱ-5.
B) isȱ-4.
C) isȱ-9.
D) cannotȱbeȱdeterminedȱbecauseȱtheȱMPS isȱnotȱgiven.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

54) Ifȱtheȱtaxȱmultiplierȱisȱ-8.42,ȱthenȱtheȱgovernmentȱpurchasesȱmultiplier
A) isȱ8.42.
B) isȱ9.42.
C) isȱ1.58.
D) cannotȱbeȱdeterminedȱbecauseȱtheȱMPS isȱnotȱgiven.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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55) Ifȱgovernmentȱspendingȱisȱincreasedȱbyȱ$300,ȱtaxesȱareȱreducedȱbyȱ$300,ȱandȱtheȱMPSȱisȱ.5,
equilibriumȱoutputȱwillȱchangeȱby

A) $300.
B) $0.
C) $900.
D) anȱamountȱthatȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

56) Ifȱgovernmentȱpurchasesȱareȱincreasedȱbyȱ$100,ȱtaxesȱareȱreducedȱbyȱ$100,ȱandȱtheȱMPC isȱ.8,
equilibriumȱoutputȱwillȱchangeȱby

A) -$400.
B) $1,800.
C) $900.
D) anȱamountȱthatȱcannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

57) Ifȱgovernmentȱspendingȱisȱincreasedȱbyȱ$550ȱandȱtaxesȱareȱincreasedȱbyȱ$550,ȱtheȱequilibrium
levelȱofȱincomeȱwill

A) decreaseȱbyȱ$550. B) notȱchange.
C) increaseȱbyȱ$550. D) increaseȱbyȱ$1,100.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

58) Ifȱgovernmentȱpurchasesȱareȱdecreasedȱbyȱ$800ȱandȱtaxesȱareȱdecreasedȱbyȱ$800,ȱthe
equilibriumȱlevelȱofȱincomeȱwill

A) decreaseȱbyȱ$800. B) increaseȱbyȱ$800.
C) notȱchange. D) decreaseȱbyȱ$1600.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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59) AssumeȱthatȱtheȱMPCȱisȱ.75.ȱIfȱgovernmentȱspendingȱincreasesȱbyȱ$400,ȱequilibriumȱoutput
________;ȱandȱifȱtaxesȱincreaseȱbyȱ$400,ȱequilibriumȱoutputȱ________.

A) increasesȱbyȱ$1,600;ȱdecreasesȱbyȱ$1,600 B) increasesȱbyȱ$1,600;ȱdecreasesȱbyȱ$1,200
C) increasesȱbyȱ$1,200;ȱdecreasesȱbyȱ$1,600 D) increasesȱbyȱ$400;ȱdecreasesȱbyȱ$400

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

60) AssumeȱthatȱtheȱMPCȱisȱ.9.ȱIfȱgovernmentȱpurchasesȱincreaseȱbyȱ$100,ȱequilibriumȱoutput
________;ȱandȱifȱtaxesȱincreaseȱbyȱ$100,ȱequilibriumȱoutputȱ________.

A) increasesȱbyȱ$1,000;ȱdecreasesȱbyȱ$1,000 B) increasesȱbyȱ$900;ȱdecreasesȱbyȱ$1,000
C) increasesȱbyȱ$1,000;ȱdecreasesȱbyȱ$900 D) increasesȱbyȱ$400;ȱdecreasesȱbyȱ$400

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

61) YouȱareȱhiredȱbyȱtheȱCouncilȱofȱEconomicȱAdvisorsȱ(CEA)ȱasȱanȱeconomicȱconsultant.ȱThe
ChairpersonȱofȱtheȱCEAȱtellsȱyouȱthatȱsheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱhigh.
Theȱunemploymentȱrateȱcanȱbeȱreducedȱifȱaggregateȱoutputȱincreases.ȱSheȱwantsȱtoȱknow
whatȱpolicyȱtoȱpursueȱtoȱincreaseȱaggregateȱoutputȱbyȱ$300ȱbillion.ȱTheȱbestȱestimateȱsheȱhas
forȱtheȱMPCȱisȱ.8.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Increaseȱgovernmentȱpurchasesȱbyȱ$60ȱbillion.
B) Increaseȱgovernmentȱpurchasesȱbyȱ$150ȱbillion.
C) Cutȱtaxesȱbyȱ$60ȱbillion.
D) Cutȱtaxesȱbyȱ$60ȱbillionȱandȱtoȱincreaseȱgovernmentȱpurchasesȱbyȱ$60ȱbillion.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

62) YouȱareȱhiredȱbyȱtheȱBureauȱofȱEconomicȱAnalogiesȱ(BEA)ȱasȱanȱeconomicȱconsultant.ȱThe
ChairpersonȱofȱtheȱBEAȱtellsȱyouȱthatȱheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱlow.
Theȱunemploymentȱrateȱcanȱbeȱincreasedȱifȱaggregateȱoutputȱdecreases.ȱHeȱwantsȱtoȱknow
whatȱpolicyȱtoȱpursueȱtoȱdecreaseȱaggregateȱoutputȱbyȱ$100ȱbillion.ȱTheȱbestȱestimateȱheȱhas
forȱtheȱMPCȱisȱ.9.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Decreaseȱgovernmentȱspendingȱbyȱ$10ȱbillion.
B) Decreaseȱgovernmentȱspendingȱbyȱ$100ȱbillion.
C) Increaseȱtaxesȱbyȱ$100ȱbillion.
D) Cutȱtaxesȱbyȱ$60ȱbillionȱandȱtoȱincreaseȱgovernmentȱspendingȱbyȱ$60ȱbillion.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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63) YouȱareȱhiredȱbyȱtheȱCouncilȱofȱEconomicȱAdvisorsȱ(CEA)ȱasȱanȱeconomicȱconsultant.ȱThe
chairpersonȱofȱtheȱCEAȱtellsȱyouȱthatȱsheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱhigh.
Theȱunemploymentȱrateȱcanȱbeȱreducedȱifȱaggregateȱoutputȱincreases.ȱSheȱwantsȱtoȱknow
whatȱpolicyȱtoȱpursueȱtoȱincreaseȱaggregateȱoutputȱbyȱ$300ȱbillion.ȱTheȱbestȱestimateȱsheȱhas
forȱtheȱMPCȱisȱ.8.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Increaseȱgovernmentȱpurchasesȱbyȱ$75ȱbillion.
B) Reduceȱtaxesȱbyȱ$75ȱbillion.
C) Reduceȱtaxesȱbyȱ$75ȱbillionȱandȱtoȱincreaseȱgovernmentȱpurchasesȱbyȱ$75ȱbillion.
D) Reduceȱtheȱbudgetȱdeficitȱbyȱ$300ȱbillion.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

64) YouȱareȱhiredȱbyȱtheȱBureauȱofȱEconomicȱAnalogiesȱ(BEA)ȱasȱanȱeconomicȱconsultant.ȱThe
chairpersonȱofȱtheȱBEAȱtellsȱyouȱthatȱheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱhigh.
Theȱunemploymentȱrateȱcanȱbeȱreducedȱifȱaggregateȱoutputȱincreases.ȱHeȱwantsȱtoȱknowȱwhat
policyȱtoȱpursueȱtoȱincreaseȱaggregateȱoutputȱbyȱ$500ȱbillion.ȱTheȱbestȱestimateȱheȱhasȱforȱthe
MPCȱisȱ.7.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Decreaseȱgovernmentȱspendingȱbyȱ$75ȱbillion.
B) Reduceȱtaxesȱbyȱ$214.3ȱbillion.
C) Reduceȱtaxesȱbyȱ$314.3ȱbillionȱandȱtoȱdecreaseȱgovernmentȱspendingȱbyȱ$500ȱbillion.
D) Reduceȱtheȱbudgetȱdeficitȱbyȱ$300ȱbillion.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

65) YouȱareȱhiredȱbyȱtheȱCouncilȱofȱEconomicȱAdvisorsȱ(CEA)ȱasȱanȱeconomicȱconsultant.ȱThe
chairpersonȱofȱtheȱCEAȱtellsȱyouȱthatȱsheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱhigh.
Theȱunemploymentȱrateȱcanȱbeȱreducedȱifȱaggregateȱoutputȱincreases.ȱSheȱwantsȱtoȱknow
whatȱpolicyȱtoȱpursueȱtoȱincreaseȱaggregateȱoutputȱbyȱ$300ȱbillion.ȱTheȱbestȱestimateȱsheȱhas
forȱtheȱMPCȱisȱ.8.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Increaseȱgovernmentȱspendingȱbyȱ$300ȱbillionȱandȱreduceȱtaxesȱbyȱ$300ȱbillion.
B) Reduceȱgovernmentȱspendingȱbyȱ$300ȱbillionȱandȱincreaseȱtaxesȱbyȱ$300ȱbillion.
C) Increaseȱbothȱgovernmentȱspendingȱandȱtaxesȱbyȱ$300ȱbillion.
D) Decreaseȱbothȱgovernmentȱspendingȱandȱtaxesȱbyȱ$300ȱbillion.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

266



66) YouȱareȱhiredȱbyȱtheȱBureauȱofȱEconomicȱAnalogiesȱ(BEA)ȱasȱanȱeconomicȱconsultant.ȱThe
chairpersonȱofȱtheȱBEAȱtellsȱyouȱthatȱheȱbelievesȱtheȱcurrentȱunemploymentȱrateȱisȱtooȱhigh.
Theȱunemploymentȱrateȱcanȱbeȱreducedȱifȱaggregateȱoutputȱincreases.ȱHeȱwantsȱtoȱknowȱwhat
policyȱtoȱpursueȱtoȱincreaseȱaggregateȱoutputȱbyȱ$500ȱbillion.ȱTheȱbestȱestimateȱheȱhasȱforȱthe
MPCȱisȱ.75.ȱWhichȱofȱtheȱfollowingȱpoliciesȱshouldȱyouȱrecommend?

A) Reduceȱgovernmentȱspendingȱbyȱ$500ȱbillionȱandȱreduceȱtaxesȱbyȱ$500ȱbillion.
B) Increaseȱbothȱgovernmentȱspendingȱandȱtaxesȱbyȱ$500ȱbillion.
C) Increaseȱgovernmentȱspendingȱbyȱ$500ȱbillionȱandȱreduceȱtaxesȱbyȱ$500ȱbillion.
D) noneȱofȱtheȱabove

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

67) AsȱtheȱsizeȱofȱtheȱMPCȱincreases,ȱtheȱvalueȱofȱtheȱbalanced-budgetȱmultiplier
A) increases. B) decreases.
C) remainsȱconstant. D) couldȱeitherȱincreaseȱorȱdecrease.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

68) Supposeȱthatȱinȱtheȱbeginningȱofȱ2007ȱtheȱfederalȱdebtȱwasȱ$9ȱtrillion.ȱDuringȱ2007,ȱthe
governmentȱbalancedȱitsȱbudget.ȱAtȱtheȱendȱofȱ2007,ȱtheȱfederalȱdebt

A) increased. B) stayedȱtheȱsame.
C) decreased. D) wasȱeliminated.

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Ifȱautonomousȱspendingȱincreases,ȱtheȱaggregateȱexpenditureȱfunctionȱbecomesȱsteeper.
Answer: FALSE
Diff:ȱ1
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Ifȱtheȱgovernmentȱincreasesȱtaxesȱbyȱ$4ȱbillionȱandȱincreasesȱspendingȱbyȱ$4ȱbillion,
equilibriumȱoutputȱincreasesȱbyȱ$4ȱbillion.
Answer: TRUE
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱtaxȱcutȱofȱ$12ȱbillionȱwillȱhaveȱlessȱeffectȱonȱtheȱeconomyȱthanȱanȱincreaseȱinȱgovernment
purchasesȱofȱ$12ȱbillion.
Answer: TRUE
Diff:ȱ2
Topic: FiscalȱPolicyȱatȱWork:ȱMultiplierȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

9.3 TheȱFederalȱBudget

1 MultipleȱChoice

1) Theȱtotalȱamountȱowedȱbyȱtheȱfederalȱgovernmentȱtoȱtheȱpublicȱisȱthe
A) federalȱbudgetȱdeficit. B) federalȱdebt.
C) netȱtaxȱrevenue. D) fiscalȱdrag.

Answer: B
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Definition

2) Whatȱisȱtheȱlargestȱexpenditureȱsourceȱinȱtheȱgovernmentȇsȱbudget?
A) consumption B) transferȱpayments
C) netȱinterestȱpayments D) netȱsubsidies

Answer: B
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Fact

3) Whatȱisȱtheȱlargestȱsourceȱofȱrevenueȱinȱtheȱgovernmentȇsȱbudget?
A) socialȱinsurance B) indirectȱbusinessȱtaxes
C) corporateȱtaxes D) personalȱtaxes

Answer: D
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Fact

4) Aȱgovernmentȇsȱdebtȱisȱreducedȱwhenȱit
A) balancesȱisȱbudget. B) sellsȱmoreȱbonds.
C) runsȱaȱdeficit. D) runsȱaȱsurplus.

Answer: D
Diff:ȱ2
Topic: TheȱFederalȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Whenȱaȱgovernmentȱrunsȱaȱdeficit
A) itsȱdebtȱincreases. B) itȱmustȱraiseȱtaxes
C) itsȱdebtȱdecreases. D) itȱmustȱcutȱspending.

Answer: A
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱamountȱtheȱgovernmentȱowesȱtoȱtheȱpublicȱisȱtheȱdeficit.
Answer: FALSE
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Definition

2) Ifȱtaxȱreceiptsȱareȱlessȱthanȱgovernmentȱexpendituresȱtheȱgovernmentȱisȱrunningȱaȱdeficit.
Answer: TRUE
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱtheȱgovernmentȱrunsȱaȱdeficit,ȱthenȱtheȱgovernmentȱdebtȱincreases.
Answer: TRUE
Diff:ȱ2
Topic: TheȱFederalȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) DefenseȱspendingȱisȱtheȱlargestȱpartȱofȱtheȱU.S.ȱgovernmentȱspending.
Answer: FALSE
Diff:ȱ2
Topic: TheȱFederalȱBudget
Skill: Fact

5) Theȱgovernmentȱbudgetȱisȱbalancedȱwhenȱtaxȱreceiptsȱequalȱgovernmentȱspending.
Answer: TRUE
Diff:ȱ1
Topic: TheȱFederalȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9.4 TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱaȱCORRECTȱsequenceȱofȱeventsȱduringȱaȱrecession?
A) unemploymentȱfalls,ȱincomeȱfalls,ȱtaxȱrevenueȱfalls,ȱunemploymentȱbenefitsȱrise,ȱandȱthe

budgetȱdeficitȱrises
B) unemploymentȱrises,ȱincomeȱfalls,ȱtaxȱrevenueȱfalls,ȱunemploymentȱbenefitsȱrise,ȱandȱthe

budgetȱdeficitȱrises
C) unemploymentȱrises,ȱincomeȱfalls,ȱtaxȱrevenueȱrises,ȱunemploymentȱbenefitsȱfall,ȱandȱthe

budgetȱdeficitȱfalls
D) unemploymentȱrises,ȱincomeȱrises,ȱtaxȱrevenueȱrises,ȱunemploymentȱbenefitsȱrise,ȱand

theȱbudgetȱdeficitȱrises
Answer: B
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Analytic
AACSB: AnalyticȱSkills

2) WhichȱofȱtheȱfollowingȱisȱaȱCORRECTȱsequenceȱofȱeventsȱduringȱanȱexpansion?
A) unemploymentȱfalls,ȱincomeȱfalls,ȱtaxȱrevenueȱfalls,ȱunemploymentȱbenefitsȱrise,ȱandȱthe

budgetȱdeficitȱfalls
B) unemploymentȱrises,ȱincomeȱfalls,ȱtaxȱrevenueȱfalls,ȱunemploymentȱbenefitsȱrise,ȱandȱthe

budgetȱdeficitȱrises
C) unemploymentȱrises,ȱincomeȱfalls,ȱtaxȱrevenueȱrises,ȱunemploymentȱbenefitsȱfall,ȱandȱthe

budgetȱdeficitȱfalls
D) unemploymentȱfalls,ȱincomeȱrises,ȱtaxȱrevenueȱrises,ȱunemploymentȱbenefitsȱfall,ȱandȱthe

budgetȱdeficitȱfalls
Answer: D
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Analytic
AACSB: AnalyticȱSkills

3) Theȱpresenceȱofȱautomaticȱstabilizersȱmeansȱthatȱtheȱfederalȱdeficitȱisȱ________ȱthanȱit
otherwiseȱwouldȱbeȱinȱaȱrecessionȱandȱ________ȱthanȱitȱotherwiseȱwouldȱbeȱinȱanȱexpansion.

A) larger;ȱsmaller B) smaller;ȱlarger
C) smaller;ȱsmaller D) larger;ȱlarger

Answer: A
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Duringȱaȱrecession,ȱautomaticȱstabilizersȱcauseȱtheȱfederalȱdeficitȱto
A) decrease. B) eitherȱincreaseȱorȱdecrease.
C) remainȱunchanged. D) increase.

Answer: D
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Anȱexampleȱofȱanȱautomaticȱstabilizerȱis
A) theȱfoodȱstampȱprogram.
B) changingȱtheȱtaxȱlawsȱtoȱincreaseȱtheȱmarginalȱtaxȱrates.
C) theȱindexationȱofȱsocialȱsecurityȱbenefitsȱtoȱtheȱconsumerȱpriceȱindex.
D) theȱinterestȱtheȱgovernmentȱpaysȱonȱloans.

Answer: A
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Ifȱtheȱeconomyȱisȱinȱaȱrecession,ȱtheȱfull-employmentȱdeficitȱisȱ________ȱtheȱactualȱdeficit.
A) largerȱthan B) equalȱto
C) smallerȱthan D) equalȱtoȱorȱlargerȱthan

Answer: C
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Ifȱtheȱeconomyȇsȱfull-employmentȱoutputȱisȱ$6ȱtrillion,ȱactualȱoutputȱisȱ$3.5ȱtrillion,ȱandȱthe
budgetȱdeficitȱisȱ$20ȱbillion,ȱtheȱdeficitȱinȱthisȱcaseȱisȱknownȱasȱa

A) naturalȱemploymentȱdeficit. B) cyclicalȱdeficit.
C) structuralȱdeficit. D) debtȱdeficit.

Answer: B
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Ifȱtheȱeconomyȇsȱfull-employmentȱoutputȱisȱ$9ȱtrillion,ȱactualȱoutputȱisȱ$9ȱtrillion,ȱandȱthe
budgetȱdeficitȱisȱ$20ȱbillion,ȱtheȱdeficitȱinȱthisȱcaseȱisȱknownȱasȱa

A) naturalȱemploymentȱdeficit. B) cyclicalȱdeficit.
C) structuralȱdeficit. D) fiscalȱdeficit.

Answer: C
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) AssumeȱthatȱinȱtheȱUnitedȱStatesȱtheȱactualȱdeficitȱisȱ$300ȱbillion.ȱIfȱtheȱUnitedȱStatesȱwereȱat
fullȱemployment,ȱtheȱdeficitȱwouldȱbeȱ$100ȱbillion.ȱTheȱstructuralȱdeficitȱinȱtheȱUnitedȱStatesȱis

A) $100ȱbillion. B) $200ȱbillion. C) $300ȱbillion. D) $400ȱbillion.
Answer: A
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) AssumeȱthatȱinȱtheȱAtlantisȱtheȱactualȱdeficitȱisȱ$200ȱbillion.ȱIfȱtheȱAtlantisȱwereȱatȱfull
employment,ȱtheȱdeficitȱwouldȱbeȱ$50ȱbillion.ȱTheȱstructuralȱdeficitȱinȱtheȱAtlantisȱis

A) $100ȱbillion. B) $200ȱbillion. C) $50ȱbillion. D) $150ȱbillion.
Answer: C
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Inȱwhichȱcaseȱwillȱtheȱgovernmentȱcollectȱmoreȱtaxȱrevenue?
A) 40%ȱtaxȱrateȱandȱ$40,000ȱaverageȱincome
B) 90%ȱtaxȱrateȱandȱ$10,000ȱaverageȱincome
C) 20%ȱtaxȱrateȱandȱ$90,000ȱaverageȱincome
D) 4%ȱtaxȱrateȱandȱ$80,000ȱaverageȱincome

Answer: C
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Analytic
AACSB: AnalyticȱSkills

12) Ifȱtaxesȱareȱaȱfunctionȱofȱincome,ȱthenȱtheȱAE functionȱis
A) flatterȱthanȱifȱtaxesȱareȱaȱlump-sumȱamount.
B) steeperȱthanȱifȱtaxesȱareȱaȱlump-sumȱamount.
C) vertical.
D) downwardȱsloping.

Answer: A
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ174ȱ[486]:ȱTheȱvalueȱofȱtheȱrebateȱchecksȱissuedȱbyȱthe
governmentȱinȱ2008ȱwillȱimpactȱtheȱeconomyȱandȱbeȱaffectedȱbyȱthe

A) governmentȱspendingȱmultiplier. B) taxȱmultiplier.
C) moneyȱmultiplier. D) balanced-budgetȱmultiplier.

Answer: B
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ174ȱ[486]:ȱAsȱaȱdirectȱstimulusȱforȱtheȱeconomy,ȱtax
rebatesȱwillȱgenerallyȱhaveȱ________ȱincreasingȱgovernmentȱspending.

A) aȱgreaterȱimpactȱthan B) aȱsmallerȱimpactȱthan
C) anȱequalȱimpactȱto D) noȱimpact,ȱasȱopposedȱto

Answer: B
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

272



2 True/False

1) Duringȱrecessions,ȱautomaticȱstabilizersȱworkȱtoȱreduceȱgovernmentȱexpendituresȱand
increaseȱgovernmentȱrevenues.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱstructuralȱdeficitȱisȱtheȱdeficitȱatȱfullȱemployment.

Answer: TRUE
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Definition

3) InȱanȱexpansionȱtheȱU.S.ȱfederalȱgovernmentȱdeficitȱautomaticallyȱgrows .

Answer: FALSE
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Automaticȱstabilizersȱincludeȱthoseȱelementsȱofȱgovernmentȱspendingȱthatȱautomaticallyȱgrow
duringȱaȱrecession.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEconomyȇsȱInfluenceȱonȱtheȱGovernmentȱBudget
Skill: Conceptual
AACSB: ReflectiveȱThinking

9.5 AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers

1 MultipleȱChoice

1) Theȱformulaȱforȱtheȱgovernmentȱspendingȱmultiplierȱis
A) 1/(1ȱ+ȱMPC). B) 1/MPS. C) 1/MPC. D) 1/(1ȱ+ȱMPS).

Answer: B
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Definition

2) IfȱtheȱMPSȱisȱ0.2,ȱtheȱtaxȱmultiplierȱis
A) -4. B) -1.11. C) -9. D) -5.

Answer: A
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Analytic
AACSB: AnalyticȱSkills
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3) IfȱtheȱMPSȱisȱ0.1,ȱtheȱgovernmentȱspendingȱmultiplierȱis
A) 10. B) 1.11. C) 5. D) 2.

Answer: A
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Analytic
AACSB: AnalyticȱSkills

4) Theȱformulaȱforȱtheȱtaxȱmultiplierȱis
A) -(MPS/MPC). B) MPS/MPC. C) -(MPC/MPS). D) -1/MPS.

Answer: C
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Definition

5) IfȱtheȱMPCȱisȱ0.9,ȱtheȱtaxȱmultiplierȱis
A) -9. B) -10. C) -1.10. D) 10.

Answer: A
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Analytic
AACSB: AnalyticȱSkills

6) Theȱbalanced-budgetȱmultiplier
A) equalsȱ0. B) isȱgreaterȱthanȱ0ȱbutȱlessȱthanȱ1.
C) isȱgreaterȱthanȱ1. D) equalsȱ1.

Answer: D
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Definition

2 True/False

1) AsȱtheȱMPCȱdecreases,ȱtheȱgovernmentȱspendingȱmultiplierȱincreases.
Answer: FALSE
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱbalanced-budgetȱmultiplierȱworksȱwheneverȱtheȱgovernmentȱincreasesȱspendingȱand
increasesȱtaxesȱbyȱtheȱsameȱamount.

Answer: TRUE
Diff:ȱ1
Topic: AppendixȱA:ȱDerivingȱtheȱFiscalȱPolicyȱMultipliers
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9.6 AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome

1 MultipleȱChoice

1) Assumeȱthatȱtaxesȱdependȱonȱincome.ȱTheȱMPC isȱ0.8ȱandȱt isȱ0.25.ȱTheȱgovernmentȱspending
multiplierȱis

A) 1.67. B) 2.5. C) 5. D) 10.

Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

2) Assumeȱthatȱtaxesȱdependȱonȱincome.ȱTheȱMPC isȱ0.9ȱandȱt isȱ0.3.ȱTheȱgovernmentȱspending
multiplierȱis

A) 10. B) 2.7. C) 1.17. D) 1.42.

Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

3) Assumeȱthatȱtaxesȱdependȱonȱincome.ȱTheȱMPC isȱ0.5ȱandȱt isȱ0.2.ȱIfȱgovernmentȱspending
increasesȱbyȱ$10ȱbillion,ȱtheȱequilibriumȱlevelȱofȱoutputȱwillȱincreaseȱby

A) $16.7ȱbillion. B) $25ȱbillion. C) $50ȱbillion. D) $100ȱbillion.
Answer: A
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

4) Assumeȱthatȱtaxesȱdependȱonȱincome.ȱTheȱMPC isȱ0.8ȱandȱt isȱ0.4.ȱIfȱgovernmentȱpurchases
increaseȱbyȱ$100ȱbillion,ȱtheȱequilibriumȱlevelȱofȱoutputȱwillȱincreaseȱby

A) $16.7ȱbillion. B) $215.9ȱbillion.
C) $57.5ȱbillion. D) $192.31ȱbillion.

Answer: D
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

5) IfȱtaxesȱdependȱonȱincomeȱandȱtheȱMPC isȱ0.6ȱandȱt isȱ0.3,ȱtheȱtaxȱmultiplierȱis
A) -1.72. B) -1.03. C) -2.0. D) -2.24.

Answer: B
Diff:ȱ1
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills
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6) AssumeȱthatȱtaxesȱdependȱonȱincomeȱandȱtheȱMPC isȱ0.6ȱandȱt isȱ0.3.ȱAnȱincreaseȱinȱtaxesȱof
$10ȱbillionȱwillȱdecreaseȱequilibriumȱincomeȱby

A) $17.2ȱbillion. B) $10.3ȱbillion. C) $20.0ȱbillion. D) $22.4ȱbillion.
Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

7) Ifȱtaxesȱdependȱonȱincome,ȱthenȱtheȱmagnitudeȱofȱtheȱgovernmentȱspendingȱmultiplier
________ȱitȱwouldȱbeȱifȱtaxesȱwereȱaȱlump-sumȱamount.

A) couldȱbeȱeitherȱlargerȱthanȱorȱsmallerȱthan
B) isȱlargerȱthan
C) isȱequalȱtoȱwhat
D) isȱsmallerȱthan

Answer: D
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Ifȱtaxesȱdependȱonȱincome,ȱthenȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplierȱ________ȱitȱwouldȱbeȱif
taxesȱwereȱaȱlump-sumȱamount.

A) couldȱbeȱeitherȱlargerȱthanȱorȱsmallerȱthan
B) isȱlargerȱthan
C) isȱequalȱtoȱwhat
D) isȱsmallerȱthan

Answer: D
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Asȱtheȱtaxȱrateȱincreases,ȱtheȱgovernmentȱspendingȱmultiplier
A) increases.
B) decreases.
C) doesȱnotȱchange.
D) couldȱeitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱvalueȱofȱtheȱMPC.

Answer: B
Diff:ȱ1
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking

276



10) Asȱtheȱtaxȱrateȱincreases,ȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplier
A) increases.
B) decreases.
C) doesȱnotȱchange.
D) couldȱeitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱvalueȱofȱtheȱMPC.

Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Whenȱtaxesȱdependȱonȱincome,ȱaȱhigherȱtaxȱrateȱimpliesȱaȱhigherȱgovernmentȱspending
multiplier.

Answer: FALSE
Diff:ȱ1
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) WhenȱtheȱMPCȱisȱ0.8ȱandȱtȱisȱ0.4,ȱthenȱtheȱgovernmentȱspendingȱmultiplierȱisȱaboutȱ -1.54.
Answer: FALSE
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

3) IfȱtheȱMPSȱisȱ0.25ȱandȱtȱisȱ0.4,ȱthenȱtheȱtaxȱmultiplierȱisȱaboutȱ-2.96.
Answer: FALSE
Diff:ȱ3
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

4) IfȱtheȱMPSȱisȱ0.4ȱandȱtȱisȱ0.3,ȱthenȱtheȱtaxȱmultiplierȱisȱaboutȱ-1.03.
Answer: TRUE
Diff:ȱ3
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Analytic
AACSB: AnalyticȱSkills

5) Whenȱtheȱtaxȱrateȱincreases,ȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplierȱfalls.
Answer: TRUE
Diff:ȱ1
Topic: AppendixȱB:ȱTheȱCaseȱinȱWhichȱTaxȱRevenuesȱDependȱonȱIncome
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ10 TheȱMoneyȱSupplyȱand
theȱFederalȱReserveȱSystem

10.1 AnȱOverviewȱofȱMoney

1 MultipleȱChoice

1) Moneyȱis
A) theȱsameȱasȱincome.
B) anythingȱthatȱisȱgenerallyȱacceptedȱasȱaȱmediumȱofȱexchange.
C) theȱvalueȱofȱallȱcoinsȱandȱcurrencyȱinȱcirculationȱatȱanyȱtime.
D) backedȱbyȱgoldȱinȱFortȱKnox.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

2) Anyȱtransactionȱthatȱinvolvesȱexchangingȱoneȱgoodȱforȱanotherȱwithoutȱusingȱmoneyȱis
consideredȱa

A) liquidityȱtransaction. B) barterȱtransaction.
C) deferredȱpayment. D) blackȱmarketȱexchange.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

3) JacobȱmakesȱexcellentȱtamalesȱandȱAmandaȱisȱveryȱgoodȱatȱmowingȱlawns.ȱAmandaȱagreesȱto
mowȱJacobȇsȱlawn,ȱifȱheȱmakesȱherȱaȱdozenȱtamales.ȱThisȱisȱanȱexampleȱof

A) legalȱtender. B) barter.
C) commodityȱmoney. D) fiatȱmoney.

Answer: B
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱfactorsȱcausesȱtheȱbarterȱsystemȱtoȱbeȱinefficient?
A) Itsȱcostȱofȱtransactionȱisȱtooȱlow.
B) Theȱcostȱassociatedȱwithȱinformationȱsearchȱisȱtooȱlow.
C) Itȱrequiresȱaȱdoubleȱcoincidenceȱofȱwants.
D) Itȱrequiresȱhighȱliquidity.

Answer: C
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Josieȱwantsȱtoȱtradeȱswimmingȱlessonsȱforȱcookingȱlessons.ȱMariaȱwantsȱtoȱtradeȱcooking
lessonsȱforȱswimmingȱlessons.ȱJosieȱandȱMariaȱhave

A) theȱbasisȱforȱaȱliquidityȱexchange. B) aȱdoubleȱincidenceȱofȱdemand.
C) theȱbasisȱforȱaȱdoubleȱfiatȱexchange. D) aȱdoubleȱcoincidenceȱofȱwants.

Answer: D
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱdevelopmentȱofȱmoneyȱasȱaȱmediumȱofȱexchangeȱhasȱfacilitatedȱtheȱexpansionȱofȱtrade
because

A) holdingȱmoneyȱincreasesȱpeopleȇsȱwealth.
B) holdingȱmoneyȱincreasesȱpeopleȇsȱincome.
C) moneyȱeliminatesȱtheȱȈdoubleȱcoincidenceȱofȱwantsȈȱproblem.
D) noȱotherȱmediumsȱofȱexchangeȱareȱavailable.

Answer: C
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Whenȱmoneyȱisȱusedȱasȱaȱmediumȱofȱexchange
A) theȱneedȱforȱaȱbarterȱsystemȱdiminishes.
B) theȱcostȱofȱtransactionsȱincreases.
C) theȱneedȱforȱaȱbankingȱsystemȱinȱtheȱeconomyȱdecreases.
D) itȱreducesȱtheȱnumberȱofȱtransactionsȱinȱtheȱeconomy.

Answer: A
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Bettyȱwonȱ$500ȱinȱaȱpokerȱtournament.ȱSheȱdepositsȱherȱ$500ȱwinningsȱintoȱaȱmoneyȱmarket
fundȱsoȱthatȱsheȱcanȱuseȱtheȱmoneyȱnextȱyearȱtoȱhelpȱherȱpayȱforȱaȱtripȱtoȱLasȱVegas.ȱThisȱisȱan
exampleȱofȱmoneyȱservingȱasȱa(n)

A) unitȱofȱaccount. B) mediumȱofȱexchange.
C) storeȱofȱvalue. D) investmentȱgood.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Whenȱyouȱpayȱ$8ȱforȱsaladȱyouȱorderedȱforȱlunch,ȱyouȱareȱusingȱmoneyȱasȱa(n)
A) storeȱofȱvalue. B) investmentȱgood.
C) mediumȱofȱexchange. D) unitȱofȱaccount.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Veronicaȱreceivedȱaȱfederalȱincomeȱtaxȱrebateȱcheckȱofȱ$600ȱinȱMayȱ2008.ȱVeronicaȱputȱthis
moneyȱinȱaȱsavingȱaccountȱsoȱthatȱsheȱcouldȱspendȱitȱwhenȱsheȱwentȱonȱvacationȱinȱJulyȱ2008.
Thisȱisȱanȱexampleȱofȱmoneyȱservingȱasȱa(n)

A) storeȱofȱvalue. B) mediumȱofȱexchange.
C) unitȱofȱaccount. D) investmentȱgood.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Whenȱyouȱkeepȱyourȱsavingsȱinȱaȱsavingȱaccount,ȱyouȱareȱusingȱmoneyȱasȱa(n)
A) investmentȱgood. B) storeȱofȱvalue.
C) mediumȱofȱexchange. D) unitȱofȱaccount.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Theȱmainȱdisadvantageȱofȱusingȱmoneyȱasȱaȱstoreȱofȱvalueȱisȱthat
A) moneyȱisȱnotȱportable.
B) itȱrequiresȱaȱdoubleȱcoincidenceȱofȱwants.
C) currencyȱisȱintrinsicallyȱworthless.
D) theȱvalueȱofȱmoneyȱactuallyȱfallsȱwhenȱtheȱpricesȱofȱgoodsȱandȱservicesȱrise.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Theȱliquidityȱpropertyȱofȱmoneyȱisȱtheȱpropertyȱthatȱmakesȱmoney
A) aȱgoodȱmediumȱofȱexchangeȱandȱaȱgoodȱunitȱofȱaccount.
B) aȱgoodȱstoreȱofȱvalueȱandȱaȱgoodȱunitȱofȱaccount.
C) aȱgoodȱmediumȱofȱexchangeȱandȱaȱgoodȱstoreȱofȱvalue.
D) aȱgoodȱstoreȱofȱvalueȱandȱaȱgoodȱstandardȱofȱdeferredȱpayment.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Whenȱtheȱmanagerȱofȱaȱdepartmentȱstoreȱattachesȱpriceȱtagsȱtoȱhis/herȱproducts,ȱhe/sheȱis
usingȱmoneyȱasȱa

A) mediumȱofȱexchange. B) storeȱofȱvalue.
C) unitȱofȱtransfer. D) unitȱofȱaccount.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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15) CircuitȱCity,ȱaȱretailerȱofȱelectronics,ȱhasȱ2,000ȱdifferentȱproductsȱinȱinventory.ȱCircuitȱCity
reportsȱitsȱinventoryȱisȱworthȱ$12ȱmillion.ȱThisȱisȱanȱexampleȱofȱusingȱmoneyȱasȱa

A) mediumȱofȱexchange. B) unitȱofȱaccount.
C) standardȱofȱdeferredȱpayment. D) storeȱofȱvalue.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) DennyȇsȱlistsȱtheȱpriceȱofȱaȱGrandȱSlamȱBreakfastȱatȱ$4.99ȱaȱplate.ȱListingȱtheȱpriceȱonȱtheȱmenu
isȱanȱexampleȱofȱmoneyȱservingȱasȱa(n)

A) storeȱofȱvalue. B) unitȱofȱaccount.
C) mediumȱofȱexchange. D) investmentȱgood.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) WhenȱMexicoȱexperiencesȱaȱperiodȱofȱhighȱinflationȱandȱMexicansȱloseȱconfidenceȱinȱtheirȱpeso
asȱaȱstoreȱofȱvalue,ȱwhichȱofȱtheȱfollowingȱwouldȱbeȱmostȱlikelyȱtoȱoccur?

A) Theȱdemandȱforȱpesosȱwouldȱincrease.
B) Theȱbuyingȱpowerȱofȱtheȱpesoȱwouldȱincrease.
C) Theȱvalueȱofȱforeignȱcurrenciesȱwouldȱdepreciateȱrelativeȱtoȱtheȱpeso.
D) Mexicansȱwouldȱuseȱaȱdifferentȱcurrencyȱasȱaȱmediumȱofȱexchange.

Answer: D
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

18) Aȱcurrencyȱthatȱisȱnotȱbackedȱbyȱgold,ȱsilver,ȱorȱanyȱotherȱpreciousȱcommodityȱequalȱtoȱthe
faceȱvalueȱofȱtheȱmoneyȱisȱknownȱas

A) fakeȱmoney. B) weakȱmoney.
C) tokenȱmoney. D) commodityȱmoney.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

19) AfterȱWorldȱWarȱII,ȱcigarettesȱwereȱusedȱasȱmoneyȱinȱGermany.ȱThisȱisȱanȱexampleȱof
A) fiatȱmoney. B) legalȱmoney.
C) tokenȱmoney. D) commodityȱmoney.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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20) TheȱU.S.ȱdollarȱisȱanȱexampleȱofȱfiatȱmoneyȱbecause
A) itȱisȱtheȱstrongestȱcurrencyȱinȱtheȱworld.
B) itȱisȱtheȱmostȱwidelyȱusedȱcurrencyȱinȱinternationalȱtrade.
C) itȱisȱbackedȱbyȱaȱlargeȱreserveȱofȱgoldȱandȱsilver.
D) byȱlaw,ȱitȱisȱdecreedȱasȱmoney.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱfiatȱmoney?
A) cigarettes B) anȱounceȱofȱgold
C) aȱU.S.ȱone-hundredȱdollarȱbill D) aȱgovernmentȱbond

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Moneyȱthatȱaȱgovernmentȱhasȱrequiredȱtoȱbeȱacceptedȱinȱsettlementȱofȱdebtsȱis
A) fiatȱmoney. B) commodityȱmoney.
C) barterȱmoney. D) legalȱtender.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

23) Toȱensureȱthatȱpaperȱmoneyȱwillȱbeȱaccepted,ȱtheȱU.S.ȱgovernmentȱimplicitlyȱpromisesȱthe
publicȱthat

A) itȱwillȱnotȱprintȱmoneyȱsoȱfastȱthatȱitȱlosesȱitsȱvalue.
B) itȱwillȱnotȱchangeȱtheȱrateȱatȱwhichȱtheȱdollarȱisȱexchangedȱforȱotherȱcurrencies.
C) itȱwillȱalwaysȱremainȱtheȱstrongestȱcurrencyȱofȱallȱindustrializedȱnations.
D) theȱU.S.ȱmonetaryȱsystemȱwillȱalwaysȱbeȱbackedȱbyȱaȱpreciousȱmetal.

Answer: A
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Currencyȱdebasementȱoccursȱwhen
A) theȱvalueȱofȱmoneyȱfallsȱasȱaȱresultȱofȱaȱrapidȱincreaseȱinȱitsȱsupply.
B) theȱgovernmentȱrequiresȱthatȱaȱcertainȱformȱofȱmoneyȱmustȱbeȱacceptedȱinȱsettlementȱof

debts.
C) itemsȱareȱdesignatedȱasȱmoneyȱthatȱareȱintrinsicallyȱworthless.
D) itemsȱareȱusedȱasȱmoneyȱthatȱalsoȱhaveȱintrinsicȱvalueȱinȱsomeȱotherȱuse.

Answer: A
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Definition
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25) AssumeȱthatȱinȱtheȱcountryȱofȱSalmon,ȱtheȱgovernmentȱtripledȱtheȱmoneyȱsupplyȱovernight.
Asȱaȱresultȱofȱthisȱaction,ȱtheȱpriceȱofȱaȱloafȱofȱbreadȱincreasedȱfromȱ1ȱbillȱtoȱ100ȱbills.ȱThisȱisȱan
exampleȱof

A) aȱchangeȱinȱtheȱlegalȱtender.
B) aȱchangeȱfromȱcommodityȱmoneyȱtoȱfiatȱmoney.
C) currencyȱdebasement.
D) deflation.

Answer: C
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Currencyȱheldȱoutsideȱbanksȱ+ demandȱdepositsȱ+ travelersȱchecksȱ+ otherȱcheckableȱdeposits
=

A)M3. B) M2 -M1. C) M3 -M1. D)M1.

Answer: D
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

27) Transactionȱmoneyȱis
A)M1. B) M2. C) M3. D)M4.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Travelerȇsȱchecksȱare
A) notȱmoney. B) includedȱinȱM1 andȱȱM2.
C) notȱincludedȱinȱM2. D) notȱincludedȱinȱM1.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) WhichȱofȱtheȱfollowingȱisȱincludedȱinȱM2,ȱbutȱnotȱincludedȱinȱM1?
A) currencyȱheldȱoutsideȱbanks B) travelersȱchecks
C) demandȱdeposits D) savingsȱaccounts

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) Jaimeȱtransfersȱ$2,500ȱfromȱhisȱcheckingȱaccountȱtoȱhisȱsavingsȱaccount.ȱThisȱtransactionȱwill
A) decreaseȱbothȱM1ȱandȱM2. B) notȱchangeȱM1 andȱdecreaseȱM2.
C) decreaseȱM1ȱandȱnotȱchangeȱM2. D) increaseȱbothȱM1ȱandȱM2.

Answer: C
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

31) Rubyȱtransfersȱ$700ȱfromȱherȱsavingȱaccountȱtoȱherȱcheckingȱaccount.ȱThisȱtransactionȱwill
A) increaseȱM1ȱandȱnotȱchangeȱM2. B) notȱchangeȱM1 andȱdecreaseȱM2.
C) increaseȱbothȱM1ȱandȱM2. D) decreaseȱbothȱM1ȱandȱM2.

Answer: A
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

32) Teddyȱtransfersȱ$175ȱfromȱhisȱmoneyȱmarketȱfundȱtoȱhisȱcheckingȱaccount.ȱThisȱtransaction
will

A) decreaseȱM2ȱandȱincreaseȱM1. B) increaseȱM1,ȱbutȱleaveȱM2ȱunchanged.
C) decreaseȱM1ȱandȱincreaseȱM2. D) decreaseȱbothȱM1ȱandȱM2.

Answer: B
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

33) WhichȱofȱtheȱfollowingȱwouldȱNOTȱbeȱcountedȱasȱpartȱofȱM1?
A) demandȱdeposits B) travelerȇsȱcheck
C) moneyȱmarketȱaccounts D) currency

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) Savingȱaccountȱbalancesȱareȱincludedȱin
A)M1. B) M2.
C) neitherȱM1ȱnorȱM2. D) bothȱM1 andȱM2.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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35) WhichȱofȱtheȱfollowingȱwouldȱNOTȱbeȱincludedȱinȱM2?
A) demandȱdeposits B) moneyȱmarketȱaccounts
C) checkingȱaccounts D) Treasuryȱbonds

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) IncludedȱinȱM2ȱȱare
A) bankȱloans. B) creditȱcards.
C) bankȱcapital. D) demandȱdeposits.

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) WhichȱofȱtheȱfollowingȱwouldȱNOTȱbeȱincludedȱinȱM1?
A) demandȱdeposits B) moneyȱmarketȱaccounts
C) checkingȱaccounts D) travelerȇsȱchecks

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Currencyȱheldȱoutsideȱbanksȱisȱincludedȱin
A) bothȱM1ȱandȱM2. B) M2 only.
C) M1ȱonly. D) neitherȱM1 norȱM2.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Closeȱsubstitutesȱforȱtransactionsȱmoneyȱareȱknownȱas
A) fiatȱmonies. B) nearȱmonies.
C) commodityȱmonies. D) tokenȱmonies.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

40) Whichȱofȱtheȱfollowingȱisȱtheȱbestȱexampleȱofȱaȱnearȱmoney?
A) aȱvaluableȱpainting B) aȱdollarȱbill
C) aȱTreasuryȱbond D) aȱmoneyȱmarketȱaccount

Answer: D
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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41) AnȱequationȱforȱM1ȱis
A)M2ȱ+ȱSavingsȱAccountsȱ- CurrencyȱHeldȱOutsideȱBanksȱ+ OtherȱNearȱMonies.
B) M2ȱ-ȱSavingsȱAccountsȱ- MoneyȱMarketȱAccountsȱ- OtherȱNearȱMonies.
C) MoneyȱMarketȱAccountsȱ+ Automatic-transferȱSavingsȱAccounts.
D)M2ȱ+ȱNearȱMonies.

Answer: B
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

42) TheȱmainȱadvantageȱofȱusingȱM2 insteadȱofȱM1 asȱtheȱmeasureȱforȱmoneyȱisȱthat
A)M2ȱcanȱbeȱmeasuredȱmoreȱaccurately.
B) M2ȱincludesȱonlyȱinstantlyȱaccessibleȱassets.
C) M2ȱisȱsometimesȱmoreȱstable.
D)M2ȱvariesȱasȱtheȱinterestȱrateȱvaries.

Answer: C
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) Commercialȱbanks
A) implementȱmonetaryȱpolicy.
B) areȱnonprofitȱorganizationsȱthatȱlendȱandȱborrowȱfunds.
C) areȱfinancialȱintermediariesȱthatȱlendȱfundsȱandȱacceptȱdeposits.
D) holdȱreservesȱagainstȱbankȱcapital.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

44) Amongȱtheȱassetsȱofȱaȱcommercialȱbankȱare
A) loans. B) demandȱdeposits.
C) savingsȱdeposits. D) timeȱdeposits.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

45) Amongȱtheȱliabilitiesȱofȱcommercialȱbanksȱare
A) loans. B) demandȱdeposits.
C) reserves. D) governmentȱsecurities.

Answer: B
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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46) Netȱworthȱis
A) assetsȱ-ȱliabilities. B) assetsȱ+ capital.
C) assetsȱ-ȱcapital. D) assetsȱ+ liabilities.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

47) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ183ȱ[495]:ȱInȱtheȱSolomonȱIslands,ȱdolphinȱteethȱare
usedȱasȱcurrency.ȱInȱthisȱinstance,ȱdolphinȱteethȱwouldȱbeȱconsidered

A) fiatȱmoney. B) tokenȱmoney.
C) commodityȱmoney. D) legalȱtender.

Answer: C
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

48) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ183ȱ[495]:ȱInȱtheȱSolomonȱIslands,ȱdolphinȱteethȱare
usedȱasȱcurrency.ȱUsingȱdolphinȱteethȱtoȱmakeȱaȱpurchaseȱwouldȱbeȱusingȱtheȱteethȱasȱa(n)

A) mediumȱofȱexchange. B) storeȱofȱvalue.
C) unitȱofȱaccount. D) legalȱtender.

Answer: A
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Whenȱyouȱuseȱmoneyȱtoȱfillȱyourȱcarȱwithȱgasȱeveryȱweek,ȱyouȱareȱusingȱmoneyȱasȱaȱunitȱof
account.
Answer: FALSE
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Moneyȱisȱanythingȱthatȱgenerallyȱisȱacceptedȱasȱaȱmediumȱofȱexchange.
Answer: TRUE
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

3) Inȱanȱeconomyȱthatȱusesȱfiatȱmoney,ȱthereȱisȱnoȱneedȱforȱdoubleȱcoincidenceȱofȱwants.
Answer: TRUE
Diff:ȱ1
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Whenȱyouȱtakeȱ$100ȱfromȱyourȱsavingȱaccountȱandȱdepositȱitȱinȱyourȱcheckingȱaccount,ȱM2
decreases.
Answer: FALSE
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱallȱbanksȱareȱloanedȱupȱandȱsoȱwillȱnotȱmakeȱfurtherȱloans,ȱaȱ$1,000ȱdepositȱcreatesȱ$1,000ȱin
newȱmoney.
Answer: FALSE
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Fiatȱmoneyȱisȱmoneyȱtheȱgovernmentȱsaysȱisȱmoney.
Answer: TRUE
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Definition

7) TheȱM1ȱdefinitionȱofȱmoneyȱincludesȱmoneyȱmarketȱaccounts.
Answer: FALSE
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) TheȱM2ȱdefinitionȱofȱmoneyȱincludesȱdemandȱdeposits.
Answer: TRUE
Diff:ȱ2
Topic: AnȱOverviewȱofȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

10.2 HowȱBanksȱCreateȱMoney

1 MultipleȱChoice

1) NapoliȱNationalȱBankȱhasȱliabilitiesȱofȱ$3ȱmillionȱandȱnetȱworthȱofȱ$200,000.ȱNapoliȱNational
Bankȇsȱassetsȱare

A) $200,000. B) $3ȱmillion C) $3.2ȱmillion. D) $2.8ȱmillion.
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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2) SaturnȱCountyȱSavingsȱandȱLoanȱhasȱliabilitiesȱofȱ$400,000ȱandȱnetȱworthȱofȱ$125,000.ȱSaturn
CountyȱSavingsȱandȱLoanȇsȱassetsȱare

A) $525,000. B) $275,000. C) $400,000. D) $125,000.
Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

3) ThompsonȱNationalȱTrustȱhasȱassetsȱofȱ$500,000ȱandȱliabilitiesȱofȱ$400,000.ȱThompson
NationalȱTrustȇsȱnetȱworthȱis

A) $900,000. B) $400,000. C) $100,000. D) $500,000.
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

4) Aȱcommercialȱbankȱlists
A) loansȱasȱliabilities. B) depositsȱasȱliabilities.
C) requiredȱreservesȱasȱliabilities. D) excessȱreservesȱasȱliabilities.

Answer: B
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Thingsȱthatȱaȱfirmȱownsȱthatȱareȱworthȱsomethingȱareȱclassifiedȱas
A) liabilities. B) assets. C) deposits. D) netȱworth.

Answer: B
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Whichȱofȱtheȱfollowingȱisȱconsideredȱaȱliabilityȱtoȱaȱbank?
A) timeȱdeposits B) reserves
C) theȱbankȇsȱloans D) theȱbankȇsȱbuildingsȱandȱequipment

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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7) TheȱcentralȱbankȱofȱtheȱUnitedȱStatesȱisȱknownȱasȱthe
A) FederalȱReserveȱSystem.
B) FederalȱDepositȱInsuranceȱCorporation.
C) DepartmentȱofȱtheȱTreasury.
D) FederalȱSavingsȱandȱLoanȱInsuranceȱCorporation.

Answer: A
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Fact

8) Aȱloanȱmadeȱbyȱaȱbankȱisȱconsideredȱ________ȱofȱthatȱbank.
A) aȱliability B) capital C) netȱworth D) anȱasset

Answer: D
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Aȱcheckingȱdepositȱinȱaȱbankȱisȱconsideredȱ________ȱofȱthatȱbank.
A) anȱasset B) aȱliability C) netȱworth D) capital

Answer: B
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ10.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ10.1
FirstȱCharterȱBank

Assets Liabilities
Reserves N $800 Deposits
Loans N $400 ȱNetȱWorth
Total N $1,200 Total

10) ReferȱtoȱTableȱ10.1.ȱTheȱrequiredȱreserveȱratioȱisȱ25%.ȱIfȱtheȱFirstȱCharterȱBankȱisȱmeetingȱits
reserveȱrequirementȱandȱhasȱnoȱexcessȱreserves,ȱitsȱreservesȱequal

A) $100. B) $200. C) $600. D) $300.
Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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11) ReferȱtoȱTableȱ10.1.ȱTheȱrequiredȱreserveȱratioȱisȱ25%.ȱIfȱtheȱFirstȱCharterȱBankȱisȱmeetingȱits
reserveȱrequirementȱandȱhasȱnoȱexcessȱreserves,ȱitsȱloansȱequal

A) $900. B) $1,000. C) $600. D) $1,800.
Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱTableȱ10.1.ȱFirstȱCharterȱBankȇsȱtotalȱassetsȱare
A) $1,200. B) $400. C) $800. D) $2,400

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ10.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ10.2
FirstȱCommercialȱBank

AssetsȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱȱLiabilitiesȱ+ȱNetȱWorth
Reserves: $800,000 $2ȱmillion Depositsȱȱ

Required $200,000 $500,000 NetȱWorth
Excess N

Loans N

Total $2.5ȱmillion $2.5ȱmillion Total

13) ReferȱtoȱTableȱ10.2.ȱFirstȱCommercialȱBankȇsȱexcessȱreservesȱequalȱ$________.
A) 600,000 B) 1,000,000 C) 200,000 D) 1,500,000

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱTableȱ10.2.ȱTheȱrequiredȱreserveȱratio
A) isȱ5%.
B) isȱ10%.
C) isȱ20%.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation.

Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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15) ReferȱtoȱTableȱ10.2.ȱFirstȱCommercialȱBankȇsȱtotalȱloansȱequalȱ$________.
A) 1,000,000 B) 5,000,000 C) 2,500,000 D) 1,700,000.

Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ10.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ10.3
PeopleȇsȱBankȱ

Assets Liabilitiesȱ+ȱNetȱWorth
Reserves: $300,000 $500,000 Deposits

Required $100,000 N NetȱWorth
Excess N

Loans N

Total $800,000 $800,000 Total

16) ReferȱtoȱTableȱ10.3.ȱTheȱnetȱworthȱofȱPeopleȇsȱBankȱisȱ$________.
A) 1,000,000 B) 200,000 C) 800,000 D) 300,000

Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱTableȱ10.3.ȱTheȱrequiredȱreserveȱratioȱis
A) 25%. B) 20%. C) 50%. D) 10%.

Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱTableȱ10.3.ȱPeopleȇsȱBankȱexcessȱreservesȱareȱ$________.
A) 200,000 B) 100,000 C) 300,000 D) 400,000

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ10.3.ȱTotalȱloansȱofȱPeopleȇsȱBankȱequalȱ$________.
A) 100,000 B) 400,000 C) 500,000 D) 800,000

Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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20) CrescentȱCityȱBankȱhasȱ$200ȱmillionȱinȱdeposits.ȱCrescentȱCityȱBankȱisȱmeetingȱitsȱreserve
requirementȱandȱhasȱnoȱexcessȱreserves.ȱItȱhasȱ$40ȱmillionȱinȱreserves.ȱCrescentȱCityȱBankȱfaces
aȱrequiredȱreserveȱratioȱof

A) 5%. B) 4%. C) 20%. D) 25%.
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

21) NarniaȱNationalȱBankȱhasȱ$750ȱmillionȱinȱdeposits.ȱTheȱrequiredȱreserveȱratioȱisȱ30%.ȱNarnia
NationalȱBankȱmustȱkeepȱ________ȱinȱreserves.

A) $125ȱmillion B) $150ȱmillion C) $225ȱmillion D) $250ȱmillion
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

22) NeonȱBankȱhasȱ$300ȱmillionȱinȱdeposits.ȱTheȱrequiredȱreserveȱratioȱisȱ25%.ȱNeonȱBankȱmust
keepȱȱ________ȱȱinȱreserves.

A) $275ȱmillion B) $145ȱmillion C) $75ȱmillion D) $120ȱmillion
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

23) TheȱIntracoastalȱBankȱhasȱ$5ȱmillionȱinȱdepositsȱandȱ$500,000ȱinȱreserves.ȱIfȱtheȱrequired
reserveȱratioȱisȱ5%,ȱexcessȱreservesȱareȱequalȱto

A) $125,000. B) $500,000. C) zero. D) $250,000.
Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

24) TheȱBankȱofȱArugulaȱhasȱ$9ȱmillionȱinȱdepositsȱandȱ$900,000ȱinȱreserves.ȱIfȱtheȱrequired
reserveȱratioȱisȱ10%,ȱexcessȱreservesȱareȱequalȱto

A) $90,000. B) $180,000. C) $81,000. D) zero.
Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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25) TheȱBankȱofȱRedȱOakȱhasȱ$2ȱmillionȱinȱdepositsȱandȱ$400,000ȱinȱreserves.ȱIfȱexcessȱreservesȱare
equalȱtoȱ$100,000,ȱtheȱrequiredȱreserveȱratioȱis

A) 15%. B) 10%. C) 20%. D) 5%.
Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ10.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow .

Tableȱ10.4
FirstȱCharterȱBankȱ

Assets Liabilities
Reserves $1.2ȱmillion $8ȱmillion Deposits
Loans $6.8ȱmillion
Total $8ȱmillion $8ȱmillion Total

26) ReferȱtoȱTableȱ10.4.ȱIfȱtheȱrequiredȱreserveȱratioȱisȱ15%,ȱFirstȱCharterȱBank
A) isȱloanedȱup.
B) hasȱtooȱfewȱreservesȱonȱhand.
C) isȱmeetingȱitsȱrequiredȱreserveȱratioȱandȱhasȱ$200,000ȱinȱexcessȱreserves.
D) hasȱexcessȱreservesȱofȱ$100,000.

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

27) ReferȱtoȱTableȱ10.4.ȱFirstȱCharterȱBankȱcouldȱmakeȱadditional,ȱfirstȱroundȱloansȱofȱ$400,000ȱif
theȱrequiredȱreserveȱratioȱwere

A) 10%. B) 8%. C) 7.5%. D) 12%.
Answer: A
Diff:ȱ3
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

28) ReferȱtoȱTableȱ10.4.ȱIfȱtheȱrequiredȱreserveȱratioȱwereȱchangedȱtoȱ5%ȱandȱFirstȱCharterȱBank
continuesȱtoȱholdȱ$1,200,000ȱinȱreserves,ȱitsȱexcessȱreservesȱwillȱbe

A) $600,000. B) $1,000,000. C) $800,000. D) $400,000.
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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29) DollarȱBankȱisȱcurrentlyȱloanedȱup.ȱIfȱtheȱrequiredȱreserveȱratioȱisȱlowered,
A) DollarȱBankȇsȱnetȱworthȱwillȱincrease.
B) DollarȱBankȱwillȱhaveȱexcessȱreservesȱthatȱitȱcanȱlendȱout.
C) DollarȱBankȱwillȱstillȱbeȱloanedȱupȱbecauseȱitȱdidȱnotȱreceiveȱanyȱadditionalȱdeposits.
D) DollarȱBankȇsȱactualȱreservesȱwillȱincrease,ȱbutȱitȱwillȱstillȱbeȱloanedȱup.

Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

30) Whenȱaȱbankȱhasȱnoȱexcessȱreserves,ȱandȱthusȱcanȱmakeȱnoȱmoreȱloans,ȱitȱisȱsaidȱtoȱbe
A) bankrupt. B) ripeȱforȱaȱtakeover.
C) inȱreceivership. D) loanedȱup.

Answer: D
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual

31) Commercialȱbanksȱcreateȱmoneyȱthrough
A) printingȱtreasuryȱnotes.
B) makingȱloans.
C) facilitatingȱborrowingȱfromȱtheȱFederalȱReserveȱtoȱtheȱpublic.
D) reducingȱriskȱinȱtheȱeconomy.

Answer: B
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) Theȱmultipleȱbyȱwhichȱtotalȱdepositsȱcanȱincreaseȱforȱeveryȱdollarȱincreaseȱinȱreservesȱisȱthe
A) requiredȱreserveȱratio. B) bankȇsȱlineȱofȱcredit.
C) depositȱinsuranceȱlimit. D) moneyȱmultiplier.

Answer: D
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Definition

33) Supposeȱtheȱrequiredȱreserveȱratioȱisȱ20%.ȱAȱ$40ȱmillionȱcashȱdepositȱwill,ȱatȱmost,ȱallowȱan
expansionȱofȱtheȱmoneyȱsupplyȱto

A) $20ȱmillion. B) $80ȱmillion. C) $200ȱmillion. D) $800ȱmillion.
Answer: C
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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34) Supposeȱtheȱrequiredȱreserveȱratioȱisȱ15%.ȱAȱ$10ȱmillionȱdepositȱwill,ȱatȱmost,ȱallowȱan
expansionȱofȱtheȱmoneyȱsupplyȱto

A) $147.5ȱmillion. B) $250ȱmillion. C) $150ȱmillion. D) $66.7ȱmillion.
Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

35) Theȱrequiredȱreserveȱratioȱisȱ5%.ȱTheȱmoneyȱmultiplierȱis
A) 0.5. B) 5. C) 15. D) 20.

Answer: D
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

36) Theȱrequiredȱreserveȱratioȱisȱ50%.ȱTheȱmoneyȱmultiplierȱis
A) 2.5. B) 10. C) 5. D) 2.

Answer: D
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

37) Ifȱtheȱmoneyȱmultiplierȱisȱ8,ȱtheȱrequiredȱreserveȱratioȱis
A) 8%. B) 16%. C) 12.5%. D) 20%.

Answer: C
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

38) Assumeȱthatȱbanksȱbecomeȱmoreȱconservativeȱinȱtheirȱlendingȱpoliciesȱandȱstartȱholdingȱsome
excessȱreserves.ȱComparedȱtoȱaȱsituationȱinȱwhichȱbanksȱareȱnotȱholdingȱexcessȱreserves,ȱthe
sizeȱofȱtheȱmoneyȱsupplyȱwillȱbe

A) zero. B) larger. C) theȱsame. D) smaller.
Answer: D
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Asȱcommercialȱbanksȱkeepȱmoreȱexcessȱreserves,ȱmoneyȱcreation
A) increases. B) decreases.
C) remainsȱtheȱsame. D) couldȱeitherȱincreaseȱorȱdecrease.

Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱScenarioȱ10.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow .

SCENARIOȱ10.1:ȱTheȱfollowingȱtableȱshowsȱtheȱchangesȱinȱdeposits,ȱreserves,ȱandȱloansȱofȱ4ȱbanksȱasȱa
resultȱofȱaȱ$100,000ȱinitialȱdepositȱinȱBankȱNo.ȱ1.ȱAssumeȱallȱbanksȱareȱloanedȱup.

NewȱDeposit RequiredȱReserve Loans
BankȱNo.ȱ1
BankȱNo.ȱ2
BankȱNo.ȱ3
BankȱNo.ȱ4

$100,000.00
$95,000.00
$90,250.00
$85,ȱ737.50

$5,000.00
$4,750.00
$4,512.50
$4,286.90

$95,000.00
$90,250.00
$85,737.00
$81,450.63

40) ReferȱtoȱScenarioȱ10.1.ȱWhatȱisȱtheȱrequiredȱreserveȱratio?
A) 4% B) 5% C) 8% D) 10%

Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

41) ReferȱtoȱScenarioȱ10.1.ȱWhatȱisȱtheȱmoneyȱmultiplierȱinȱthisȱeconomy?
A) 20 B) 10 C) 50 D) 16.67

Answer: A
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

42) ReferȱtoȱScenarioȱ10.1.ȱBasedȱonȱtheȱinitialȱ$100,000ȱdeposit,ȱtheȱmoneyȱsupplyȱwill,ȱatȱmost,
expandȱto

A) $1ȱmillion. B) $2ȱmillion. C) $50ȱmillion. D) $16.67ȱmillion.
Answer: B
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

43) ReferȱtoȱScenarioȱ10.1.ȱIfȱtheȱrequiredȱreserveȱratioȱwereȱchangedȱtoȱ10%,ȱtotalȱloansȱofȱBank
No.ȱ2ȱwillȱchangeȱto

A) 81,000. B) 90,000. C) 85,000. D) 77,440.
Answer: A
Diff:ȱ3
Topic: HowȱBanksȱCreateȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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2 True/False

1) OnlyȱtheȱrequiredȱreserveȱratioȱdeterminesȱhowȱmuchȱmoneyȱtheȱFederalȱReserveȱcanȱcreate.
Answer: FALSE
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Excessȱreservesȱinȱaȱbankȱareȱtheȱdifferenceȱbetweenȱrequiredȱreservesȱandȱtheȱbankȇsȱtotalȱnet
worth.
Answer: FALSE
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Definition

3) Amongȱtheȱassetsȱofȱcommercialȱbanksȱareȱdemandȱdeposits.
Answer: FALSE
Diff:ȱ1
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱamountȱofȱmoneyȱbanksȱcanȱloanȱoutȱisȱdeterminedȱbyȱtheȱdiscountȱrate.
Answer: FALSE
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Amongȱtheȱliabilitiesȱofȱcommercialȱbanksȱareȱdeposits.
Answer: TRUE
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Sinceȱtheyȱmustȱlendȱmoneyȱtoȱmakeȱmoney,ȱallȱbanksȱareȱnecessarilyȱinsolvent.
Answer: FALSE
Diff:ȱ2
Topic: HowȱBanksȱCreateȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10.3 TheȱFederalȱReserveȱSystem

1 MultipleȱChoice

1) TheȱFederalȱReserveȱSystemȱconsistsȱofȱ________ȱFederalȱReserveȱBanks.
A) 8 B) 10 C) 12 D) 14

Answer: C
Diff:ȱ1
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

2) WhichȱofȱtheȱfollowingȱactivitiesȱisȱoneȱofȱtheȱresponsibilitiesȱofȱtheȱFederalȱReserve?
A) issuingȱnewȱbondsȱtoȱfinanceȱtheȱfederalȱbudgetȱdeficit
B) loaningȱmoneyȱtoȱotherȱcountriesȱthatȱareȱfriendlyȱtoȱtheȱUnitedȱStates
C) assistingȱbanksȱthatȱareȱinȱaȱdifficultȱfinancialȱposition
D) auditingȱtheȱvariousȱagenciesȱandȱdepartmentsȱofȱtheȱfederalȱgovernment

Answer: C
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

3) AmongȱtheȱmembersȱofȱtheȱFederalȱOpenȱMarketȱCommittee
A) isȱtheȱSecretaryȱofȱtheȱTreasury.
B) isȱtheȱComptrollerȱofȱtheȱCurrency.
C) areȱtheȱsevenȱmembersȱofȱtheȱBoardȱofȱGovernorsȱofȱtheȱFed.
D) isȱtheȱChairȱofȱtheȱSenateȱBankingȱCommittee.

Answer: C
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

4) TheȱBoardȱofȱgovernorsȱofȱtheȱFed
A) areȱappointedȱbyȱtheȱHouseȱofȱRepresentatives.
B) hasȱ12ȱmembers.
C) haveȱaȱ7-yearȱterm.
D) isȱheadquarteredȱinȱWashington,ȱD.C.

Answer: D
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

5) TheȱFed
A) issuesȱdepositsȱtoȱtheȱpublic. B) lendsȱmoneyȱtoȱforeignȱgovernments.
C) clearsȱinter-bankȱpayments. D) lendsȱmoneyȱtoȱtheȱpublic.

Answer: C
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact
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2 True/False

1) TheȱPresidentȱofȱtheȱNYȱFederalȱReserveȱBankȱisȱalwaysȱaȱmemberȱofȱtheȱFederalȱOpenȱMarket
committee.
Answer: TRUE
Diff:ȱ1
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

2) TheȱChairȱofȱtheȱFedȱalsoȱservesȱas oneȱofȱtheȱReserveȱȱBankȱPresidents.
Answer: FALSE
Diff:ȱ1
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

3) TheȱFedȱactsȱasȱaȱlenderȱofȱlastȱresortȱforȱtheȱbankingȱsystem.
Answer: TRUE
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

4) TheȱmembersȱofȱtheȱBoardȱofȱGovernorsȱofȱtheȱFedȱmakeȱupȱaȱmajorityȱofȱtheȱFederalȱOpen
MarketȱCommittee.
Answer: TRUE
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

5) TheȱFedȱisȱaȱdivisionȱofȱtheȱDepartmentȱofȱtheȱTreasury.
Answer: FALSE
Diff:ȱ2
Topic: TheȱFederalȱReserveȱSystem
Skill: Fact

10.4 HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱinstrumentsȱisȱNOTȱusedȱbyȱtheȱFederalȱReserveȱtoȱchangeȱtheȱmoney
supply?

A) theȱdiscountȱrate B) theȱrequiredȱreserveȱratio
C) theȱfederalȱtaxȱcode D) openȱmarketȱoperations

Answer: C
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Fact
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2) TheȱFederalȱOpenȱMarketȱCommitteeȱ(FOMC)ȱdirectsȱtheȱOpenȱMarketȱDeskȱto
A) determineȱtheȱrequiredȱreserveȱratio. B) determineȱtheȱdiscountȱrate.
C) buyȱorȱsellȱgovernmentȱsecurities. D) determineȱtheȱfederalȱfundsȱrate.

Answer: C
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Fact

3) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱtoolȱavailableȱtoȱtheȱFedȱtoȱchangeȱtheȱsupplyȱofȱmoney?
A) openȱmarketȱoperations B) theȱrequiredȱreserveȱratio
C) theȱmoneyȱmultiplier D) theȱdiscountȱrate

Answer: C
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Fact

4) Theȱdiscountȱrateȱis
A) theȱinterestȱrateȱcommercialȱbanksȱchargeȱeachȱotherȱforȱborrowingȱfunds.
B) theȱinterestȱrateȱcommercialȱbanksȱchargeȱtheirȱnewȱcustomers.
C) theȱinterestȱrateȱtheȱFedȱchargesȱcommercialȱbanksȱforȱborrowingȱfunds.
D) theȱinterestȱrateȱcommercialȱbanksȱchargeȱtheirȱmostȱcreditworthyȱcustomers.

Answer: C
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Definition

5) Aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio
A) willȱincreaseȱtheȱmoneyȱsupply. B) willȱdecreaseȱtheȱmoneyȱsupply.
C) willȱnotȱchangeȱtheȱmoneyȱsupply. D) willȱdecreaseȱtheȱdiscountȱrate.

Answer: A
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Assumeȱthatȱallȱcommercialȱbanksȱareȱloanedȱup.ȱTotalȱdepositsȱinȱtheȱbankingȱsystemȱare
$200ȱmillion.ȱTheȱrequiredȱreserveȱratioȱisȱincreased.ȱTheȱmoneyȱsupplyȱwill

A) decrease.
B) increase.
C) notȱchangeȱbecauseȱthereȱwasȱnoȱchangeȱinȱdeposits.
D) notȱchangeȱbecauseȱtheȱrequiredȱreserveȱratioȱhasȱnoȱimpactȱonȱmoneyȱsupply.

Answer: A
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Analytic
AACSB: AnalyticȱSkills
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7) TheȱFedȱhasȱtendedȱnotȱtoȱuseȱchangesȱinȱtheȱreserveȱrequirementȱasȱaȱmeansȱofȱcontrollingȱthe
moneyȱsupplyȱbecause

A) onlyȱbanksȱthatȱareȱmembersȱofȱtheȱFedȱareȱsubjectȱtoȱreserveȱrequirements,ȱandȱmost
banksȱdoȱnotȱbelongȱtoȱtheȱFed.

B) aȱchangeȱinȱtheȱreserveȱrequirementȱhasȱonlyȱaȱveryȱsmallȱimpactȱonȱtheȱmoneyȱsupply.
C) itȱisȱaȱcrudeȱmonetaryȱpolicyȱtoolȱbecauseȱaȱchangeȱinȱtheȱrequirementȱdoesȱnotȱaffect

banksȱuntilȱaboutȱtwoȱweeksȱafterȱtheȱchangeȱisȱimplemented.
D) itȱtakesȱaȱlongȱtimeȱforȱtheȱCongressȱtoȱapproveȱaȱchangeȱinȱtheȱreserveȱrequirement.

Answer: C
Diff:ȱ3
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) TheȱinterestȱrateȱbanksȱpayȱtoȱborrowȱmoneyȱfromȱtheȱFedȱisȱthe
A) federalȱfundsȱrate. B) discountȱrate.
C) primeȱlendingȱrate. D) reserveȱrate.

Answer: B
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Definition

9) WhichȱofȱtheȱfollowingȱrepresentsȱanȱactionȱbyȱtheȱFederalȱReserveȱthatȱisȱdesignedȱtoȱincrease
theȱmoneyȱsupply?

A) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio
B) anȱincreaseȱinȱtheȱdiscountȱrate
C) aȱdecreaseȱinȱfederalȱtaxȱrates
D) sellingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket

Answer: A
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) WhichȱofȱtheȱfollowingȱrepresentsȱanȱactionȱbyȱtheȱFederalȱReserveȱthatȱisȱdesignedȱtoȱincrease
theȱmoneyȱsupply?

A) buyingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket
B) anȱincreaseȱinȱtheȱrequiredȱreserveȱratio
C) aȱdecreaseȱinȱfederalȱspending
D) anȱincreaseȱinȱtheȱdiscountȱrate

Answer: A
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking
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11) OfȱtheȱtoolsȱavailableȱtoȱtheȱFedȱtoȱregulateȱtheȱmoneyȱsupply,ȱwhichȱisȱtheȱleastȱused?
A) theȱfederalȱfundsȱrate B) theȱreserveȱratio
C) taxȱcutting D) theȱopen-marketȱoperations

Answer: B
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) IfȱtheȱFedȱsellsȱgovernmentȱsecurities,ȱthenȱthereȱis
A) anȱincreaseȱinȱtheȱsupplyȱofȱmoney.
B) aȱdecreaseȱinȱtheȱsupplyȱofȱmoney.
C) aȱdecreaseȱinȱtheȱdiscountȱrate.
D) anȱincreaseȱinȱtheȱrequiredȱreserveȱratio.

Answer: B
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) WhichȱofȱtheȱfollowingȱrepresentsȱanȱactionȱbyȱtheȱFederalȱReserveȱthatȱisȱdesignedȱto
decreaseȱtheȱmoneyȱsupply?

A) aȱdecreaseȱinȱtheȱdiscountȱrate
B) aȱdecreaseȱinȱfederalȱspending
C) sellingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket
D) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio

Answer: C
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) WhenȱtheȱFedȱraisesȱtheȱrequiredȱreserveȱratio,ȱtheȱbanksȇȱexcessȱreservesȱwillȱinitially
________ȱandȱȱtheȱmoneyȱsupplyȱȱ________.

A) remainsȱconstant;ȱdecreases B) decrease;ȱdecreases
C) increase;ȱremainȱconstant D) increase;ȱincreases

Answer: B
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Theȱbestȱinstrumentȱforȱcontrollingȱweek-to-weekȱchangesȱinȱtheȱmoneyȱsupplyȱis
A) theȱrequiredȱreserveȱratio. B) moralȱsuasion.
C) open-marketȱoperations. D) theȱdiscountȱrate.

Answer: C
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking
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16) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Open-marketȱoperationsȱcanȱbeȱusedȱbyȱtheȱFederalȱReserveȱwithȱsomeȱprecision.
B) Open-marketȱoperationsȱareȱextremelyȱflexible.
C) TheȱFederalȱReserveȱundertakesȱopen-marketȱoperationsȱonȱanȱinfrequentȱbasis.
D) Open-marketȱoperationsȱhaveȱaȱfairlyȱpredictableȱeffectȱonȱtheȱsupplyȱofȱmoney.

Answer: C
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) Anȱopen-marketȱpurchaseȱofȱsecuritiesȱbyȱtheȱFedȱresultsȱinȱ________ȱinȱreservesȱand
________ȱinȱtheȱsupplyȱofȱmoney.

A) anȱincrease;ȱaȱdecrease B) aȱdecrease;ȱaȱdecrease
C) anȱincrease;ȱanȱincrease D) aȱdecrease;ȱanȱincrease

Answer: C
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Anȱopen-marketȱsaleȱofȱsecuritiesȱbyȱtheȱFedȱresultsȱinȱ________ȱinȱreservesȱandȱ________ȱin
theȱsupplyȱofȱmoney.

A) anȱincrease;ȱaȱdecrease B) anȱincrease;ȱanȱincrease
C) aȱdecrease;ȱanȱincrease D) aȱdecrease;ȱaȱdecrease

Answer: D
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Assumeȱthereȱisȱnoȱleakageȱfromȱtheȱbankingȱsystemȱandȱthatȱallȱcommercialȱbanksȱareȱloaned
up.ȱTheȱrequiredȱreserveȱratioȱisȱ16%.ȱIfȱtheȱFedȱsellsȱ$5ȱmillionȱworthȱofȱgovernmentȱsecurities
toȱtheȱpublic,ȱtheȱchangeȱinȱtheȱmoneyȱsupplyȱwillȱbe

A) -$16ȱmillion. B) -$31.25ȱmillion.
C) -$21ȱmillion. D) -$11.75ȱmillion.

Answer: B
Diff:ȱ3
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Analytic
AACSB: AnalyticȱSkills

20) Assumeȱthereȱisȱnoȱleakageȱfromȱtheȱbankingȱsystemȱandȱthatȱallȱcommercialȱbanksȱareȱloaned
up.ȱTheȱrequiredȱreserveȱratioȱisȱ10%.ȱIfȱtheȱFedȱbuysȱ$10ȱmillionȱworthȱofȱgovernment
securitiesȱfromȱtheȱpublic,ȱtheȱchangeȱinȱtheȱmoneyȱsupplyȱwillȱbe

A) $1ȱmillion. B) $110ȱmillion. C) $100ȱmillion. D) $10ȱmillion.
Answer: C
Diff:ȱ3
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Analytic
AACSB: AnalyticȱSkills
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21) Theȱmoneyȱsupplyȱhasȱincreasedȱfromȱ$1.4ȱtrillionȱtoȱ$1.45ȱtrillion.ȱWhichȱofȱtheȱfollowing
couldȱhaveȱcausedȱthisȱincrease?

A) TheȱFedȱsoldȱgovernmentȱsecuritiesȱtoȱtheȱpublic.
B) Consumersȱwhoȱwereȱholdingȱmoneyȱoutsideȱtheȱbankingȱsystemȱdepositȱthisȱmoney.
C) TheȱFedȱincreasedȱtheȱdiscountȱrate.
D) Commercialȱbanksȱbeganȱtoȱholdȱexcessȱreserves.

Answer: B
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Analytic
AACSB: AnalyticȱSkills

22) IfȱtheȱFedȱsetsȱtheȱmoneyȱsupplyȱindependentȱofȱtheȱinterestȱrate,ȱthenȱtheȱmoneyȱsupplyȱcurve
is

A) upwardȱsloping. B) downwardȱsloping.
C) vertical. D) horizontal.

Answer: C
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Aȱdecreaseȱinȱtheȱrequiredȱreserveȱratioȱincreasesȱtheȱmoneyȱsupply.
Answer: TRUE
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) AȱsaleȱofȱgovernmentȱsecuritiesȱtoȱtheȱpublicȱbyȱtheȱFederalȱReserveȱwillȱincreaseȱtheȱmoney
supply.
Answer: FALSE
Diff:ȱ1
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱdiscountȱrateȱcannotȱbeȱusedȱtoȱcontrolȱtheȱmoneyȱsupplyȱwithȱgreatȱprecisionȱbecauseȱits
effectsȱonȱbanksȇȱdemandȱforȱreservesȱareȱuncertain.
Answer: TRUE
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) TheȱtoolȱmostȱfrequentlyȱusedȱbyȱtheȱFedȱtoȱchangeȱtheȱmoneyȱsupplyȱisȱchangingȱtheȱrequired
reserveȱratio.
Answer: FALSE
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Fact
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5) IfȱtheȱFedȱbuysȱsecuritiesȱonȱtheȱopenȱmarket,ȱitȱwillȱincreaseȱtheȱmoneyȱsupply .
Answer: TRUE
Diff:ȱ2
Topic: HowȱtheȱFederalȱReserveȱControlsȱtheȱMoneyȱSupply
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ11 MoneyȱDemandȱandȱthe
EquilibriumȱInterestȱRate

11.1 TheȱDemandȱforȱMoney

1 MultipleȱChoice

1) Whenȱyouȱdepositȱ$100ȱinȱaȱbank,ȱtheȱbank
A) paysȱyouȱanȱinterestȱrateȱandȱtheȱdepositȱisȱaȱliabilityȱtoȱyou.
B) chargesȱyouȱanȱinterestȱrateȱandȱtheȱdepositȱisȱaȱliabilityȱtoȱyou.
C) paysȱyouȱanȱinterestȱrateȱandȱtheȱdepositȱisȱaȱliabilityȱtoȱtheȱbank.
D) paysȱyouȱanȱinterestȱrateȱandȱtheȱdepositȱisȱanȱassetȱtoȱtheȱbank.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Whenȱyouȱborrowȱ$2,000ȱfromȱaȱbank,ȱyouȱ________ȱanȱinterestȱrateȱandȱtheȱloanȱisȱ________.
A) pay;ȱaȱliabilityȱtoȱyou B) pay;ȱanȱassetȱtoȱyou
C) receive;ȱaȱliabilityȱtoȱyou D) pay;ȱaȱliabilityȱtoȱtheȱbank

Answer: A
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) YourȱM1ȱmoneyȱdemandȱisȱtheȱamountȱofȱmoneyȱyouȱwishȱto
A) earn.
B) accumulateȱbeforeȱyouȱretire.
C) earnȱperȱhour.
D) leaveȱoutsideȱanyȱinterest-bearingȱaccount.

Answer: D
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Veronicaȇsȱȱincomeȱisȱ$4,000ȱaȱmonth.ȱSheȱdepositsȱ$800ȱinȱaȱsavingȱaccount,ȱbuysȱ$300ȱworth
ofȱgovernmentȱsecurities,ȱandȱleavesȱtheȱrestȱforȱdailyȱtransactions.ȱVeronicaȇsȱtransaction
moneyȱdemandȱis

A) $5,100. B) $2,900. C) $3,200. D) $3,700.
Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
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5) Maryȱisȱpaidȱonȱtheȱ1stȱofȱeveryȱmonthȱandȱherȱrentȱisȱdueȱonȱtheȱ15thȱofȱeveryȱmonth.ȱThisȱis
anȱexampleȱofȱthe

A) cashȱflowȱproblem.
B) financialȱfloat.
C) moneyȱmanagementȱproblem.
D) nonsynchronizationȱofȱincomeȱandȱspending.

Answer: D
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) TheȱaverageȱmonthlyȱbalanceȱinȱTonyȇsȱbankȱaccountȱisȱ$650.ȱTonyȱspendsȱtheȱsameȱamountȱof
moneyȱeachȱdayȱduringȱtheȱmonthȱandȱatȱtheȱendȱofȱtheȱmonthȱhisȱaccountȱbalanceȱisȱ$0.
Tonyȇsȱmonthlyȱstartingȱbalanceȱis

A) $650. B) $1,300. C) $975. D) $21.67.
Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

7) TheȱaverageȱmonthlyȱbalanceȱinȱAaronȇsȱbankȱaccountȱisȱ$2,000.ȱAaronȱspendsȱtheȱsame
amountȱofȱmoneyȱeachȱdayȱduringȱtheȱmonth,ȱandȱatȱtheȱendȱofȱtheȱmonthȱhisȱaccountȱbalance
isȱ$0.ȱAaronȇsȱmonthlyȱstartingȱbalanceȱis

A) $6,000. B) $2,000. C) $4,000. D) $3,500.
Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

8) TheȱaverageȱmonthlyȱbalanceȱinȱYolandaȇsȱbankȱaccountȱisȱ$1,800.ȱYolandaȱspendsȱtheȱsame
amountȱofȱmoneyȱeachȱdayȱduringȱaȱ30-dayȱmonth,ȱandȱatȱtheȱendȱofȱtheȱmonthȱherȱaccount
balanceȱisȱ$0.ȱYolandaȱspendsȱherȱmoneyȱatȱaȱconstantȱrateȱofȱ________ȱperȱday.

A) $120 B) $60 C) $180 D) $360
Answer: A
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

9) TheȱaverageȱmonthlyȱbalanceȱinȱBobbyȇsȱbankȱaccountȱisȱ$3,000.ȱBobbyȱspendsȱtheȱsame
amountȱofȱmoneyȱeachȱdayȱduringȱaȱ30-dayȱmonth,ȱandȱatȱtheȱendȱofȱtheȱmonthȱhisȱaccount
balanceȱisȱ$0.ȱBobbyȱspendsȱhisȱmoneyȱatȱaȱconstantȱrateȱofȱ________ȱperȱday.

A) $75 B) $100 C) $200 D) $300
Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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10) Edȇsȱmonthlyȱstartingȱbalanceȱisȱ$3,000.ȱEdȱspendsȱ$100ȱperȱday.ȱInitially,ȱEdȱkeepsȱallȱofȱhis
incomeȱinȱaȱnonȱinterest-bearingȱcheckingȱaccount.ȱEdȱdecidedȱtoȱchangeȱhisȱstrategyȱandȱat
theȱbeginningȱofȱeachȱmonthȱheȱdepositsȱone-thirdȱofȱhisȱincomeȱintoȱhisȱcheckingȱaccount
andȱbuysȱtwoȱbondsȱwithȱtheȱremainderȱofȱhisȱincome.ȱAfterȱ10ȱdaysȱheȱcashesȱinȱoneȱbond
andȱ10ȱdaysȱafterȱthatȱheȱcashesȱinȱtheȱotherȱbond.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?

A) IfȱEdȱusesȱeitherȱstrategy,ȱhisȱaverageȱmonthlyȱbalanceȱisȱ$1,500.
B) TheȱsecondȱstrategyȱinvolvesȱlowerȱmoneyȱmanagementȱcostsȱbecauseȱEdȱnowȱearns

interestȱonȱtheȱbondsȱheȱhasȱpurchased.
C) Edȇsȱoptimalȱmoneyȱbalanceȱisȱ$100.
D) Ifȱtheȱinterestȱrateȱpaidȱonȱbondsȱdecreases,ȱtheȱopportunityȱcostȱofȱEdȇsȱoriginalȱstrategy

isȱreduced.
Answer: D
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

11) Anȱincreaseȱinȱtheȱinterestȱrateȱwill
A) haveȱnoȱimpactȱonȱtheȱoptimalȱmoneyȱbalance.
B) increaseȱtheȱoptimalȱmoneyȱbalance.
C) lowerȱtheȱoptimalȱmoneyȱbalance.
D) eitherȱincreaseȱorȱdecreaseȱtheȱoptimalȱmoneyȱbalanceȱdependingȱonȱtheȱlevelȱofȱcurrent

householdȱwealth.
Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Johnȇsȱoptimalȱmoneyȱbalanceȱhasȱincreased.ȱThisȱcouldȱhaveȱbeenȱcausedȱby
A) aȱreductionȱinȱtheȱcostsȱpaidȱforȱswitchingȱfromȱbondsȱtoȱmoney.
B) aȱdecreaseȱinȱtheȱpriceȱofȱbonds.
C) aȱdecreaseȱinȱtheȱamountȱofȱtransactionsȱspending.
D) aȱdecreaseȱinȱtheȱinterestȱrate.

Answer: D
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Lisaȇsȱoptimalȱmonetaryȱbalanceȱhasȱdecreased.ȱThisȱcouldȱhaveȱbeenȱcausedȱby
A) anȱincreaseȱinȱtheȱamountȱofȱtransactionsȱspending.
B) aȱdecreaseȱinȱtheȱinterestȱrate.
C) aȱreductionȱinȱtheȱcostsȱpaidȱforȱswitchingȱfromȱbondsȱtoȱmoney.
D) anȱincreaseȱinȱtheȱpriceȱofȱbonds.

Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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14) Theȱinterestȱrateȱpaidȱonȱbondsȱincreasesȱfromȱ4%ȱtoȱ7%.ȱThisȱwillȱcause
A) noȱchangeȱinȱtheȱoptimalȱbalanceȱofȱmoneyȱbecauseȱcheckingȱdepositsȱdonȇtȱearnȱinterest.
B) theȱoptimalȱbalanceȱofȱmoneyȱtoȱincreaseȱbecauseȱitȱraisesȱtheȱopportunityȱcostsȱof

holdingȱmoney.
C) theȱoptimalȱbalanceȱofȱmoneyȱtoȱdecreaseȱbecauseȱitȱraisesȱtheȱopportunityȱcostȱof

holdingȱmoney.
D) theȱoptimalȱbalanceȱofȱmoneyȱtoȱincreaseȱbecauseȱitȱreducesȱtheȱopportunityȱcostȱof

holdingȱmoney.
Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Theȱpriceȱofȱbondsȱandȱtheȱinterestȱrateȱare
A) positivelyȱrelated.
B) negativelyȱrelated.
C) sometimesȱpositivelyȱrelatedȱandȱotherȱtimesȱnegativelyȱrelated,ȱdependingȱonȱtheȱbond

payments.
D) notȱrelated.

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Fact

16) Ernestoȱboughtȱaȱ10%ȱbondȱaȱyearȱagoȱforȱ$15,000.ȱTheȱmarketȱinterestȱrateȱhasȱincreasedȱto
20%.ȱErnestoȱwantsȱtoȱsellȱtheȱbond.ȱToȱbeȱableȱtoȱsellȱtheȱbondȱErnestoȱmustȱchargeȱaȱpriceȱof
noȱmoreȱthan

A) $13,500. B) $12,000. C) $7,500. D) $3,750.
Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

17) Jayȱboughtȱaȱ10%ȱbondȱaȱyearȱagoȱforȱ$20,000.ȱTheȱmarketȱinterestȱrateȱhasȱdecreasedȱtoȱ5%.
Jayȱwantsȱtoȱsellȱtheȱbond.ȱToȱbeȱableȱtoȱsellȱtheȱbondȱJayȱmustȱchargeȱaȱpriceȱofȱnoȱmoreȱthan

A) $40,000. B) $30,000. C) $20,000. D) $10,000.
Answer: A
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

18) Whichȱoneȱorȱmoreȱofȱtheȱfollowingȱisȱaȱmotiveȱforȱholdingȱmoney?
A) theȱtransactionȱmotive B) theȱassetȱmotive
C) theȱspeculativeȱmotive D) allȱofȱtheȱabove

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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19) Theȱspeculativeȱdemandȱforȱmoneyȱis
A) positivelyȱrelatedȱtoȱincome. B) positivelyȱrelatedȱtoȱinterestȱrate.
C) negativelyȱrelatedȱtoȱinterestȱrate. D) negativelyȱrelatedȱtoȱincome.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Theȱtransactionsȱdemandȱforȱmoneyȱis
A) positivelyȱrelatedȱtoȱaggregateȱincome. B) positivelyȱrelatedȱtoȱtheȱinterestȱrate.
C) negativelyȱrelatedȱtoȱtheȱpriceȱlevel. D) negativelyȱrelatedȱtoȱtheȱinterestȱrate.

Answer: A
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Asȱtheȱinterestȱrateȱfalls,ȱpeopleȱholdȱ________ȱmoneyȱinsteadȱofȱbondsȱbecauseȱthe
opportunityȱcostȱofȱholdingȱmoneyȱhasȱȱ________.

A) more;ȱfallen B) less;ȱfallen C) less;ȱrisen D) more;ȱrisen
Answer: A
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Ifȱinterestȱratesȱareȱlowerȱthanȱwhatȱindividualsȱconsiderȱnormal,ȱtheyȱwill
A) increaseȱtheirȱtransactionȱmoneyȱdemand.
B) increaseȱtheirȱspeculativeȱmoneyȱdemand.
C) decreaseȱtheirȱspeculativeȱmoneyȱdemand.
D) decreaseȱtheirȱtransactionȱmoneyȱdemand.

Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Ifȱinterestȱratesȱincreaseȱtoȱaȱveryȱhighȱlevel,ȱpeopleȱwillȱmostȱlikelyȱhold
A) moreȱbondsȱandȱlessȱcash. B) lessȱbondsȱandȱlessȱcash.
C) lessȱbondsȱandȱmoreȱcash. D) moreȱbondsȱandȱmoreȱcash.

Answer: A
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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24) Whichȱofȱtheȱfollowingȱwillȱmostȱlikelyȱcauseȱaȱdecreaseȱinȱtheȱquantityȱofȱmoneyȱdemand?
A) anȱincreaseȱinȱtheȱpriceȱlevel B) anȱincreaseȱinȱtheȱinterestȱrate
C) anȱincreaseȱinȱincome D) aȱdecreaseȱinȱtheȱinterestȱrate

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) TheȱtransactionȱdemandȱforȱmoneyȱdependsȱonȱallȱofȱtheȱfollowingȱEXCEPT
A) income. B) theȱpriceȱlevel.
C) theȱinterestȱrate. D) theȱamountȱofȱtransactionsȱspending.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Theȱtransactionȱdemandȱforȱmoneyȱdependsȱon
A) theȱmoneyȱsupply. B) theȱpriceȱlevel.
C) bondȱprices. D) theȱinterestȱrate.

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Theȱspeculativeȱdemandȱforȱmoney
A) increasesȱwhenȱincomeȱincreasesȱaboveȱnormal.
B) decreasesȱwhenȱinterestȱratesȱdecreaseȱbelowȱnormal.
C) increasesȱwhenȱinterestȱratesȱdecreaseȱbelowȱnormal.
D) decreasesȱwhenȱtheȱpriceȱlevelȱdecreasesȱbelowȱnormal.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Theȱtransactionȱdemandȱforȱmoney
A) decreasesȱwhenȱinterestȱratesȱdecreaseȱbelowȱnormal.
B) increasesȱwhenȱinterestȱratesȱincreaseȱaboveȱnormal.
C) decreasesȱwhenȱinterestȱratesȱincreaseȱaboveȱnormal.
D) increasesȱwhenȱtheȱpriceȱlevelȱrises.

Answer: D
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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29) Whenȱtheȱinterestȱrateȱrises,ȱbondȱvalues
A) rise.
B) fall.
C) areȱunchangedȱbecauseȱtheȱinterestȱrateȱpaidȱonȱaȱbondȱisȱfixed.
D) willȱeitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱtypeȱofȱbond.

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) Ifȱtheȱinterestȱrateȱisȱhigherȱthanȱnormal,ȱpeopleȱareȱmoreȱlikelyȱtoȱhold
A) bondsȱinsteadȱofȱmoneyȱbecauseȱasȱtheȱinterestȱrateȱstartsȱtoȱrise,ȱtheȱvalueȱofȱtheȱbonds

willȱincrease.
B) bondsȱinsteadȱofȱmoneyȱbecauseȱtheȱopportunityȱcostȱofȱmoneyȱisȱhigh.
C) moneyȱinsteadȱofȱbondsȱbecauseȱtheȱbrokerageȱfeesȱandȱotherȱcostsȱofȱbuyingȱbondsȱare

highȱwhenȱtheȱinterestȱrateȱisȱlow.
D) moneyȱinsteadȱofȱbondsȱbecauseȱthereȱisȱaȱspeculativeȱmotiveȱforȱholdingȱaȱlarger

amountȱofȱmoney.
Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.1

31) ReferȱtoȱFigureȱ11.1.ȱAȱmovementȱfromȱPointȱD toȱPointȱA canȱbeȱcausedȱby
A) aȱdecreaseȱinȱtheȱinterestȱrate. B) anȱincreaseȱinȱincome.
C) aȱdecreaseȱinȱtheȱpriceȱlevel. D) anȱincreaseȱinȱtheȱinterestȱrate.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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32) ReferȱtoȱFigureȱ11.1.ȱAȱmovementȱfromȱPointȱB toȱPointȱA canȱbeȱcausedȱby
A) aȱdecreaseȱinȱincome. B) anȱincreaseȱinȱtheȱpriceȱlevel.
C) aȱdecreaseȱinȱtheȱinterestȱrate. D) anȱincreaseȱinȱtheȱinterestȱrate.

Answer: D
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱFigureȱ11.1.ȱAȱmovementȱfromȱPointȱB toȱPointȱD canȱbeȱcausedȱby
A) aȱdecreaseȱinȱincome. B) anȱincreaseȱinȱtheȱinterestȱrate.
C) aȱdecreaseȱinȱtheȱinterestȱrate. D) anȱincreaseȱinȱincome.

Answer: D
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

34) ReferȱtoȱFigureȱ11.1.ȱAllȱofȱtheȱfollowingȱeventsȱcanȱcauseȱaȱmovementȱfromȱPointȱEȱtoȱPointȱA
EXCEPT

A) anȱincreaseȱinȱincome. B) anȱincreaseȱinȱtheȱpriceȱlevel.
C) aȱdecreaseȱinȱtheȱinterestȱrate. D) anȱincreaseȱinȱtransactions.

Answer: C
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱFigureȱ11.1.ȱTheȱmoneyȱdemandȱcurveȱwillȱshiftȱfromȱM d
2
ȱtoȱM d

1 ȱif

A) theȱpriceȱlevelȱincreases. B) incomeȱdecreases.
C) interestȱratesȱfall. D) interestȱratesȱrise.

Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

36) ReferȱtoȱFigureȱ11.1.ȱTheȱmovementȱfromȱCȱtoȱBȱcouldȱbeȱcauseȱby
A) aȱdecreaseȱinȱtheȱinterestȱrate. B) anȱincreaseȱinȱtheȱinterestȱrate.
C) aȱdecreaseȱinȱincome. D) anȱincreaseȱinȱtheȱpriceȱlevel.

Answer: A
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.2

37) ReferȱtoȱFigureȱ11.2.ȱSupposeȱmoneyȱdemandȱisȱcurrentlyȱatȱPointȱA.ȱAnȱincreaseȱmoney
demandȱcouldȱbeȱcausedȱby:

A) anȱincreaseȱinȱtheȱinterestȱrate. B) anȱincreaseȱinȱincome.
C) aȱdecreaseȱinȱtheȱinterestȱrate. D) aȱdecreaseȱinȱincome.

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

38) ReferȱtoȱFigureȱ11.2.ȱSupposeȱmoneyȱdemandȱisȱcurrentlyȱatȱPointȱA.ȱAȱdecreaseȱinȱtheȱinterest
rateȱtoȱ5%,ȱceterisȱparibus,ȱwillȱlikely

A) decreaseȱtheȱquantityȱofȱmoneyȱdemandedȱfromȱ$200ȱmillionȱtoȱ$100ȱmillion.
B) increaseȱtheȱquantityȱofȱmoneyȱdemandedȱfromȱ$100ȱmillionȱtoȱ$200ȱmillion.
C) increaseȱtheȱquantityȱofȱmoneyȱdemandedȱfromȱ$100ȱmillionȱtoȱ$150ȱmillion.
D) increaseȱtheȱquantityȱofȱmoneyȱdemandedȱfromȱ$150ȱmillionȱtoȱ$300ȱmillion.

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

39) ReferȱtoȱFigureȱ11.2.ȱSupposeȱtheȱmoneyȱdemandȱisȱcurrentlyȱatȱPointȱD.ȱȱAȱmovementȱto
pointȱCȱcouldȱbeȱcausedȱby

A) aȱdecreaseȱinȱtheȱinterestȱrate. B) aȱdecreaseȱinȱtheȱpriceȱlevel.
C) anȱincreaseȱinȱtheȱinterestȱrate. D) anȱincreaseȱinȱtheȱpriceȱlevel.

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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40) ReferȱtoȱFigureȱ11.2.ȱSupposeȱthatȱmoneyȱdemandȱisȱcurrentlyȱatȱPointȱB.ȱȱAȱmovementȱto
PointȱDȱcouldȱbeȱcausedȱby

A) anȱincreaseȱinȱincome,ȱceterisȱparibus
B) anȱincreaseȱinȱtheȱpriceȱlevel,ȱceterisȱparibus
C) aȱdecreaseȱinȱtheȱpriceȱlevel,ȱceterisȱparibus
D) aȱdecreaseȱinȱtheȱinterestȱrate,ȱceterisȱparibus

Answer: D
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

41) Whichȱofȱtheȱfollowingȱcausesȱtheȱquantityȱdemandedȱofȱmoneyȱtoȱincrease?
A) anȱincreaseȱinȱincome B) aȱdecreaseȱinȱincome
C) aȱdecreaseȱinȱtheȱpriceȱlevel D) aȱdecreaseȱinȱtheȱinterestȱrate

Answer: D
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

42) Theȱ________ȱmotiveȱshiftsȱtheȱmoneyȱdemandȱcurve,ȱandȱtheȱ________ȱmotiveȱcauses
movementsȱalongȱtheȱsameȱmoneyȱdemandȱcurve.

A) speculative;ȱtransaction B) transaction;ȱprecautionary
C) transaction;ȱspeculative D) precautionary;ȱtransaction

Answer: C
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) Ifȱaȱbondȱisȱtoȱpayȱoffȱoneȱyearȱfromȱnowȱforȱ$220ȱandȱisȱpurchasedȱforȱ$200,ȱwhatȱisȱthe
interestȱrate?

A) 5% B) 10% C) 20% D) 40%
Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

44) Ifȱaȱbondȱisȱtoȱpayȱoffȱoneȱyearȱfromȱnowȱforȱ$840ȱandȱisȱpurchasedȱforȱ$800,ȱwhatȱisȱthe
interestȱrate?

A) 5% B) 8% C) 10% D) 20%
Answer: A
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills
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45) Ifȱaȱbondȱisȱtoȱpayȱoffȱoneȱyearȱfromȱnowȱforȱ$600ȱandȱtheȱinterestȱrateȱisȱ20%,ȱwhatȱisȱtheȱprice
ofȱtheȱbond?

A) $120 B) $500 C) $600 D) $720
Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Analytic
AACSB: AnalyticȱSkills

46) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ204ȱ[516]:ȱIfȱtheȱestateȱinȱtheȱChekhovȱplayȱUncle
Vanyaȱisȱearningȱ2ȱpercent,ȱyetȱaȱpotentialȱbuyerȱwantsȱtoȱearnȱmoreȱthanȱ2ȱpercent,ȱtheȱsales
priceȱofȱtheȱestateȱwouldȱhaveȱto

A) fall. B) rise.
C) double. D) noȱpriceȱwillȱbringȱaȱhigherȱreturn

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

47) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ204ȱ[516]:ȱIfȱtheȱestateȱinȱtheȱChekhovȱplayȱUncle
Vanyaȱisȱearningȱ2ȱpercent,ȱtheȱinterestȱrateȱonȱsuitableȱsecuritiesȱisȱ5ȱpercent,ȱandȱtheȱsecurities
areȱaȱbetterȱriskȱthanȱtheȱestate,ȱaȱpotentialȱbuyerȱshouldȱrequireȱtheȱpriceȱofȱtheȱestateȱbe
________ȱuntilȱtheȱequivalentȱreturnȱonȱtheȱestateȱisȱ________.

A) raised;ȱ5ȱpercent B) lowered;ȱ5ȱpercent
C) lowered;ȱgreaterȱthanȱ5ȱpercent D) raised;ȱgreaterȱthanȱ5ȱpercent

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

48) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ209ȱ[521]:ȱTheȱincreaseȱinȱtheȱnumberȱofȱATMsȱinȱItaly
hasȱhadȱwhatȱimpactȱonȱtheȱmarketȱforȱcash?

A) demandȱhasȱincreased B) demandȱhasȱdecreased
C) supplyȱhasȱincreased D) supplyȱhadȱdecreased

Answer: B
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

49) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ209ȱ[521]:ȱInȱItaly,ȱcheckingȱaccountsȱpayȱinterest.ȱAs
theseȱinterestȱratesȱincrease,ȱceterisȱparibus,

A) theȱdemandȱforȱcashȱincreases. B) theȱdemandȱforȱcashȱdecreases.
C) theȱdemandȱforȱcashȱdoesȱnotȱchange. D) theȱsupplyȱofȱcashȱdecreases.

Answer: B
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

317



2 True/False

1) Aȱmismatchȱbetweenȱtheȱtimingȱofȱmoneyȱinflowȱtoȱtheȱhouseholdȱandȱtheȱtimingȱofȱmoney
outflowȱforȱhouseholdȱexpensesȱisȱknownȱasȱtheȱnonsynchronizationȱofȱincomeȱandȱspending.
Answer: TRUE
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Definition

2) Lessȱswitchingȱfromȱbondsȱtoȱmoneyȱmeansȱlessȱinterestȱrevenueȱlost,ȱbutȱhigherȱmoney
managementȱcosts.
Answer: FALSE
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱoptimalȱmoneyȱbalanceȱwillȱincreaseȱasȱtheȱinterestȱrateȱrises,ȱceterisȱparibus.
Answer: FALSE
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whenȱinterestȱratesȱfall,ȱbondȱvaluesȱrise.
Answer: TRUE
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱpeopleȱthinkȱinterestȱratesȱareȱaboveȱtheirȱnormalȱlevels,ȱtheyȱwillȱwantȱtoȱholdȱbondsȱin
anticipationȱofȱaȱcapitalȱgainȱwhenȱinterestȱratesȱfallȱtoȱtheirȱnormalȱlevel.
Answer: TRUE
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Investorsȱmayȱwishȱtoȱholdȱbondsȱwhenȱinterestȱratesȱareȱlowȱwithȱtheȱhopeȱofȱsellingȱthem
whenȱinterestȱratesȱincrease.
Answer: FALSE
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Aȱdecreaseȱinȱtheȱpriceȱlevelȱwillȱleadȱtoȱanȱincreaseȱinȱtheȱinterestȱrate.
Answer: FALSE
Diff:ȱ2
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking
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8) Anȱexcessȱdemandȱforȱmoneyȱdrivesȱinterestȱratesȱdown.
Answer: FALSE
Diff:ȱ1
Topic: TheȱDemandȱforȱMoney
Skill: Conceptual
AACSB: ReflectiveȱThinking

11.2 TheȱEquilibriumȱInterestȱRate

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.3

1) ReferȱtoȱFigureȱ11.3.ȱAtȱanȱinterestȱrateȱofȱ6%,ȱthereȱisȱa
A) shortageȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱdecline.
B) shortageȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱrise.
C) surplusȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱdecline.
D) surplusȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱrise.

Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱFigureȱ11.3.ȱAtȱanȱinterestȱrateȱofȱ3%,ȱthereȱisȱa
A) shortageȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱdecline.
B) shortageȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱrise.
C) surplusȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱdecline.
D) surplusȱofȱmoneyȱandȱtheȱinterestȱrateȱwillȱrise.

Answer: B
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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3) ReferȱtoȱFigureȱ11.3.ȱAȱdecreaseȱinȱtheȱGDP,ȱceterisȱparibus,ȱwillȱlikely
A) increaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.
B) decreaseȱbothȱtheȱequilibriumȱinterestȱrateȱandȱequilibriumȱmoneyȱholdings.
C) increaseȱtheȱequilibriumȱinterestȱrateȱandȱdecreaseȱequilibriumȱmoneyȱholdings.
D) decreaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ11.3.ȱAnȱincreaseȱinȱtheȱpriceȱlevel,ȱceterisȱparibus,ȱwillȱlikely
A) increaseȱbothȱtheȱequilibriumȱinterestȱrateȱandȱequilibriumȱmoneyȱholdings.
B) decreaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.
C) increaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.
D) keepȱtheȱequilibriumȱinterestȱconstantȱandȱincreaseȱequilibriumȱmoneyȱholdings.

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ11.3.ȱAnȱincreaseȱinȱtheȱmoneyȱsupply,ȱceterisȱparibus,ȱwillȱlikely
A) increaseȱtheȱequilibriumȱinterestȱrateȱandȱdecreaseȱequilibriumȱmoneyȱholdings.
B) increaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.
C) decreaseȱtheȱequilibriumȱinterestȱrateȱandȱincreaseȱequilibriumȱmoneyȱholdings.
D) decreaseȱtheȱequilibriumȱinterestȱrateȱwithoutȱchangingȱequilibriumȱmoneyȱholdings.

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ11.3.ȱAȱdecreaseȱinȱtheȱmoneyȱsupplyȱandȱanȱincreaseȱinȱtheȱGDPȱwill,ȱforȱsure,
A) increaseȱtheȱequilibriumȱinterestȱrate. B) decreaseȱtheȱequilibriumȱinterestȱrate.
C) increaseȱequilibriumȱmoneyȱholdings. D) decreaseȱequilibriumȱmoneyȱholdings.

Answer: A
Diff:ȱ3
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.4

7) ReferȱtoȱFigureȱ11.4.ȱAtȱanȱinterestȱrateȱofȱ8%,ȱthereȱis
A) anȱexcessȱdemandȱforȱmoneyȱofȱ$400ȱbillion.
B) anȱexcessȱsupplyȱofȱmoneyȱofȱ$800ȱbillion.
C) anȱexcessȱsupplyȱofȱmoneyȱofȱ$400ȱbillion.
D) anȱexcessȱdemandȱforȱmoneyȱofȱ$800ȱbillion.

Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ11.4.ȱAtȱanȱinterestȱrateȱofȱ3%,ȱthereȱis
A) anȱexcessȱsupplyȱofȱmoneyȱofȱ$400ȱbillion.
B) anȱexcessȱsupplyȱofȱmoneyȱofȱ$800ȱbillion.
C) anȱexcessȱdemandȱforȱmoneyȱofȱ$800ȱbillion.
D) anȱexcessȱdemandȱforȱmoneyȱofȱ$400ȱbillion.

Answer: D
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ11.4.ȱTheȱmoneyȱmarketȱwillȱbeȱinȱequilibriumȱatȱanȱinterestȱrateȱof
A) 0%. B) 8%. C) 5%. D) 3%.

Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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10) ReferȱtoȱFigureȱ11.4.ȱAtȱanȱinterestȱrateȱofȱ8%,ȱfirmsȱandȱhouseholds
A) willȱattemptȱtoȱincreaseȱtheirȱholdingsȱofȱmoneyȱbyȱsellingȱbonds.
B) areȱsatisfiedȱwithȱtheȱamountȱofȱmoneyȱtheyȱareȱholding.
C) willȱattemptȱtoȱincreaseȱbothȱtheirȱholdingsȱofȱmoneyȱandȱtheirȱholdingsȱofȱbonds.
D) willȱattemptȱtoȱreduceȱtheirȱholdingsȱofȱmoneyȱbyȱbuyingȱbonds.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ11.4.ȱAtȱanȱinterestȱrateȱofȱ3%,ȱfirmsȱandȱhouseholds
A) areȱsatisfiedȱwithȱtheȱamountȱofȱmoneyȱtheyȱareȱholding.
B) willȱattemptȱtoȱincreaseȱtheirȱholdingsȱofȱmoneyȱbyȱsellingȱbonds.
C) willȱattemptȱtoȱincreaseȱbothȱtheirȱholdingsȱofȱmoneyȱandȱtheirȱholdingsȱofȱbonds.
D) willȱattemptȱtoȱreduceȱtheirȱholdingsȱofȱmoneyȱbyȱbuyingȱbonds.

Answer: B
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ11.4.ȱAtȱanȱinterestȱrateȱofȱ5%,ȱfirmsȱandȱhouseholds
A) areȱsatisfiedȱwithȱtheȱamountȱofȱmoneyȱtheyȱareȱholding.
B) willȱattemptȱtoȱreduceȱtheirȱholdingsȱofȱmoneyȱbyȱbuyingȱbonds.
C) willȱattemptȱtoȱincreaseȱtheirȱholdingsȱofȱmoneyȱbyȱsellingȱbonds.
D) willȱattemptȱtoȱincreaseȱbothȱtheirȱholdingsȱofȱmoneyȱandȱtheirȱholdingsȱofȱbonds.

Answer: A
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

13) WhatȱwillȱhappenȱtoȱtheȱequilibriumȱinterestȱrateȱwhenȱbothȱmoneyȱsupplyȱandȱGDP
decrease?

A) Theȱequilibriumȱinterestȱrateȱincreases.
B) Theȱequilibriumȱinterestȱrateȱdecreases.
C) Theȱequilibriumȱinterestȱrateȱremainsȱconstant.
D) Theȱimpactȱonȱtheȱequilibriumȱinterestȱrateȱisȱambiguous.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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14) Ifȱtheȱquantityȱofȱmoneyȱdemandedȱisȱgreaterȱthanȱtheȱquantityȱofȱmoneyȱsupplied,ȱthenȱthe
interestȱrateȱwill

A) changeȱinȱanȱuncertainȱdirection. B) rise.
C) remainȱconstant. D) fall.

Answer: B
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

15) Aȱshortageȱinȱtheȱmoneyȱmarketȱcauses
A) aȱdecreaseȱinȱtheȱequilibriumȱinterestȱrate.
B) anȱincreaseȱinȱtheȱquantityȱdemandedȱofȱmoney.
C) anȱincreaseȱinȱtheȱequilibriumȱinterestȱrate.
D) aȱdecreaseȱinȱtheȱmoneyȱsupply.

Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Aȱsurplusȱinȱtheȱmoneyȱmarketȱcauses
A) aȱdecreaseȱinȱtheȱequilibriumȱinterestȱrate.
B) aȱdecreaseȱinȱtheȱmoneyȱsupply.
C) anȱincreaseȱinȱtheȱdemandȱforȱmoney.
D) aȱdecreaseȱinȱtheȱquantityȱdemandedȱofȱmoney.

Answer: A
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.5

17) ReferȱtoȱFigureȱ11.5.ȱȱAssumeȱtheȱinterestȱrateȱequalsȱ4%ȱandȱtheȱmoneyȱsupplyȱdecreasesȱfrom

M
s
1 ȱtoȱM

s
0 .ȱȱIfȱtheȱinterestȱrateȱremainsȱatȱ4%

A) moneyȱdemandȱwillȱincrease.
B) moneyȱdemandȱwillȱdecrease.
C) thereȱwillȱbeȱanȱexcessȱdemandȱforȱmoneyȱofȱ$200ȱmillion.
D) thereȱwillȱbeȱanȱexcessȱsupplyȱofȱmoneyȱofȱ$200ȱmillion.

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱFigureȱ11.5.ȱIfȱtheȱmoneyȱsupplyȱdecreasesȱfromȱM s
1 ȱtoȱM

s
0 ,

A) moneyȱdemandȱmustȱincreaseȱforȱtheȱmoneyȱmarketȱtoȱreturnȱtoȱequilibrium.
B) theȱinterestȱrateȱwillȱfallȱtoȱ4%.
C) theȱinterestȱrateȱwillȱincreaseȱtoȱ6%.
D) theȱmoneyȱmarketȱwillȱreturnȱtoȱequilibriumȱonlyȱifȱtheȱmoneyȱsupplyȱisȱdecreasedȱtoȱits

originalȱlevel.
Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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19) ReferȱtoȱFigureȱ11.5.ȱTheȱmoneyȱsupplyȱcurveȱwillȱshiftȱfromȱM s
0 ȱtoȱM

s
1 ȱȱif

A) theȱFedȱincreasesȱtheȱreserveȱrequirement.
B) theȱFedȱincreasesȱtheȱdiscountȱrate.
C) theȱequilibriumȱlevelȱofȱoutputȱincreases.
D) theȱFedȱbuysȱU.S.ȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.

Answer: D
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ11.5.ȱTheȱmoneyȱsupplyȱcurveȱwillȱshiftȱfromM s
1 ȱȱtoM

s
0 ȱȱif

A) theȱFedȱincreasesȱtheȱreserveȱrequirement.
B) theȱFedȱdecreasesȱtheȱdiscountȱrate.
C) theȱequilibriumȱlevelȱofȱoutputȱincreases.
D) theȱFedȱbuysȱU.S.ȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.

Answer: A
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

21) ReferȱtoȱFigureȱ11.5.ȱIfȱtheȱmoneyȱsupplyȱincreasesȱfromȱM s
0 ȱtoȱM

s
1 ,

A) moneyȱdemandȱmustȱdecreaseȱforȱtheȱmoneyȱmarketȱtoȱreturnȱtoȱequilibrium.
B) theȱinterestȱrateȱwillȱdecreaseȱtoȱ4%.
C) theȱinterestȱrateȱwillȱincreaseȱtoȱ8%.
D) theȱmoneyȱmarketȱwillȱreturnȱtoȱequilibriumȱonlyȱifȱtheȱmoneyȱsupplyȱisȱincreasedȱtoȱits

originalȱlevel.
Answer: B
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

22) ReferȱtoȱFigureȱ11.5.ȱTheȱmoneyȱsupplyȱcurveȱwillȱshiftȱfromȱM s
1 ȱȱtoM

s
0 ,ȱȱif

A) theȱFedȱincreasesȱtheȱdiscountȱrate.
B) theȱpriceȱlevelȱincreases.
C) theȱequilibriumȱlevelȱofȱoutputȱdecreases.
D) theȱFedȱbuysȱU.S.ȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.

Answer: A
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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23) Ifȱthereȱisȱaȱsurplusȱinȱtheȱmoneyȱmarket,ȱtheȱFedȱcanȱeliminateȱitȱby
A) increasingȱmoneyȱdemand. B) decreasingȱmoneyȱdemand.
C) increasingȱmoneyȱsupply. D) decreasingȱmoneyȱsupply.

Answer: D
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Aȱshortageȱinȱtheȱmoneyȱmarketȱcanȱbeȱeliminatedȱthrough
A) anȱincreaseȱinȱGDP. B) anȱincreaseȱinȱtheȱpriceȱlevel.
C) aȱdecreaseȱinȱinterestȱrates. D) anȱincreaseȱinȱmoneyȱsupply.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) WhenȱtheȱFedȱsellsȱgovernmentȱsecurities,ȱceterisȱparibus,ȱtheȱmoneyȱsupplyȱshiftsȱtoȱthe
________ȱandȱtheȱequilibriumȱinterestȱrateȱ________.

A) left;ȱrises B) right;ȱrises C) right;ȱfalls D) left;ȱfalls
Answer: A
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Decreasingȱtheȱrequiredȱreserveȱratioȱshiftsȱtheȱmoneyȱsupplyȱcurveȱtoȱtheȱ________ȱand
________ȱtheȱequilibriumȱinterestȱrate.

A) left;ȱincreases B) right;ȱincreases
C) left;ȱdecreases D) right;ȱdecreases

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Anȱincreaseȱinȱtheȱlevelȱofȱaggregateȱoutputȱandȱtheȱpurchaseȱofȱgovernmentȱsecuritiesȱbyȱthe
Fedȱwillȱhaveȱwhatȱeffectȱonȱtheȱequilibriumȱinterestȱrate?

A) noȱeffectȱonȱtheȱinterestȱrate
B) aȱdecreaseȱinȱtheȱinterestȱrate
C) anȱincreaseȱinȱtheȱinterestȱrate
D) anȱindeterminateȱeffectȱonȱtheȱinterestȱrate

Answer: D
Diff:ȱ3
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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28) Whichȱofȱtheȱfollowingȱpairsȱofȱeventsȱwillȱdefinitelyȱleadȱtoȱanȱincreaseȱinȱtheȱequilibrium
interestȱrate?

A) theȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserveȱandȱanȱincreaseȱinȱtheȱpriceȱlevel
B) aȱdecreaseȱinȱtheȱdiscountȱrateȱandȱanȱincreaseȱinȱtheȱlevelȱofȱaggregateȱoutput
C) theȱpurchaseȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserveȱandȱaȱdecreaseȱinȱtheȱprice

level
D) anȱincreaseȱinȱtheȱrequiredȱreserveȱratioȱandȱaȱdecreaseȱinȱtheȱlevelȱofȱaggregateȱoutput

Answer: A
Diff:ȱ3
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

29) Whichȱofȱtheȱfollowingȱpairsȱofȱeventsȱwillȱdefinitelyȱleadȱtoȱaȱdecreaseȱinȱtheȱequilibrium
interestȱrate?

A) theȱpurchaseȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserveȱandȱaȱincreaseȱinȱtheȱlevel
ofȱaggregateȱoutput

B) anȱincreaseȱinȱtheȱdiscountȱrateȱandȱanȱincreaseȱinȱtheȱpriceȱlevel
C) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratioȱandȱaȱdecreaseȱinȱtheȱlevelȱofȱaggregateȱoutput
D) theȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserveȱandȱaȱdecreaseȱinȱtheȱpriceȱlevel

Answer: C
Diff:ȱ3
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

30) Anȱincreaseȱinȱtheȱdiscountȱrateȱandȱanȱincreaseȱinȱtheȱlevelȱofȱaggregateȱoutputȱwillȱhave
whatȱeffectȱonȱtheȱequilibriumȱinterestȱrate?

A) anȱincreaseȱinȱtheȱinterestȱrate
B) aȱdecreaseȱinȱtheȱinterestȱrate
C) noȱeffectȱonȱtheȱinterestȱrate
D) anȱindeterminateȱeffectȱonȱtheȱinterestȱrate

Answer: A
Diff:ȱ3
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.6

31) ReferȱtoȱFigureȱ11.6.ȱTheȱdemandȱforȱmoneyȱcurveȱwillȱshiftȱfromȱM d
1 ȱtoȱM

d
0 ȱȱif

A) theȱFedȱsellsȱgovernmentȱsecuritiesȱonȱtheȱopenȱmarket.
B) theȱpriceȱlevelȱdecreases.
C) theȱinterestȱrateȱincreases.
D) theȱaggregateȱlevelȱofȱoutputȱincreases.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱFigureȱ11.6.ȱIfȱtheȱdemandȱforȱmoneyȱcurveȱshiftsȱfromȱ M d
1 ȱtoȱM

d
0 ȱ,ȱtheȱequilibrium

interestȱrateȱwill
A) increaseȱfromȱ5%ȱtoȱ7%. B) increaseȱfromȱ5%ȱtoȱ10%.
C) decreaseȱfromȱ7%ȱtoȱ5%. D) remainȱatȱ7%.

Answer: A
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱFigureȱ11.6.ȱIfȱtheȱdemandȱforȱmoneyȱcurveȱshiftsȱfromȱ M d
1 ȱtoȱM

d
0 ȱandȱtheȱinterest

rateȱremainsȱatȱ5%,ȱthereȱwillȱbe
A) anȱexcessȱdemandȱforȱmoney. B) anȱexcessȱsupplyȱofȱmoney.
C) anȱequilibriumȱinȱtheȱmoneyȱmarket. D) anȱequilibriumȱinȱtheȱbondȱmarket.

Answer: A
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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34) Whichȱofȱtheȱfollowingȱleadsȱtoȱanȱincreaseȱinȱtheȱinterestȱrate?
A) aȱdecreaseȱinȱtheȱpriceȱlevel
B) aȱdecreaseȱinȱaggregateȱoutput
C) aȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFed
D) aȱdecreaseȱinȱtheȱdiscountȱrate

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Whichȱofȱtheȱfollowingȱleadsȱtoȱaȱdecreaseȱinȱtheȱinterestȱrate?
A) anȱincreaseȱinȱtheȱpriceȱlevel
B) aȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFed
C) anȱincreaseȱinȱtheȱGDP
D) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ11.7ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ11.7

36) ReferȱtoȱFigureȱ11.7.ȱTheȱdemandȱforȱmoneyȱcurveȱwillȱshiftȱfromȱȱM d
0 ȱtoȱM

d
1 ȱif

A) theȱFedȱsellsȱgovernmentȱsecuritiesȱonȱtheȱopenȱmarket.
B) theȱpriceȱlevelȱdecreases.
C) theȱinterestȱrateȱincreases.
D) theȱlevelȱofȱaggregateȱoutputȱincreases.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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37) ReferȱtoȱFigureȱ11.7.ȱIfȱtheȱdemandȱforȱmoneyȱcurveȱshiftsȱfromȱȱM d
0 ȱtoȱM

d
1 ,ȱtheȱequilibrium

interestȱrateȱwill
A) decreaseȱfromȱ7%ȱtoȱ5%. B) increaseȱfromȱ5%ȱtoȱ7%.
C) increaseȱfromȱ5%ȱtoȱ6%. D) remainȱatȱ5%.

Answer: C
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

38) ReferȱtoȱFigureȱ11.7.ȱIfȱtheȱdemandȱforȱmoneyȱcurveȱshiftsȱfromȱȱM d
0 ȱtoȱM

d
1 ȱandȱtheȱinterest

rateȱremainsȱatȱ5%,ȱthereȱwillȱbe
A) anȱexcessȱdemandȱforȱmoney. B) anȱexcessȱsupplyȱofȱmoney.
C) anȱequilibriumȱinȱtheȱmoneyȱmarket. D) anȱequilibriumȱinȱtheȱbondȱmarket.

Answer: A
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

39) Aȱdecreaseȱinȱaggregateȱoutput,ȱceterisȱparibus,ȱwillȱcauseȱtheȱdemandȱforȱmoneyȱtoȱ________
andȱtheȱinterestȱrateȱtoȱ________.

A) increase;ȱincrease B) increase;ȱdecrease
C) decrease;ȱdecrease D) decrease;ȱincrease

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

40) Anȱincreaseȱinȱtheȱpriceȱlevel,ȱceterisȱparibus,ȱwillȱcauseȱtheȱdemandȱforȱmoneyȱtoȱ________
andȱtheȱinterestȱrateȱtoȱ________.

A) increase;ȱincrease B) increase;ȱdecrease
C) decrease;ȱdecrease D) decrease;ȱincrease

Answer: A
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

41) Asȱtheȱnumberȱofȱtransactionsȱinȱtheȱeconomyȱdecreases,
A) theȱsupplyȱofȱmoneyȱincreases. B) theȱsupplyȱofȱmoneyȱdecreases.
C) theȱdemandȱforȱmoneyȱincreases. D) theȱdemandȱforȱmoneyȱdecreases.

Answer: D
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking
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42) Whichȱofȱtheȱfollowingȱeventsȱwillȱleadȱtoȱaȱdecreaseȱinȱtheȱequilibriumȱinterestȱrate?
A) anȱincreaseȱinȱtheȱlevelȱofȱaggregateȱoutput
B) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio
C) anȱincreaseȱinȱtheȱpriceȱlevel
D) aȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserve

Answer: B
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) Whichȱofȱtheȱfollowingȱeventsȱwillȱleadȱtoȱanȱincreaseȱinȱtheȱequilibriumȱinterestȱrate?
A) aȱdecreaseȱinȱtheȱlevelȱofȱaggregateȱoutput
B) aȱdecreaseȱinȱtheȱdiscountȱrate
C) anȱincreaseȱinȱtheȱpriceȱlevel
D) aȱpurchaseȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserve

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) IfȱtheȱFederalȱReserveȱwantsȱinterestȱratesȱtoȱincrease,ȱitȱwillȱsellȱbonds.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) AȱsaleȱofȱgovernmentȱsecuritiesȱbyȱtheȱFederalȱReserveȱwillȱputȱdownwardȱpressureȱonȱthe
equilibriumȱinterestȱrate.
Answer: FALSE
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Toȱincreaseȱtheȱmoneyȱsupplyȱandȱdecreaseȱinterestȱrates,ȱtheȱFedȱcouldȱpurchaseȱgovernment
securities.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Ifȱmoneyȱdemandȱfalls,ȱthenȱtheȱinterestȱrateȱwillȱrise.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) IfȱtheȱFederalȱReserveȱlowersȱtheȱdiscountȱrate,ȱthenȱtheȱmoneyȱsupplyȱwillȱrise.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) IfȱtheȱFederalȱReserveȱlowersȱtheȱrequiredȱreserveȱratio,ȱthenȱtheȱmoneyȱsupplyȱwillȱfall.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEquilibriumȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

11.3 LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy

1 MultipleȱChoice

1) Inȱaȱperiodȱofȱhighȱinflation,ȱtheȱFedȱwouldȱmostȱlikely
A) decreaseȱtheȱdiscountȱrate. B) tightenȱmonetaryȱpolicy.
C) decreaseȱtheȱrequiredȱreserveȱratio. D) easeȱmonetaryȱpolicy.

Answer: B
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Inȱaȱperiodȱofȱhighȱunemployment,ȱtheȱFedȱwouldȱmostȱlikely
A) tightenȱmonetaryȱpolicy. B) easeȱmonetaryȱpolicy.
C) easeȱfiscalȱpolicy. D) tightenȱfiscalȱpolicy.

Answer: B
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) WhenȱeconomistsȱreferȱtoȱȈeasyȈȱmonetaryȱpolicy,ȱtheyȱmeanȱthatȱtheȱFederalȱReserveȱisȱtaking
actionsȱthatȱwill

A) increaseȱtheȱdemandȱforȱmoney. B) decreaseȱtheȱdemandȱforȱmoney.
C) expandȱtheȱmoneyȱsupply. D) contractȱtheȱmoneyȱsupply.

Answer: C
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Anȱexampleȱofȱaȱtightȱmonetaryȱpolicyȱis
A) aȱdecreaseȱinȱtheȱreserveȱrequirement.
B) theȱFedȱsellingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.
C) aȱdecreaseȱinȱtheȱdiscountȱrate.
D) aȱdecreaseȱinȱtheȱfederalȱfundsȱrate.

Answer: B
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Anȱexampleȱofȱaȱtightȱmonetaryȱpolicyȱis
A) anȱincreaseȱinȱtheȱreserveȱrequirement.
B) theȱFedȱbuyingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.
C) aȱdecreaseȱinȱtheȱprimeȱlendingȱrate.
D) aȱdecreaseȱinȱtheȱdiscountȱrate.

Answer: A
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) WhenȱeconomistsȱreferȱtoȱȈtightȈȱmonetaryȱpolicy,ȱtheyȱmeanȱthatȱtheȱFederalȱReserveȱisȱtaking
actionsȱthatȱwill

A) increaseȱtheȱdemandȱforȱmoney. B) decreaseȱtheȱdemandȱforȱmoney.
C) expandȱtheȱmoneyȱsupply. D) contractȱtheȱmoneyȱsupply.

Answer: D
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱanȱeasyȱmonetaryȱpolicy?
A) anȱincreaseȱinȱtheȱreserveȱrequirement
B) aȱdecreaseȱinȱtheȱdiscountȱrate
C) anȱincreaseȱinȱtheȱfederalȱfundsȱrate
D) theȱFedȱsellingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket

Answer: B
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Tightȱmonetaryȱpolicyȱstimulatesȱtheȱeconomy.
Answer: FALSE
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) IfȱtheȱFederalȱReserveȱlowersȱtheȱdiscountȱrateȱitȱisȱtighteningȱmonetaryȱpolicy.
Answer: FALSE
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) IfȱtheȱFederalȱReserveȱraisesȱreserveȱrequirementsȱitȱisȱeasingȱmonetaryȱpolicy.
Answer: FALSE
Diff:ȱ1
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Monetaryȱtighteningȱcausesȱtheȱequilibriumȱinterestȱrateȱtoȱfall.
Answer: FALSE
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) WhenȱtheȱFederalȱReserveȱsellsȱgovernmentȱsecuritiesȱitȱisȱtighteningȱmonetaryȱpolicy.
Answer: TRUE
Diff:ȱ2
Topic: LookingȱAhead:ȱTheȱFederalȱReserveȱandȱMonetaryȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

11.4 AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy

1 MultipleȱChoice

1) Theȱtreasuryȱbillȱrateȱisȱtheȱinterestȱrateȱpaid
A) onȱgovernmentȱsecuritiesȱthatȱmatureȱinȱlessȱthanȱaȱyear.
B) onȱgovernmentȱsecuritiesȱthatȱmatureȱinȱ5ȱyears.
C) onȱgovernmentȱsecuritiesȱthatȱmatureȱinȱ10ȱyears.
D) onȱgovernmentȱsecuritiesȱthatȱmatureȱinȱ30ȱyears.

Answer: A
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Definition

2) Theȱinterestȱrateȱthatȱcommercialȱbanksȱchargeȱeachȱotherȱforȱborrowingȱandȱlendingȱreserves
isȱcalled

A) theȱcommercialȱrate. B) theȱpriceȱinterestȱrate.
C) theȱfederalȱfundsȱrate. D) theȱdiscountȱrate.

Answer: C
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Definition
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3) Whichȱofȱtheȱfollowingȱtypesȱofȱinterestȱratesȱchangeȱdaily?
A) theȱprimeȱrate B) theȱfederalȱfundsȱrate
C) theȱdiscountȱrate D) theȱcorporateȱrate

Answer: B
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

4) Onȱanȱunsecuredȱloan,ȱyourȱbankȱwillȱhighlyȱlikelyȱchargeȱanȱinterestȱrate
A) belowȱtheȱprimeȱrate. B) aboveȱtheȱprimeȱrate.
C) belowȱtheȱdiscountȱrate. D) belowȱtheȱfederalȱfundsȱrate.

Answer: B
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

5) Assumeȱtheȱone-yearȱinterestȱrateȱonȱaȱbondȱisȱ8%ȱandȱtheȱexpectedȱone-yearȱrateȱaȱyearȱfrom
nowȱisȱ12%.ȱAccordingȱtoȱtheȱexpectationsȱtheoryȱofȱtheȱtermȱstructureȱofȱinterestȱrates,ȱthe
two-yearȱrateȱwillȱbe

A) 8%. B) 10%. C) 12%. D) 22%.
Answer: B
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

6) Assumeȱtheȱcurrentȱone-yearȱinterestȱrateȱonȱaȱbondȱisȱ2%,ȱandȱtheȱone-yearȱexpectedȱrateȱa
yearȱfromȱnowȱisȱ3%.ȱAccordingȱtoȱtheȱexpectationsȱtheoryȱofȱtheȱtermȱstructureȱofȱinterest
rates,ȱtheȱtwo-yearȱinterestȱrateȱis

A) 2%. B) 3%. C) 5%. D) 2.5%.
Answer: D
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

7) Theȱȱinterestȱrateȱonȱaȱtwo-yearȱsecurityȱwillȱcontinueȱtoȱadjustȱuntilȱitȱisȱequalȱto
A) halfȱtheȱinterestȱrateȱonȱaȱone-yearȱsecurity.
B) twiceȱtheȱinterestȱrateȱonȱaȱone-yearȱsecurity.
C) anȱaverageȱofȱtheȱcurrentȱone-yearȱrateȱandȱtheȱexpectedȱone-yearȱrateȱforȱnextȱyear.
D) theȱsumȱofȱtheȱcurrentȱone-yearȱrateȱandȱtheȱexpectedȱone-yearȱrateȱforȱnextȱyear.

Answer: C
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

335



8) TheȱFedȱcanȱinfluenceȱlong-termȱinterestȱratesȱby
A) influencingȱtheȱcurrentȱone-yearȱrate.
B) affectingȱpeopleȇsȱexpectationsȱofȱfutureȱshort-termȱrates.
C) influencingȱtheȱdemandȱforȱmoneyȱinȱtheȱshortȱrun.
D) bothȱAȱandȱBȱareȱcorrect

Answer: D
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Governmentȱsecuritiesȱthatȱmatureȱinȱlessȱthanȱaȱyearȱareȱcalled
A) Federalȱfundsȱbonds. B) governmentȱbonds.
C) FederalȱReserveȱbonds. D) Treasuryȱbills.

Answer: D
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Definition

10) Whatȱisȱtheȱmostȱwidelyȱfollowedȱshort-termȱinterestȱrate?
A) Theȱfederalȱfundsȱrate B) Theȱthree-monthȱTreasuryȱbillȱrate
C) Theȱcommercialȱpaperȱrate D) Theȱgovernmentȱbondȱrate

Answer: B
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

11) Governmentȱsecuritiesȱwithȱtermsȱofȱmoreȱthanȱoneȱyearȱareȱcalled
A) Treasuryȱbills. B) federalȱfundsȱbonds.
C) capitalȱbills. D) governmentȱbonds.

Answer: D
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

12) Theȱinterestȱrateȱthatȱbanksȱareȱchargedȱwhenȱtheyȱborrowȱreservesȱfromȱotherȱbanksȱisȱthe
A) federalȱfundsȱrate. B) AAAȱcorporateȱbondȱrate.
C) commercialȱpaperȱrate. D) primeȱrate.

Answer: A
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

13) Theȱfederalȱfundsȱrateȱisȱa
A) one-monthȱrate. B) one-weekȱrate.
C) one-dayȱrate. D) one-yearȱrate.

Answer: C
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact
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14) Federalȱfundsȱare
A) interbankȱloans.
B) raisedȱbyȱtaxes.
C) loansȱthatȱbanksȱgetȱfromȱtheȱFed.
D) bondsȱissuedȱbyȱtheȱfederalȱgovernment.

Answer: A
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

15) TheȱrateȱthatȱtheȱFedȱcontrolsȱmostȱcloselyȱthroughȱitsȱopen-marketȱoperationsȱisȱthe
A) primeȱrate. B) federalȱfundsȱrate.
C) commercialȱpaperȱrate. D) governmentȱbondsȱrate.

Answer: B
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

16) Theȱrateȱthatȱtheȱleastȱriskyȱfirmsȱpayȱonȱbondsȱthatȱtheyȱissueȱisȱthe
A) primeȱrate. B) triple-Aȱcorporateȱbondȱrate.
C) commercialȱpaperȱrate. D) federalȱfundsȱrate.

Answer: B
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Fact

2 True/False

1) Federalȱfundsȱrateȱisȱtheȱtaxȱrateȱonȱincome.
Answer: FALSE
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) CommercialȱpaperȱisȱaȱshortȱtermȱIOUȱofȱaȱcorporation.
Answer: TRUE
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱtwoȱyearȱinterestȱrateȱisȱanȱaverageȱofȱtheȱexpectedȱinterestȱrateȱeachȱofȱtheȱtwoȱyears.
Answer: TRUE
Diff:ȱ1
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) TheȱFedȱcanȱaffectȱlongȱtermȱinterestȱratesȱbyȱaffectingȱtheȱexpectationsȱofȱpeople.
Answer: TRUE
Diff:ȱ2
Topic: AppendixȱA:ȱTheȱVariousȱInterestȱRatesȱinȱtheȱU.S.ȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

11.5 AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ11.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow .

Tableȱ11.1
ȱNumberȱofȱ
switches

ȱAverageȱMoneyȱ
Holdings

ȱAverageȱBondȱ
Holdings

ȱInterestȱ
Earned

0
1
2
3
4

$1,200
$600
$400
$300
$200

$0
$600
$800
$900

$1,000

$0
$30
$40
$45
$50

1) ReferȱtoȱTableȱ11.1.ȱIfȱitȱcostsȱ$11ȱeachȱtimeȱaȱbondȱisȱsold,ȱtheȱoptimalȱaverageȱmoney
holdingsȱare

A) $600. B) $400. C) $300. D) $200.
Answer: A
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱTableȱ11.1.ȱIfȱitȱcostsȱ$7ȱeachȱtimeȱaȱbondȱisȱsold,ȱtheȱoptimalȱaverageȱmoneyȱholdings
are

A) $600. B) $400. C) $300. D) $200.
Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills

3) ReferȱtoȱTableȱ11.1.ȱIfȱtheȱperiodȱcoveredȱbyȱTableȱ11.1ȱisȱoneȱyear,ȱtheȱinterestȱrateȱpaidȱon
bonds

A) isȱ2%.
B) isȱ3%.
C) isȱ5%.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: C
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills
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4) ReferȱtoȱTableȱ11.1.ȱIfȱitȱcostsȱ$9ȱeachȱtimeȱaȱbondȱisȱsold,ȱtheȱoptimalȱnumberȱofȱswitchesȱis
A) 1. B) 2. C) 3. D) 4.

Answer: B
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱTableȱ11.1.ȱIfȱitȱcostsȱ$13ȱeachȱtimeȱaȱbondȱisȱsold,ȱtheȱhighestȱprofitȱavailableȱis
A) $6. B) $13. C) $17. D) $21.

Answer: C
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱTableȱ11.1.ȱAtȱaȱpriceȱofȱ________ȱtheȱoptimalȱnumberȱofȱswitchesȱisȱ________.
A) $7;ȱ2 B) $9;ȱ1 C) $11;ȱ2 D) $13;ȱ3

Answer: A
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱTableȱ11.1.ȱAtȱaȱpriceȱofȱ________ȱtheȱoptimalȱnumberȱofȱswitchesȱisȱ________.
A) $7;ȱ1 B) $9;ȱ3 C) $11;ȱ1 D) $13;ȱ0

Answer: C
Diff:ȱ2
Topic: AppendixȱB:ȱTheȱDemandȱforȱMoney:ȱAȱNumericalȱExample
Skill: Analytic
AACSB: AnalyticȱSkills
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Chapterȱ12 AggregateȱDemandȱinȱthe
GoodsȱandȱMoneyȱMarkets

12.1 PlannedȱInvestmentȱandȱtheȱInterestȱRate

1 MultipleȱChoice

1) Theȱmarketȱinȱwhichȱtheȱequilibriumȱlevelȱofȱaggregateȱoutputȱisȱdeterminedȱisȱthe
A) laborȱmarket. B) bondȱmarket.
C) moneyȱmarket. D) goodsȱmarket.

Answer: D
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual

2) Theȱmarketȱinȱwhichȱtheȱequilibriumȱlevelȱofȱtheȱinterestȱrateȱisȱdeterminedȱisȱthe
A) moneyȱmarket. B) goodsȱmarket.
C) laborȱmarket. D) servicesȱmarket.

Answer: A
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual

3) Theȱtwoȱlinksȱbetweenȱtheȱgoodsȱmarketȱandȱtheȱmoneyȱmarketȱare
A) incomeȱandȱtheȱinflationȱrate.
B) theȱinterestȱrateȱandȱtheȱunemploymentȱrate.
C) incomeȱandȱtheȱinterestȱrate.
D) theȱinflationȱrateȱandȱtheȱunemploymentȱrate.

Answer: C
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱisȱdeterminedȱinȱtheȱgoodsȱmarket?
A) theȱequilibriumȱinterestȱrate B) moneyȱdemand
C) income D) moneyȱsupply

Answer: C
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

340



5) Whichȱofȱtheȱfollowingȱisȱdeterminedȱinȱtheȱmoneyȱmarket?
A) theȱequilibriumȱinterestȱrate B) income
C) employment D) theȱgovernmentȱbudget

Answer: A
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Ifȱplannedȱinvestmentȱisȱperfectlyȱunresponsiveȱtoȱchangesȱinȱtheȱinterestȱrate,ȱtheȱplanned
investmentȱschedule

A) hasȱaȱnegativeȱslope. B) isȱhorizontal.
C) isȱvertical. D) hasȱaȱpositiveȱslope.

Answer: C
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Ifȱplannedȱinvestmentȱisȱperfectlyȱresponsiveȱtoȱchangesȱinȱtheȱinterestȱrate,ȱtheȱplanned
investmentȱschedule

A) hasȱaȱnegativeȱslope. B) isȱhorizontal.
C) isȱvertical. D) hasȱaȱpositiveȱslope.

Answer: B
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Theȱmoneyȱmarketȱandȱtheȱgoodsȱmarketȱareȱlinkedȱthroughȱtheȱimpactȱofȱtheȱinterestȱrateȱon
A) governmentȱspending. B) plannedȱinvestment.
C) moneyȱsupply. D) unplannedȱspending.

Answer: B
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Whichȱofȱtheȱfollowingȱequationsȱrepresentsȱequilibriumȱinȱtheȱgoodsȱmarket?

A) Yȱ=ȱMs. B) Mdȱ=ȱCȱ+ȱIȱ+ȱG.
C) Mdȱ=ȱMs. D) Y = C + I + G.

Answer: D
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.1

10) ReferȱtoȱFigureȱ12.1.ȱIfȱtheȱinterestȱrateȱdropsȱfromȱ8%ȱtoȱ4%,ȱplannedȱinvestment
A) increases,ȱcausingȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱfall.
B) increases,ȱcausingȱaggregateȱexpenditureȱtoȱfall.
C) decreases,ȱcausingȱbothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱrise.
D) increases,ȱcausingȱbothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱrise.

Answer: D
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ12.1.ȱIfȱtheȱinterestȱrateȱrisesȱfromȱ4%ȱtoȱ8%,ȱplannedȱinvestment
A) decreases,ȱcausingȱbothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱfall.
B) increases,ȱcausingȱaggregateȱexpenditureȱtoȱfall.
C) decreases,ȱcausingȱbothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱrise.
D) increases,ȱcausingȱbothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱtoȱrise.

Answer: A
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ12.1.ȱIfȱtheȱinterestȱrateȱincreasesȱfromȱ4%ȱtoȱ8%,
A) aggregateȱexpenditureȱincreases.
B) equilibriumȱaggregateȱoutputȱdecreases.
C) plannedȱexpenditureȱincreases.
D) bothȱaggregateȱexpenditureȱandȱaggregateȱoutputȱincrease.

Answer: B
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ12.1.ȱIfȱtheȱinterestȱrateȱdecreasesȱfromȱ8%ȱtoȱ4%,
A) aggregateȱexpenditureȱincreases.
B) equilibriumȱaggregateȱoutputȱdecreases.
C) plannedȱexpenditureȱdecreases.
D) theȱmoneyȱsupplyȱwillȱincrease.

Answer: A
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ12.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ12.1
AȱHypotheticalȱInvestmentȱSchedule

InterestȱRateȱ(%) PlannedȱInvestmentȱ($ȱBillion)
3
6
9
12
15
18

400
360
320
280
240
200

14) ReferȱtoȱTableȱ12.1.ȱIfȱtheȱinterestȱrateȱdroppedȱfromȱ15%ȱtoȱ6%,ȱplannedȱinvestmentȱwould
________ȱbyȱ$________ȱbillion.

A) increase;ȱ120 B) increase;ȱ180 C) decrease;ȱ120 D) decrease;ȱ180
Answer: A
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱTableȱ12.1.ȱSupposeȱtheȱexpenditureȱmultiplierȱisȱ3.ȱAnȱincreaseȱinȱtheȱinterestȱrate
fromȱ6%ȱtoȱ9%,ȱceterisȱparibus,ȱwould

A) increaseȱplannedȱexpenditureȱbyȱ$120ȱbillion.
B) increaseȱaggregateȱexpenditureȱbyȱ$120ȱbillion.
C) decreaseȱequilibriumȱoutputȱbyȱ$120ȱbillion.
D) decreaseȱplannedȱinvestmentȱbyȱ$120ȱbillion.

Answer: C
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱTableȱ12.1.ȱSupposeȱtheȱexpenditureȱmultiplierȱisȱ4.ȱAȱdropȱinȱtheȱinterestȱrateȱfrom
15%ȱtoȱ9%,ȱceterisȱparibus,ȱwouldȱincreaseȱequilibriumȱoutputȱbyȱ$________ȱbillion.

A) 320 B) 20 C) 240 D) 160

Answer: A
Diff:ȱ3
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills
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17) ReferȱtoȱTableȱ12.1.ȱSupposeȱtheȱexpenditureȱmultiplierȱisȱ5ȱandȱtheȱinitialȱinterestȱrateȱisȱ12%.
Aȱmoveȱtoȱwhatȱinterestȱrateȱwillȱincreaseȱequilibriumȱoutputȱbyȱ400ȱbillion?

A) 3% B) 6% C) 9% D) 18%

Answer: D
Diff:ȱ3
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱTableȱ12.1.ȱSupposeȱtheȱexpenditureȱmultiplierȱisȱ5,ȱtheȱinitialȱinterestȱrateȱisȱ9%,ȱand
theȱinitialȱequilibriumȱoutputȱisȱ$600ȱbillion.ȱWhatȱisȱtheȱinterestȱrateȱthatȱincreasesȱequilibrium
outputȱtoȱ$800ȱbillion?

A) 12% B) 15% C) 6% D) 3%

Answer: C
Diff:ȱ3
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ12.1.ȱSupposeȱtheȱexpenditureȱmultiplierȱisȱ10,ȱandȱtheȱinitialȱinterestȱrateȱis
15%.ȱWhatȱwouldȱbeȱtheȱimpactȱonȱtheȱequilibriumȱoutputȱifȱtheȱinterestȱrateȱfellȱtoȱ6%?

A) Itȱwouldȱincreaseȱbyȱ$1,200ȱbillion. B) Itȱwouldȱdecreaseȱbyȱ$1,200ȱbillion.
C) Itȱwouldȱdecreaseȱbyȱ$3,600ȱbillion. D) Itȱwouldȱincreaseȱbyȱ$3,600ȱbillion.

Answer: A
Diff:ȱ3
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Analytic
AACSB: AnalyticȱSkills

20) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.221ȱ[533]:ȱAccordingȱtoȱaȱrecentȱstudyȱbyȱSimon
Gilchrist,ȱFabioȱNatalucci,ȱandȱEgonȱZakrajsek,ȱaȱoneȱpercentageȱpointȱincreaseȱinȱtheȱinterest
rateȱappropriateȱforȱaȱfirmȇsȱborrowingȱwillȱleadȱtoȱa

A) dropȱinȱinvestmentȱspendingȱofȱmoreȱthanȱoneȱpercentageȱpoint.
B) riseȱinȱinvestmentȱspendingȱofȱmoreȱthanȱoneȱpercentageȱpoint.
C) dropȱinȱinvestmentȱspendingȱofȱlessȱthanȱoneȱpercentageȱpoint.
D) riseȱinȱinvestmentȱspendingȱofȱlessȱthanȱoneȱpercentageȱpoint.

Answer: A
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate:ȱEconomicsȱinȱPractice
Skill: Fact

21) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.221ȱ[533]:ȱAccordingȱtoȱaȱrecentȱstudyȱbyȱSimon
Gilchrist,ȱFabioȱNatalucci,ȱandȱEgonȱZakrajsek,ȱinvestmentȱexpendituresȱareȱ________ȱchanges
inȱinterestȱrates.

A) highlyȱsensitiveȱto B) highlyȱinsensitiveȱto
C) completelyȱindependentȱof D) positivelyȱrelatedȱto

Answer: A
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate:ȱEconomicsȱinȱPractice
Skill: Fact
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2 True/False

1) Theȱinterestȱrateȱaffectsȱtheȱgoodsȱmarketȱthroughȱitsȱimpactȱonȱmoneyȱdemand.

Answer: FALSE
Diff:ȱ1
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Incomeȱisȱdeterminedȱinȱtheȱmoneyȱmarket.

Answer: FALSE
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual

3) Theȱmoneyȱmarketȱisȱlinkedȱtoȱtheȱgoodsȱmarketȱthroughȱtheȱimpactȱofȱinterestȱratesȱon
plannedȱinvestment.

Answer: TRUE
Diff:ȱ2
Topic: PlannedȱInvestmentȱandȱtheȱInterestȱRate
Skill: Conceptual
AACSB: ReflectiveȱThinking

12.2 EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets

1 MultipleȱChoice

1) Theȱinterestȱrateȱisȱdeterminedȱinȱthe
A) moneyȱmarketȱandȱhasȱnoȱinfluenceȱonȱtheȱgoodsȱmarket.
B) moneyȱmarketȱandȱinfluencesȱtheȱlevelȱofȱplannedȱinvestmentȱandȱthusȱtheȱgoods

market.
C) goodsȱmarketȱandȱhasȱnoȱinfluenceȱonȱtheȱmoneyȱmarket.
D) goodsȱmarketȱandȱinfluencesȱtheȱlevelȱofȱplannedȱinvestmentȱandȱthusȱtheȱmoney

market.

Answer: B
Diff:ȱ2
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Outputȱisȱdeterminedȱin
A) theȱgoodsȱmarketȱandȱalsoȱinfluencesȱmoneyȱdemandȱandȱtheȱinterestȱrate.
B) theȱmoneyȱmarketȱandȱalsoȱinfluencesȱmoneyȱdemandȱandȱtheȱinterestȱrate.
C) theȱgoodsȱmarketȱwithȱnoȱinfluenceȱfromȱtheȱmoneyȱmarket.
D) theȱmoneyȱmarketȱwithȱnoȱinfluenceȱonȱtheȱgoodsȱmarket.

Answer: A
Diff:ȱ2
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Whenȱincomeȱincreases,ȱtheȱmoneyȱdemandȱcurveȱshiftsȱtoȱtheȱ________,ȱwhichȱ________ȱthe
interestȱrateȱwithȱaȱfixedȱmoneyȱsupply.

A) right;ȱincreases B) right;ȱdecreases
C) left;ȱincreases D) left;ȱdecreases

Answer: A
Diff:ȱ2
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

4) Whenȱincomeȱ________,ȱtheȱmoneyȱ________ȱcurveȱshiftsȱtoȱtheȱright.
A) increases;ȱdemand B) increases;ȱsupply
C) decreases;ȱdemand D) decreases;ȱsupply

Answer: A
Diff:ȱ1
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Whenȱaggregateȱoutputȱfalls,ȱmoneyȱdemandȱandȱtheȱinterestȱrateȱfall.
Answer: TRUE
Diff:ȱ2
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱmoneyȱmarketȱisȱlinkedȱtoȱtheȱgoodsȱandȱservicesȱmarketȱbyȱtheȱimpactȱofȱincomeȱonȱthe
demandȱforȱmoney.

Answer: TRUE
Diff:ȱ2
Topic: EquilibriumȱinȱBothȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

12.3 PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets

1 MultipleȱChoice

1) Fiscalȱpolicyȱaffectsȱtheȱgoodsȱmarketȱthrough
A) changesȱinȱmoneyȱsupply.
B) changesȱinȱtaxesȱandȱmoneyȱsupply.
C) changesȱinȱgovernmentȱspendingȱandȱmoneyȱsupply.
D) changesȱinȱtaxesȱandȱgovernmentȱspending.

Answer: D
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Fiscalȱpolicyȱaffectsȱtheȱmoneyȱmarketȱthroughȱitsȱeffectȱon
A) incomeȱandȱmoneyȱsupply. B) incomeȱandȱmoneyȱdemand.
C) moneyȱsupplyȱandȱmoneyȱdemand. D) moneyȱsupplyȱandȱincome.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Monetaryȱpolicyȱaffectsȱtheȱgoodsȱmarketȱthroughȱitsȱeffectȱon
A) theȱinterestȱrateȱandȱplannedȱinvestment.
B) theȱinterestȱrateȱandȱmoneyȱdemand.
C) incomeȱandȱplannedȱinvestment.
D) incomeȱandȱmoneyȱdemand.

Answer: A
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱanȱexpansionaryȱfiscalȱpolicy?
A) theȱFedȱsellingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket
B) theȱfederalȱgovernmentȱincreasingȱtheȱmarginalȱtaxȱrateȱonȱincomesȱaboveȱ$200,000
C) theȱfederalȱgovernmentȱincreasingȱtheȱamountȱofȱmoneyȱspentȱonȱpublicȱhealth

programs
D) theȱfederalȱgovernmentȱreducingȱpollutionȱstandardsȱtoȱallowȱfirmsȱtoȱproduceȱmore

output

Answer: C
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Theȱobjectiveȱofȱaȱcontractionaryȱfiscalȱpolicyȱisȱto
A) reduceȱunemployment. B) increaseȱgrowthȱinȱoutput.
C) reduceȱinflation. D) increaseȱstagflation.

Answer: C
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱobjectiveȱofȱanȱexpansionaryȱfiscalȱpolicyȱisȱto
A) reduceȱunemployment. B) reduceȱinflation.
C) reduceȱgrowthȱinȱoutput. D) reduceȱgrowthȱinȱinternationalȱtrade.

Answer: A
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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7) Aȱdecreaseȱinȱtheȱmoneyȱsupplyȱaimedȱatȱdecreasingȱaggregateȱoutputȱisȱreferredȱtoȱas
A) contractionaryȱfiscalȱpolicy. B) expansionaryȱfiscalȱpolicy.
C) expansionaryȱmonetaryȱpolicy. D) contractionaryȱmonetaryȱpolicy.

Answer: D
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Anȱexampleȱofȱaȱcontractionaryȱmonetaryȱpolicyȱis
A) anȱincreaseȱinȱtheȱrequiredȱreserveȱratio.
B) aȱdecreaseȱinȱtheȱdiscountȱrate.
C) aȱreductionȱinȱtheȱtaxesȱbanksȱpayȱonȱtheirȱprofits.
D) theȱFedȱbuyingȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket.

Answer: A
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Anȱexampleȱofȱanȱexpansionaryȱmonetaryȱpolicyȱis
A) aȱdecreaseȱinȱtheȱrequiredȱreserveȱratio.
B) theȱFedȱsellingȱbondsȱinȱtheȱopenȱmarket.
C) anȱincreaseȱinȱtheȱrequiredȱreserveȱratio.
D) aȱlawȱplacingȱaȱceilingȱonȱtheȱmaximumȱinterestȱrateȱthatȱbanksȱcanȱpayȱtoȱdepositors.

Answer: A
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Anȱintendedȱgoalȱofȱcontractionaryȱfiscalȱandȱmonetaryȱpolicyȱis
A) anȱincreaseȱinȱinterestȱrates.
B) anȱincreaseȱinȱtheȱpriceȱlevel.
C) aȱdecreaseȱinȱtheȱunemploymentȱrate.
D) aȱdecreaseȱinȱtheȱlevelȱofȱaggregateȱoutput.

Answer: D
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.4

11) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱdecreaseȱfromȱ$12ȱmillionȱtoȱ$8ȱmillionȱif
A) theȱgovernmentȱincreasesȱgovernmentȱpurchases.
B) theȱFedȱincreasesȱtheȱmoneyȱsupply.
C) theȱgovernmentȱreducesȱgovernmentȱpurchases.
D) theȱgovernmentȱincreasesȱnetȱtaxes.

Answer: A
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱdecreaseȱfromȱ$16ȱmillionȱtoȱ$12ȱmillionȱif
A) theȱgovernmentȱreducesȱgovernmentȱpurchases.
B) theȱFedȱbuysȱbondsȱinȱtheȱopenȱmarket.
C) theȱgovernmentȱreducesȱnetȱtaxes.
D) firmsȱexpectȱtheirȱsalesȱtoȱdecreaseȱinȱtheȱfuture.

Answer: C
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱincreaseȱfromȱ$8ȱmillionȱtoȱ$12ȱmillionȱif
A) theȱgovernmentȱincreasesȱgovernmentȱpurchases.
B) theȱgovernmentȱdecreasesȱnetȱtaxes.
C) theȱFedȱsellsȱbondsȱinȱtheȱopenȱmarket.
D) theȱFedȱreducesȱtheȱrequiredȱreserveȱratio.

Answer: D
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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14) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱdecreaseȱfromȱ$12ȱmillionȱtoȱ$8ȱmillionȱif
A) theȱgovernmentȱincreasesȱnetȱtaxes.
B) theȱgovernmentȱincreasesȱgovernmentȱpurchases.
C) theȱFedȱbuysȱbondsȱinȱtheȱopenȱmarket.
D) BothȱBȱandȱC

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱdecreaseȱfromȱ$16ȱmillionȱtoȱ$12ȱmillionȱif
A) theȱgovernmentȱreducesȱgovernmentȱpurchases.
B) theȱFedȱsellsȱbondsȱinȱtheȱopenȱmarket.
C) theȱFedȱlowersȱtheȱdiscountȱrate.
D) BȱandȱC

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱFigureȱ12.4.ȱPlannedȱinvestmentȱcouldȱincreaseȱfromȱ$8ȱmillionȱtoȱ$12ȱmillionȱif
A) theȱgovernmentȱincreasesȱgovernmentȱpurchases.
B) theȱgovernmentȱincreasesȱnetȱtaxes.
C) theȱFedȱsellsȱbondsȱinȱtheȱopenȱmarket.
D) theȱFedȱlowersȱtheȱdiscountȱrate.

Answer: D
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

17) Whichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱfollowsȱanȱexpansionaryȱmonetaryȱpolicy?
A) r�ȱ�ȱI�ȱ�ȱAE�ȱ�ȱY�. B) r� � I� � AE� � Y�.
C) r�ȱ�ȱI�ȱ�ȱAE�ȱ�ȱY�. D) r� � I� � AE� � Y�.

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

18) Whichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱfollowsȱaȱriseȱinȱtheȱdiscountȱrate?
A) r�ȱ�ȱI�ȱ�ȱAE�ȱ�ȱY�. B) r� � I� � AE� � Y�.
C) r�ȱ�ȱI�ȱ�ȱAE�ȱ�ȱY�. D) r� � I� � AE� � Y�.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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19) Whichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱfollowsȱanȱexpansionaryȱfiscalȱpolicy?
A) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.
B) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.
C) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.
D) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

20) Whichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱfollowsȱanȱincreaseȱinȱnetȱtaxes?
A) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�. B) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.
C) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�. D) AE�ȱ�ȱY�ȱ�ȱMd�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱAE�.

Answer: D
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

21) Ifȱplannedȱinvestmentȱdecreasesȱasȱtheȱinterestȱrateȱincreases,ȱtheȱsizeȱofȱtheȱgovernment
spendingȱmultiplierȱwillȱbe

A) zero.
B) largerȱthanȱtheȱgovernmentȱspendingȱmultiplierȱthatȱwouldȱresultȱifȱplannedȱinvestment

wereȱindependentȱofȱtheȱinterestȱrate.
C) theȱsameȱasȱtheȱgovernmentȱspendingȱmultiplierȱthatȱwouldȱresultȱifȱplannedȱinvestment

wereȱindependentȱofȱtheȱinterestȱrate.
D) smallerȱthanȱtheȱgovernmentȱspendingȱmultiplierȱthatȱwouldȱresultȱifȱplanned

investmentȱwereȱindependentȱofȱtheȱinterestȱrate.
Answer: D
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

22) Ifȱplannedȱinvestmentȱdecreasesȱasȱtheȱinterestȱrateȱincreases,ȱtheȱabsoluteȱvalueȱofȱtheȱtax
multiplierȱwillȱbe

A) theȱsameȱasȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplierȱthatȱwouldȱresultȱifȱplanned
investmentȱwereȱindependentȱofȱtheȱinterestȱrate.

B) largerȱthanȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplierȱthatȱwouldȱresultȱifȱplanned
investmentȱwereȱindependentȱofȱtheȱinterestȱrate.

C) smallerȱthanȱtheȱabsoluteȱvalueȱofȱtheȱtaxȱmultiplierȱthatȱwouldȱresultȱifȱplanned
investmentȱwereȱindependentȱofȱtheȱinterestȱrate.

D) zero.

Answer: C
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ12.2ȱbelowȱandȱtheȱfollowingȱthreeȱassumptionsȱtoȱanswerȱthe
questionsȱthatȱfollow.

Tableȱ12.2
AȱHypotheticalȱEconomy

Consumptionȱ(C) $600ȱbillion
PlannedȱInvestmentȱ(I) $300ȱbillion
GovernmentȱSpending $150ȱbillion

Assumeȱtheȱfollowingȱforȱtheȱlongȱrun:ȱȱȱȱȱ
1.ȱForȱeveryȱ1%ȱincreaseȱ(decrease)ȱinȱinterestȱrate,ȱplannedȱinvestmentȱdecreasesȱ(increases)ȱbyȱ$5

billion.
2.ȱForȱeveryȱ$10ȱbillionȱincreaseȱ(decrease)ȱinȱgovernmentȱspending,ȱinterestȱrateȱincreasesȱ(decreases)

byȱ1%.
3.ȱTheȱMPCȱ=ȱ0.8

23) ReferȱtoȱTableȱ12.2.ȱAssumingȱtheȱeconomyȱisȱinȱequilibrium,ȱhowȱmuchȱisȱequilibrium
output?

A) $750ȱbillion. B) $900ȱbillion C) $1,050ȱbillion D) $1,350ȱbillion
Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

24) ReferȱtoȱTableȱ12.2.ȱWhenȱgovernmentȱspendingȱincreasesȱbyȱ$30ȱbillion,ȱtheȱcrowding-out
effectȱcanȱbeȱrepresentedȱbyȱa

A) $30ȱbillionȱdecreaseȱinȱinvestment. B) $15ȱbillionȱdecreaseȱinȱinvestment.
C) 3%ȱdecreaseȱinȱtheȱinterestȱrate. D) 1%ȱincreaseȱinȱtheȱinterestȱrate.

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

25) ReferȱtoȱTableȱ12.2.ȱTakingȱtheȱcrowding-outȱeffectȱintoȱconsideration,ȱifȱgovernment
spendingȱincreasesȱbyȱ$30ȱbillion,ȱequilibriumȱoutput

A) increasesȱbyȱ$150ȱbillion. B) increasesȱbyȱ$225ȱbillion.
C) decreasesȱbyȱ$150ȱbillion. D) increasesȱbyȱ$75ȱbillion.

Answer: D
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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26) ReferȱtoȱTableȱ12.2.ȱTakingȱtheȱcrowding-outȱeffectȱintoȱconsideration,ȱifȱgovernment
spendingȱincreasesȱbyȱ$50ȱbillion,ȱtheȱnewȱequilibriumȱoutputȱis

A) $1,100ȱbillion. B) $1,175ȱbillion. C) $1,300ȱbillion. D) $1,000ȱbillion.
Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

27) Theȱseverityȱofȱtheȱcrowding-outȱeffectȱwillȱbeȱreducedȱif
A) theȱFedȱincreasesȱtheȱmoneyȱsupplyȱatȱtheȱsameȱtimeȱtheȱfederalȱgovernmentȱincreases

governmentȱspending.
B) theȱFedȱdecreasesȱtheȱmoneyȱsupplyȱatȱtheȱsameȱtimeȱtheȱfederalȱgovernmentȱincreases

governmentȱspending.
C) theȱFedȱdoesȱnotȱchangeȱtheȱmoneyȱsupplyȱwhenȱtheȱgovernmentȱincreasesȱgovernment

spending.
D) businessȱfirmsȱbecomeȱpessimisticȱaboutȱtheȱfuture.

Answer: A
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

28) IfȱtheȱFedȱdecreasesȱtheȱmoneyȱsupplyȱatȱtheȱsameȱtimeȱtheȱfederalȱgovernmentȱdecreases
governmentȱspending,ȱtheȱcrowding-outȱeffect

A) willȱnotȱbeȱaffected.
B) willȱbeȱincreased.
C) willȱbeȱreduced.
D) couldȱeitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱsensitivityȱofȱplannedȱinvestmentȱto

theȱinterestȱrate.
Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

29) Theȱsteeperȱtheȱplannedȱinvestmentȱscheduleȱ(curve)
A) theȱlargerȱisȱtheȱcrowding-outȱeffect.
B) theȱsmallerȱisȱtheȱcrowding-outȱeffect.
C) theȱlargerȱisȱtheȱchangeȱinȱplannedȱinvestmentȱasȱaȱresultȱofȱchangesȱinȱtheȱinterestȱrate.
D) theȱsmallerȱisȱtheȱchangeȱinȱmoneyȱdemandȱasȱaȱresultȱofȱchangesȱinȱtheȱinterestȱrate.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) Theȱflatterȱtheȱplannedȱinvestmentȱscheduleȱ(curve)
A) theȱsmallerȱisȱtheȱchangeȱinȱplannedȱinvestmentȱasȱaȱresultȱofȱchangesȱinȱtheȱinterestȱrate.
B) theȱsmallerȱisȱtheȱcrowding-outȱeffect.
C) theȱlargerȱisȱtheȱcrowding-outȱeffect.
D) theȱlargerȱisȱtheȱchangeȱinȱmoneyȱdemandȱasȱaȱresultȱofȱchangesȱinȱtheȱinterestȱrate.

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Ifȱplannedȱinvestmentȱdoesȱnotȱfallȱwhenȱtheȱinterestȱrateȱrises,ȱthereȱwillȱbe
A) aȱslightȱcrowding-outȱeffect. B) aȱsubstantialȱcrowding-outȱeffect.
C) noȱcrowding-outȱeffect. D) aȱcompleteȱcrowding-outȱeffect.

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) Whichȱofȱtheȱfollowingȱreducesȱtheȱseverityȱofȱtheȱcrowding-outȱeffectȱwheneverȱgovernment
spendingȱincreases?

A) Anȱexpansionaryȱmonetaryȱpolicy B) Anȱexpansionaryȱfiscalȱpolicy
C) Aȱcontractionaryȱmonetaryȱpolicy D) Aȱcontractionaryȱfiscalȱpolicy

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) Thereȱwillȱbeȱnoȱcrowding-outȱeffectȱwhenȱtheȱgovernmentȱincreasesȱspendingȱandȱthe
plannedȱinvestmentȱscheduleȱ(curve)ȱis

A) vertical. B) downwardȱsloping.
C) upwardȱsloping. D) horizontal.

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) Ifȱfirmsȱsharplyȱincreaseȱtheȱnumberȱofȱinvestmentȱprojectsȱundertakenȱwhenȱinterestȱratesȱfall
andȱsharplyȱreduceȱtheȱnumberȱofȱinvestmentȱprojectsȱundertakenȱwhenȱinterestȱrates
increase,ȱthen,ȱignoringȱtheȱcrowdingȱoutȱeffect,

A) expansionaryȱfiscalȱpolicyȱwillȱbeȱveryȱeffective.
B) expansionaryȱmonetaryȱpolicyȱwillȱbeȱveryȱeffective.
C) contractionaryȱfiscalȱpolicyȱwillȱbeȱveryȱeffective.
D) contractionaryȱmonetaryȱpolicyȱwillȱnotȱbeȱveryȱeffective.

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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35) Ifȱplannedȱinvestmentȱisȱsensitiveȱtoȱtheȱinterestȱrate,ȱanȱincreaseȱinȱtheȱinterestȱrateȱcausesȱthe
A) aggregateȱexpenditureȱcurveȱtoȱshiftȱdown.
B) aggregateȱexpenditureȱcurveȱtoȱshiftȱup.
C) long-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱout.
D) investmentȱdemandȱscheduleȱtoȱshiftȱtoȱtheȱright.

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

36) Monetaryȱpolicyȱcanȱbeȱeffectiveȱonlyȱif
A) theȱmoneyȱsupplyȱreactsȱtoȱchangesȱinȱtheȱinterestȱrate.
B) plannedȱinvestmentȱreactsȱtoȱchangesȱinȱtheȱinterestȱrate.
C) moneyȱdemandȱreactsȱtoȱchangesȱinȱtheȱinterestȱrate.
D) governmentȱspendingȱreactsȱtoȱchangesȱinȱtheȱinterestȱrate.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Dan,ȱaȱwriterȱforȱaȱbusinessȱmagazine,ȱinterviewedȱmanagersȱatȱ100ȱlargeȱcorporations.ȱAllȱof
theȱmanagersȱindicatedȱthatȱtheȱprimaryȱdeterminantȱofȱplannedȱinvestmentȱisȱexpectedȱsales
andȱnotȱtheȱinterestȱrate.ȱFromȱthisȱinformation,ȱDanȱconcludedȱthat

A) fiscalȱpolicyȱwouldȱbeȱveryȱeffective,ȱbutȱmonetaryȱpolicyȱwouldȱnotȱbeȱveryȱeffective.
B) neitherȱexpansionaryȱnorȱcontractionaryȱfiscalȱpolicyȱwouldȱbeȱveryȱeffective.
C) bothȱexpansionaryȱandȱcontractionaryȱmonetaryȱpolicyȱwouldȱbeȱveryȱeffective.
D) contractionaryȱfiscalȱpolicyȱwouldȱnotȱbeȱveryȱeffective,ȱbutȱcontractionaryȱmonetary

policyȱwouldȱbeȱveryȱeffective.
Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

38) Assumeȱthatȱinvestmentȱspendingȱdependsȱonȱtheȱinterestȱrate.ȱAsȱtheȱsupplyȱofȱmoneyȱis
increased,ȱtheȱinterestȱrateȱ________ȱandȱplannedȱinvestmentȱspendingȱ________.

A) falls;ȱincreases B) falls;ȱdecreases
C) rises;ȱdecreases D) rises;ȱincreases

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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39) Ifȱtheȱinterestȱrateȱisȱsoȱhighȱthatȱitȱisȱhurtingȱeconomicȱgrowth,ȱtheȱrecommendedȱpolicy
actionȱshouldȱbe

A) anȱexpansionaryȱfiscalȱpolicy.
B) anȱexpansionaryȱmonetaryȱpolicy.
C) aȱcontractionaryȱmonetaryȱpolicy.
D) theȱdemandȱforȱmoneyȱshouldȱbeȱincreased.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

40) Monetaryȱpolicyȱaffectsȱtheȱmoneyȱmarketȱby
A) changingȱtheȱinterestȱrate,ȱwhichȱchangesȱplannedȱinvestment.
B) directlyȱincreasingȱconsumption,ȱwhichȱincreasesȱaggregateȱoutput.
C) changingȱtheȱmoneyȱsupply,ȱwhichȱchangesȱtheȱinterestȱrate.
D) changingȱtheȱlevelȱofȱaggregateȱoutput,ȱwhichȱchangesȱtheȱlevelȱofȱplannedȱexpenditure.

Answer: C
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) Ifȱtheȱinvestmentȱdemandȱcurveȱisȱvertical,
A) bothȱmonetaryȱandȱfiscalȱpolicyȱareȱineffective.
B) bothȱmonetaryȱandȱfiscalȱpolicyȱareȱeffective.
C) monetaryȱpolicyȱisȱeffective,ȱbutȱfiscalȱpolicyȱisȱineffective.
D) monetaryȱpolicyȱisȱineffective,ȱbutȱfiscalȱpolicyȱisȱeffective.

Answer: D
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

42) Ifȱtheȱfederalȱgovernmentȱisȱreducingȱnetȱtaxesȱtoȱstimulateȱtheȱeconomyȱatȱtheȱsameȱtimeȱthe
Fedȱisȱsellingȱbondsȱinȱtheȱopenȱmarket,ȱtheȱeffectivenessȱofȱtheȱexpansionaryȱfiscalȱpolicyȱwill
be

A) increased,ȱbecauseȱtheȱFedȇsȱactionsȱwillȱresultȱinȱhigherȱinterestȱrates.
B) reduced,ȱbecauseȱtheȱFedȇsȱactionsȱwillȱresultȱinȱhigherȱinterestȱrates.
C) increased,ȱbecauseȱtheȱFedȇsȱactionsȱwillȱresultȱinȱlowerȱinterestȱrates.
D) reduced,ȱbecauseȱtheȱFedȇsȱactionsȱwillȱresultȱinȱlowerȱinterestȱrates.

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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43) IfȱtheȱFedȱaccommodatesȱaȱfiscalȱexpansionȱbyȱincreasingȱtheȱmoneyȱsupplyȱsoȱthatȱtheȱinterest
rateȱincreasesȱonlyȱaȱlittle,ȱtheȱcrowding-outȱeffectȱwill

A) beȱzero. B) increase.
C) decrease,ȱbutȱstillȱbeȱpositive. D) becomeȱinfinitelyȱlarge.

Answer: C
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.5

44) ReferȱtoȱFigureȱ12.5.ȱAsȱaȱresultȱofȱanȱexpansionaryȱfiscalȱpolicy,ȱtheȱlargestȱcrowding-out
effectȱoccursȱifȱtheȱplannedȱinvestmentȱscheduleȱ(curve)ȱisȱsimilarȱtoȱtheȱoneȱinȱPanelȱ________.

A) A B) B C) C D) D

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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45) ReferȱtoȱFigureȱ12.5.ȱAssumeȱtheȱcurrentȱequilibriumȱoutputȱisȱ$500ȱbillion,ȱtheȱspending
multiplierȱisȱ5,ȱandȱtheȱgovernmentȱincreasesȱpurchasesȱbyȱ$10ȱbillion.ȱIfȱtheȱnewȱequilibrium
outputȱincreasesȱtoȱ$530ȱbillion,ȱmostȱlikelyȱtheȱplannedȱinvestmentȱscheduleȱ(curve)ȱisȱsimilar
toȱtheȱoneȱinȱPanelȱ________.

A) A B) B C) C D) D

Answer: A
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

46) ReferȱtoȱFigureȱ12.5.ȱAssumeȱtheȱcurrentȱequilibriumȱoutputȱisȱ$500ȱbillion,ȱtheȱspending
multiplierȱisȱ5,ȱandȱtheȱgovernmentȱincreasedȱspendingȱbyȱ$10ȱbillion.ȱIfȱtheȱnewȱequilibrium
outputȱincreasedȱtoȱ$550ȱbillion,ȱmostȱlikelyȱtheȱplannedȱinvestmentȱscheduleȱ(curve)ȱisȱsimilar
toȱtheȱoneȱinȱPanelȱ________.

A) A B) B C) C D) D

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

47) Whichȱofȱtheȱfollowingȱactionsȱisȱanȱexampleȱofȱanȱexpansionaryȱfiscalȱpolicy?
A) anȱincreaseȱinȱtheȱdiscountȱrate
B) aȱdecreaseȱinȱdefenseȱspending
C) aȱsaleȱofȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket
D) aȱdecreaseȱinȱnetȱtaxes.

Answer: D
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Definition

48) Whichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱoccursȱinȱresponseȱtoȱanȱexpansionaryȱfiscalȱpolicy?
A) Aggregateȱoutputȱdecreases,ȱcausingȱmoneyȱdemandȱtoȱdecrease,ȱcausingȱtheȱinterest

rateȱtoȱdecreaseȱandȱplannedȱinvestmentȱtoȱincrease.
B) Aggregateȱoutputȱdecreases,ȱcausingȱmoneyȱdemandȱtoȱincrease,ȱcausingȱinterestȱratesȱto

increaseȱandȱplannedȱinvestmentȱtoȱdecrease.
C) Aggregateȱoutputȱincreases,ȱcausingȱmoneyȱdemandȱtoȱincrease,ȱcausingȱinterestȱratesȱto

increaseȱandȱplannedȱinvestmentȱtoȱdecrease.
D) Aggregateȱoutputȱdecreases,ȱcausingȱtheȱdemandȱforȱmoneyȱtoȱincrease,ȱcausingȱinterest

ratesȱtoȱincreaseȱandȱplannedȱinvestmentȱtoȱincrease.
Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.6

49) ReferȱtoȱFigureȱ12.6.ȱAfterȱgovernmentȱpurchasesȱareȱreduced,ȱtheȱplannedȱaggregate
expenditureȱfunctionȱmayȱshiftȱfromȱCȱ+ȱIȱ+ȱGȇȱȱtoȱCȱ+ȱIȇȱ+ȱGȇȱbecauseȱtheȱreductionȱinȱoutput
willȱcause

A) moneyȱsupplyȱtoȱincrease,ȱtheȱinterestȱrateȱtoȱdecrease,ȱandȱplannedȱinvestmentȱto
increase.

B) moneyȱsupplyȱtoȱdecrease,ȱtheȱinterestȱrateȱtoȱdecrease,ȱandȱplannedȱinvestmentȱto
increase.

C) moneyȱdemandȱtoȱdecrease,ȱtheȱinterestȱrateȱtoȱdecrease,ȱandȱplannedȱinvestmentȱto
increase.

D) moneyȱdemandȱtoȱincrease,ȱtheȱinterestȱrateȱtoȱdecrease,ȱandȱplannedȱinvestmentȱto
increase.

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

50) ReferȱtoȱFigureȱ12.6.ȱTheȱinitialȱaggregateȱexpenditureȱfunctionȱisȱgivenȱbyȱCȱ+ȱIȱ+ȱG.ȱA
decreaseȱinȱgovernmentȱspendingȱshiftsȱtheȱaggregateȱexpenditureȱfunctionȱtoȱCȱ+ȱIȱ+ȱGȇ.ȱIf
investmentȱdoesȱNOTȱdependȱonȱtheȱinterestȱrate,ȱtheȱmultiplier

A) isȱ.5.
B) isȱ1.33.
C) isȱ2.
D) cannotȱbeȱdeterminedȱfromȱtheȱinformationȱavailable.

Answer: C
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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51) ReferȱtoȱFigureȱ12.6.ȱȱIfȱinvestmentȱdoesȱNOTȱdependȱonȱtheȱinterestȱrate,ȱtheȱchangeȱin
governmentȱpurchasesȱthatȱdecreasesȱincomeȱfromȱ$400ȱbillionȱtoȱ$100ȱbillionȱis

A) anȱincreaseȱofȱ$150ȱbillion.
B) aȱdecreaseȱofȱ$150ȱbillion.
C) aȱdecreaseȱofȱ$300ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱtheȱinformationȱavailable.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

52) ReferȱtoȱFigureȱ12.6.ȱȱȱIfȱinvestmentȱDOESȱdependȱonȱtheȱinterestȱrate,ȱtheȱchangeȱinȱplanned
investmentȱthatȱtheȱdecreaseȱinȱgovernmentȱspendingȱbroughtȱaboutȱsoȱthatȱincomeȱfellȱfrom
$400ȱbillionȱtoȱ$200ȱbillionȱratherȱthanȱ$100ȱbillionȱwouldȱhaveȱbeen

A) anȱincreaseȱofȱ$50ȱbillion.
B) aȱdecreaseȱofȱ$100ȱbillion.
C) aȱdecreaseȱofȱ$200ȱbillion.
D) cannotȱbeȱdeterminedȱfromȱtheȱinformationȱavailable.

Answer: A
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.7ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.7

53) ReferȱtoȱFigureȱ12.7.ȱWhatȱisȱtheȱmultiplierȱinȱthisȱeconomy?
A) 2 B) 4 C) 5 D) 10

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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54) ReferȱtoȱFigureȱ12.7.ȱTheȱinitialȱaggregateȱexpendituresȱareȱrepresentedȱbyȱtheȱlineȱAE0.ȱIfȱthe
governmentȱincreasesȱspendingȱbyȱ$100ȱbillionȱandȱtheȱaggregateȱexpendituresȱcurveȱshiftsȱto
AE1,ȱweȱknowȱforȱsureȱthat

A) thereȱisȱ$100ȱbillionȱdeclineȱinȱplannedȱinvestment.
B) thereȱisȱtotalȱcrowding-outȱeffect.
C) theȱplannedȱinvestmentȱscheduleȱisȱvertical.
D) theȱplannedȱinvestmentȱscheduleȱisȱdownwardȱsloping.

Answer: D
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

55) ReferȱtoȱFigureȱ12.7.ȱTheȱinitialȱaggregateȱexpendituresȱareȱrepresentedȱbyȱtheȱlineȱAE0.ȱIfȱthe
governmentȱincreasesȱspendingȱbyȱ$100ȱbillionȱandȱtheȱaggregateȱexpendituresȱcurveȱshiftsȱto
AE2,ȱweȱknowȱforȱsureȱthat

A) theȱinterestȱrateȱdoesȱnotȱchangeȱasȱaȱresultȱofȱfiscalȱpolicy.
B) plannedȱinvestmentȱisȱperfectlyȱinsensitiveȱtoȱchangesȱinȱtheȱinterestȱrate.
C) thereȱisȱtotalȱcrowding-outȱeffect.
D) theȱplannedȱinvestmentȱscheduleȱisȱhorizontal.

Answer: B
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

56) ReferȱtoȱFigureȱ12.7.ȱTheȱinitialȱaggregateȱexpendituresȱareȱrepresentedȱbyȱtheȱlineȱAE0.ȱIfȱthe
governmentȱincreasesȱspendingȱbyȱ$100ȱbillionȱandȱtheȱaggregateȱexpendituresȱcurveȱremains
AE0,ȱweȱknowȱforȱsureȱthat

A) theȱinterestȱrateȱdoesȱnotȱchangeȱasȱaȱresultȱofȱfiscalȱpolicy.
B) plannedȱinvestmentȱisȱperfectlyȱinsensitiveȱtoȱchangesȱinȱtheȱinterestȱrate.
C) thereȱisȱtotalȱcrowding-outȱeffect.
D) theȱplannedȱinvestmentȱscheduleȱisȱdownwardȱsloping.

Answer: C
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

57) Ifȱinvestmentȱdependsȱonȱtheȱinterestȱrate,ȱaȱdecreaseȱinȱnetȱtaxesȱwillȱcauseȱaggregateȱoutput
toȱ________ȱthanȱifȱinvestmentȱdoesnȇtȱdependȱonȱtheȱinterestȱrate.

A) increaseȱbyȱmore B) increaseȱbyȱless
C) decreaseȱbyȱmore D) decreaseȱbyȱless

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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58) Aȱdecreaseȱinȱtheȱmoneyȱsupplyȱaimedȱatȱdecreasingȱaggregateȱoutputȱis
A) anȱexpansionaryȱfiscalȱpolicy. B) aȱcontractionaryȱmonetaryȱpolicy.
C) aȱcontractionaryȱfiscalȱpolicy. D) anȱexpansionaryȱmonetaryȱpolicy.

Answer: B
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Definition

59) Whichȱofȱtheȱfollowingȱisȱtheȱsequenceȱofȱeventsȱfollowingȱaȱcontractionaryȱmonetaryȱpolicy?
A) Moneyȱdemandȱincreasesȱ� interestȱratesȱincreaseȱ� plannedȱinvestmentȱȱfallsȱand

aggregateȱoutputȱfalls.
B) Interestȱratesȱincreaseȱ� plannedȱinvestmentȱdecreasesȱ� aggregateȱoutputȱdecreasesȱ�

moneyȱdemandȱdecreases.
C) Interestȱratesȱdecreaseȱ� plannedȱinvestmentȱdecreasesȱ� aggregateȱoutputȱdecreasesȱ�

moneyȱdemandȱdecreases.
D) Aggregateȱoutputȱfallsȱ� theȱdemandȱforȱmoneyȱfallsȱ� interestȱratesȱrisesȱ�ȱplanned

investmentȱȱdecreases.
Answer: B
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.8ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.8

60) ReferȱtoȱFigureȱ12.8.ȱInterestȱrateȱ r 1 ȱisȱgreaterȱthanȱinterestȱrateȱ r 0 .ȱȱWhichȱofȱthe

followingȱwouldȱhaveȱcausedȱtheȱplannedȱaggregateȱexpenditureȱfunctionȱtoȱshiftȱfromȱCȱ+ȱIȱ+
GȱtoȱCȱ+ȱIȇȱ+ȱG?

A) aȱcontractionaryȱmonetaryȱpolicy
B) aȱcontractionaryȱfiscalȱpolicy
C) aȱdecreaseȱinȱtheȱcostȱofȱcapitalȱrelativeȱtoȱlabor
D) anȱexpansionaryȱmonetaryȱpolicy

Answer: A
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

61) Whichȱofȱtheȱfollowingȱactionsȱisȱanȱexampleȱofȱanȱexpansionaryȱmonetaryȱpolicy?
A) aȱreductionȱinȱfederalȱspendingȱonȱeducation
B) aȱpurchaseȱofȱgovernmentȱsecuritiesȱinȱtheȱopenȱmarket
C) anȱincreaseȱinȱtheȱdiscountȱrate
D) anȱincreaseȱinȱincomeȱtaxȱrates

Answer: B
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual

62) Ifȱyouȱareȱconcernedȱthatȱtheȱinflationȱrateȱisȱtooȱhigh,ȱwhichȱofȱtheȱfollowingȱpoliciesȱwould
youȱrecommend?

A) aȱdecreaseȱinȱtheȱmoneyȱsupply B) anȱincreaseȱinȱtheȱmoneyȱsupply
C) aȱdecreaseȱinȱincomeȱtaxȱrates D) anȱincreaseȱinȱgovernmentȱspending

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

363



63) Theȱcombinationȱofȱmonetaryȱandȱfiscalȱpoliciesȱinȱuseȱatȱaȱgivenȱtimeȱisȱreferredȱtoȱasȱthe
A) crowding-outȱmix. B) policyȱmix.
C) discretionaryȱmix. D) packageȱmix.

Answer: B
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Definition

64) Aȱpolicyȱmixȱthatȱconsistsȱofȱaȱcontractionaryȱfiscalȱpolicyȱandȱanȱexpansionaryȱmonetary
policyȱwould

A) beȱneutralȱwithȱrespectȱtoȱtheȱcompositionȱofȱaggregateȱspendingȱinȱtheȱeconomy.
B) leadȱtoȱhigherȱinterestȱrates.
C) favorȱgovernmentȱspendingȱoverȱinvestmentȱspending.
D) favorȱinvestmentȱspendingȱoverȱgovernmentȱspending.

Answer: D
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

65) Aȱpolicyȱmixȱthatȱconsistsȱofȱanȱexpansionaryȱfiscalȱpolicyȱandȱaȱcontractionaryȱmonetary
policyȱwould

A) beȱneutralȱwithȱrespectȱtoȱtheȱcompositionȱofȱaggregateȱspendingȱinȱtheȱeconomy.
B) favorȱinvestmentȱspendingȱoverȱgovernmentȱpurchases.
C) leadȱtoȱlowerȱinterestȱrates.
D) favorȱgovernmentȱpurchasesȱoverȱinvestmentȱspending.

Answer: D
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

66) Aȱpolicyȱmixȱofȱanȱexpansionaryȱfiscalȱpolicyȱandȱaȱcontractionaryȱmonetaryȱpolicyȱwould
cause

A) outputȱtoȱdecreaseȱandȱinterestȱratesȱtoȱdecrease.
B) outputȱtoȱdecreaseȱandȱinterestȱratesȱtoȱincrease.
C) outputȱtoȱdecreaseȱandȱinterestȱratesȱtoȱeitherȱincrease,ȱdecrease,ȱorȱremainȱunchanged.
D) outputȱtoȱeitherȱincrease,ȱdecrease,ȱorȱremainȱunchangedȱandȱinterestȱratesȱtoȱincrease.

Answer: D
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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67) Aȱpolicyȱmixȱofȱanȱexpansionaryȱfiscalȱpolicyȱandȱanȱexpansionaryȱmonetaryȱpolicyȱwould
causeȱoutputȱtoȱ________ȱandȱinterestȱratesȱtoȱ________.

A) increase;ȱincrease
B) increase;ȱincrease,ȱdecrease,ȱorȱremainȱunchanged
C) increase,ȱdecrease,ȱorȱremainȱunchanged;ȱincrease
D) decrease;ȱincrease

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

68) Theȱpolicyȱmixȱofȱaȱcontractionaryȱfiscalȱpolicyȱandȱaȱcontractionaryȱmonetaryȱpolicyȱwould
causeȱoutputȱtoȱ________,ȱandȱinterestȱratesȱtoȱ________.

A) decrease;ȱincrease,ȱdecrease,ȱorȱremainȱunchanged
B) decrease;ȱdecrease
C) decrease;ȱincrease
D) increase,ȱdecrease,ȱorȱremainȱunchanged;ȱdecrease

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

69) Theȱpolicyȱmixȱthatȱwouldȱcauseȱtheȱinterestȱrateȱtoȱincreaseȱandȱinvestmentȱtoȱdecrease,ȱbut
haveȱanȱindeterminateȱeffectȱonȱaggregateȱoutput,ȱisȱaȱmixȱof

A) expansionaryȱfiscalȱpolicyȱandȱexpansionaryȱmonetaryȱpolicy.
B) contractionaryȱfiscalȱpolicyȱandȱexpansionaryȱmonetaryȱpolicy.
C) expansionaryȱfiscalȱpolicyȱandȱcontractionaryȱmonetaryȱpolicy.
D) contractionaryȱfiscalȱpolicyȱandȱcontractionaryȱmonetaryȱpolicy.

Answer: C
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

70) Theȱpolicyȱmixȱthatȱwouldȱcauseȱtheȱinterestȱrateȱtoȱdecreaseȱandȱinvestmentȱtoȱincrease,ȱbut
haveȱanȱindeterminateȱeffectȱonȱaggregateȱoutput,ȱisȱaȱmixȱof

A) contractionaryȱfiscalȱpolicyȱandȱexpansionaryȱmonetaryȱpolicy.
B) expansionaryȱfiscalȱpolicyȱandȱcontractionaryȱmonetaryȱpolicy.
C) expansionaryȱfiscalȱpolicyȱandȱexpansionaryȱmonetaryȱpolicy.
D) contractionaryȱfiscalȱpolicyȱandȱcontractionaryȱmonetaryȱpolicy.

Answer: A
Diff:ȱ3
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills
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71) IfȱtheȱFedȱincreasesȱtheȱmoneyȱsupply,ȱthereȱwillȱinitiallyȱbe
A) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
B) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.
C) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
D) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

72) IfȱtheȱFedȱdecreasesȱtheȱmoneyȱsupply,ȱthereȱwillȱinitiallyȱbe
A) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
B) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.
C) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
D) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

73) IfȱGDPȱincreases,ȱthereȱwillȱinitiallyȱbe
A) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
B) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.
C) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
D) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.

Answer: A
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

74) IfȱGDPȱdecreases,ȱthereȱwillȱinitiallyȱbe
A) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
B) aȱsurplusȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.
C) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱrise.
D) aȱshortageȱofȱmoneyȱandȱtheȱequilibriumȱinterestȱrateȱwillȱfall.

Answer: B
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Fiscalȱpolicyȱaffectsȱtheȱmoneyȱmarketȱthroughȱitsȱimpactȱonȱincomeȱandȱmoneyȱdemand.

Answer: TRUE
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

366



2) Monetaryȱpolicyȱaffectsȱtheȱgoodsȱmarketȱthroughȱitsȱimpactȱonȱtheȱinterestȱrateȱandȱplanned
investment.

Answer: TRUE
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱtendencyȱforȱincreasesȱinȱgovernmentȱpurchasesȱtoȱcauseȱreductionsȱinȱprivateȱsavingȱis
knownȱasȱtheȱcrowding-outȱeffect.
Answer: FALSE
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Definition

4) Asȱtheȱinterestȱsensitivityȱofȱinvestmentȱdemandȱincreases,ȱtheȱsizeȱofȱtheȱcrowding-outȱeffect
increases.

Answer: TRUE
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱplannedȱinvestmentȱfallsȱasȱtheȱinterestȱrateȱrises,ȱthereȱwillȱbeȱnoȱcrowding-outȱeffect.
Answer: FALSE
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱmoreȱsensitiveȱplannedȱinvestmentȱisȱtoȱtheȱinterestȱrate,ȱtheȱlessȱeffectiveȱfiscalȱpolicy.
Answer: TRUE
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Theȱmoreȱsensitiveȱplannedȱinvestmentȱisȱtoȱtheȱinterestȱrate,ȱtheȱlessȱtheȱeffectivenessȱof
monetaryȱpolicy.
Answer: FALSE
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) IfȱtheȱFedȱwantsȱtoȱreduceȱtheȱinflationȱrate,ȱitȱshouldȱlowerȱtheȱdiscountȱrate.
Answer: FALSE
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9) IfȱtheȱFedȱwantsȱtoȱreduceȱtheȱinflationȱrate,ȱitȱshouldȱsellȱbondsȱinȱtheȱopenȱmarket.

Answer: TRUE
Diff:ȱ1
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱpolicyȱmixȱofȱaȱcontractionaryȱmonetaryȱpolicyȱandȱaȱcontractionaryȱfiscalȱpolicyȱwill,
unambiguously,ȱleadȱtoȱaȱdecreaseȱinȱtheȱinterestȱrate.
Answer: FALSE
Diff:ȱ2
Topic: PolicyȱEffectsȱinȱtheȱGoodsȱandȱMoneyȱMarkets
Skill: Analytic
AACSB: AnalyticȱSkills

12.4 TheȱAggregateȱDemandȱ(AD)ȱCurve

1 MultipleȱChoice

1) Inȱanȱeconomy,ȱwhenȱtheȱpriceȱlevelȱfalls,ȱconsumersȱandȱfirmsȱbuyȱmoreȱgoodsȱandȱservices.
Thisȱrelationshipȱisȱrepresentedȱbyȱthe

A) aggregateȱexpendituresȱcurve. B) aggregateȱdemandȱcurve.
C) short-runȱaggregateȱsupplyȱcurve. D) long-runȱaggregateȱsupplyȱcurve.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱaggregateȱdemandȱcurveȱshowsȱaȱ________ȱrelationshipȱbetweenȱ________ȱandȱtotal
quantityȱofȱoutputȱ________.

A) positive;ȱtheȱinterestȱrate;ȱdemanded B) negative;ȱtheȱpriceȱlevel;ȱsupplied
C) positive;ȱtheȱpriceȱlevel;ȱdemanded D) negative;ȱtheȱpriceȱlevel;ȱdemanded

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱaggregateȱdemandȱcurveȱshowsȱthat,ȱceterisȱparibus,
A) atȱhigherȱpriceȱlevels,ȱtotalȱquantityȱofȱoutputȱdemandedȱisȱhigher.
B) atȱlowerȱpriceȱlevels,ȱtotalȱquantityȱofȱoutputȱsuppliedȱisȱlower.
C) atȱlowerȱpriceȱlevels,ȱtotalȱquantityȱofȱoutputȱdemandedȱisȱhigher.
D) atȱhigherȱpriceȱlevels,ȱtotalȱquantityȱofȱoutputȱsuppliedȱisȱlower.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

368



4) Theȱaggregateȱdemandȱcurve
A) isȱanȱupwardȱslopingȱcurve. B) isȱaȱdownwardȱslopingȱcurve.
C) mayȱslopeȱupwardȱorȱdownward. D) isȱhorizontal.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual

5) MoneyȱdemandȱisȱaȱfunctionȱofȱallȱofȱtheȱfollowingȱEXCEPT
A) interestȱrate. B) priceȱlevel.
C) moneyȱsupply. D) aggregateȱoutput.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱquantityȱofȱaggregateȱoutputȱdemandedȱwillȱfallȱif
A) theȱinterestȱrateȱisȱreduced. B) theȱpriceȱlevelȱincreases.
C) theȱmoneyȱsupplyȱisȱincreased. D) netȱtaxesȱareȱreduced.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.10ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.10

7) ReferȱtoȱFigureȱ12.10.ȱTheȱmoneyȱdemandȱcurveȱwillȱshiftȱfromȱM d
0 ȱtoȱM

d
1 ,ȱif

A) theȱpriceȱlevelȱdecreases. B) theȱinterestȱrateȱdecreases.
C) theȱlevelȱofȱaggregateȱoutputȱincreases. D) theȱinflationȱrateȱincreases.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ12.10.ȱIfȱtheȱmoneyȱdemandȱcurveȱshiftsȱfromȱȱ M d
0 ȱtoȱM

d
1 ,

A) plannedȱinvestmentȱwillȱdecreaseȱandȱaggregateȱoutputȱwillȱdecrease.
B) plannedȱinvestmentȱwillȱdecreaseȱandȱaggregateȱoutputȱwillȱincrease.
C) plannedȱinvestmentȱwillȱincreaseȱandȱaggregateȱoutputȱwillȱdecrease.
D) plannedȱinvestmentȱwillȱincreaseȱandȱaggregateȱoutputȱwillȱincrease.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

9) WhichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱisȱTRUE?
A) P�ȱȱ�ȱMd�ȱ�ȱȱr� B) P�ȱ�ȱȱMd�ȱ�ȱȱȱr�
C) Y�ȱ�ȱȱMd�ȱ�ȱȱr� D) Y�ȱ�ȱMd�ȱ�ȱr�

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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10) Asȱtheȱpriceȱlevelȱinȱtheȱeconomyȱincreases,ȱwhichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱoccurs?
A)Md�ȱ�ȱr�ȱ�ȱI�ȱ�ȱAE� B) Md�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱȱAE�
C) Md�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱȱAE� D)Md�ȱ�ȱȱr�ȱ�ȱȱI�ȱ�ȱȱAE�

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

11) Asȱtheȱpriceȱlevelȱinȱtheȱeconomyȱdecreases,ȱwhichȱofȱtheȱfollowingȱsequenceȱofȱeventsȱoccurs?
A)Md�ȱ�ȱȱr�ȱ�ȱAD� B) Md�ȱ�ȱȱr�ȱ�ȱȱAD�
C) Md�ȱ�ȱȱr�ȱ�ȱȱAD� D)Md�ȱ�ȱȱr�ȱ�ȱȱAD�

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

12) Aggregateȱdemandȱrisesȱwhenȱtheȱpriceȱlevelȱdecreasesȱbecauseȱtheȱlowerȱpriceȱlevelȱcauses
A) theȱmarketȱdemandȱforȱallȱgoodsȱandȱservicesȱtoȱdecrease.
B) theȱsupplyȱofȱmoneyȱtoȱdecrease.
C) theȱdemandȱforȱmoneyȱtoȱriseȱcausingȱinterestȱratesȱtoȱfall.
D) theȱdemandȱforȱmoneyȱtoȱfallȱcausingȱinterestȱratesȱtoȱfall.

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Aggregateȱdemandȱdecreasesȱwhenȱtheȱpriceȱlevelȱrisesȱbecauseȱtheȱhigherȱpriceȱlevel
A) meansȱthatȱpeopleȱcanȱaffordȱtoȱbuyȱmoreȱgoods.
B) causesȱtheȱdemandȱforȱmoneyȱtoȱincrease,ȱcausingȱinterestȱratesȱtoȱrise.
C) meansȱthatȱtheȱpricesȱofȱsomeȱgoodsȱfallȱrelativeȱtoȱtheȱpricesȱofȱotherȱgoods.
D) causesȱtheȱinterestȱrateȱtoȱfall.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Theȱaggregateȱdemandȱcurveȱisȱtheȱsumȱofȱallȱmarketȱdemandȱcurvesȱinȱtheȱeconomy.
B) Eachȱpointȱonȱtheȱaggregateȱdemandȱcurveȱcorrespondsȱtoȱaȱpointȱatȱwhichȱbothȱthe

goodsȱmarketȱandȱtheȱmoneyȱmarketȱareȱinȱequilibrium.
C) Theȱaggregateȱdemandȱcurveȱisȱaȱmarketȱdemandȱcurve.
D) Onlyȱtheȱgoodsȱmarketȱisȱinȱequilibriumȱatȱeachȱpointȱonȱtheȱaggregateȱdemandȱcurve.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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15) Anȱincreaseȱinȱtheȱmoneyȱsupplyȱwillȱcauseȱplannedȱinvestmentȱtoȱ________ȱandȱconsumption
toȱ________.

A) decrease;ȱdecrease B) decrease;ȱincrease
C) increase;ȱincrease D) increase;ȱdecrease

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Theȱlevelȱofȱaggregateȱoutputȱdemandedȱfallsȱwhenȱtheȱpriceȱlevelȱrises,ȱbecauseȱtheȱresulting
increaseȱinȱtheȱinterestȱrateȱwillȱleadȱto

A) higherȱinvestmentȱspendingȱandȱhigherȱconsumptionȱspending.
B) lowerȱinvestmentȱspendingȱandȱhigherȱconsumptionȱspending.
C) higherȱinvestmentȱspendingȱandȱlowerȱconsumptionȱspending.
D) lowerȱinvestmentȱspendingȱandȱlowerȱconsumptionȱspending.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) Theȱaggregateȱdemandȱcurveȱslopesȱdownwardȱbecauseȱatȱhigherȱpriceȱlevel
A) theȱpurchasingȱpowerȱofȱconsumersȇȱassetsȱdeclinesȱandȱconsumptionȱincreases.
B) producersȱcanȱgetȱmoreȱforȱwhatȱtheyȱproduce,ȱandȱtheyȱincreaseȱproduction.
C) theȱpurchasingȱpowerȱofȱconsumersȇȱassetsȱdeclinesȱandȱconsumptionȱdecreases.
D) theȱpurchasingȱpowerȱofȱconsumersȇȱassetsȱincreasesȱandȱconsumptionȱincreases.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Whenȱchangesȱinȱtheȱpriceȱlevelȱcauseȱchangesȱinȱtheȱinterestȱrateȱand,ȱthus,ȱchangesȱin
aggregateȱoutputȱdemanded,ȱweȱcallȱthisȱeffect

A) theȱmultiplierȱeffect. B) theȱrealȱwealthȱeffect.
C) theȱrealȱincomeȱeffect. D) theȱconsumptionȱlink.

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Definition

19) Whenȱtheȱgeneralȱpriceȱlevelȱrises,
A) consumptionȱfallsȱasȱaȱresultȱofȱtheȱrealȱwealthȱeffect.
B) consumptionȱincreasesȱasȱaȱresultȱofȱtheȱmultiplierȱeffect.
C) investmentȱrisesȱasȱaȱresultȱofȱtheȱrealȱwealthȱeffect.
D) investmentȱrisesȱasȱaȱresultȱofȱtheȱmultiplierȱeffect.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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20) Theȱchangeȱinȱconsumptionȱbroughtȱaboutȱbyȱaȱchangeȱinȱpurchasingȱpowerȱofȱsavingsȱthat
resultsȱfromȱaȱchangeȱinȱtheȱpriceȱlevelȱisȱthe

A) consumptionȱeffect. B) moneyȱsupplyȱeffect.
C) realȱwealthȱeffect. D) interestȱrateȱeffect.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Definition

21) Atȱeveryȱpointȱalongȱtheȱaggregateȱdemandȱcurve,ȱtheȱlevelȱofȱaggregateȱoutputȱdemandedȱis
A) greaterȱthanȱplannedȱaggregateȱexpenditure.
B) lessȱthanȱplannedȱaggregateȱexpenditure.
C) equalȱtoȱplannedȱaggregateȱexpenditure.
D) unrelatedȱtoȱtheȱconceptȱofȱplannedȱaggregateȱexpenditure.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Atȱeveryȱpointȱalongȱtheȱaggregateȱdemandȱcurveȱ(assumingȱnoȱforeignȱsector),
A) Gȱ=ȱT. B) S = I. C) Y = C. D) Yȱ=ȱCȱ+ I + G.

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Aȱdecreaseȱinȱtheȱquantityȱofȱmoneyȱsuppliedȱatȱaȱgivenȱpriceȱlevelȱcauses
A) noȱchangeȱinȱaggregateȱdemand. B) aȱdecreaseȱinȱaggregateȱdemand.
C) anȱincreaseȱinȱaggregateȱdemand. D) anȱincreaseȱinȱaggregateȱsupply.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Whenȱtheȱquantityȱofȱmoneyȱsuppliedȱdecreases,ȱatȱaȱgivenȱpriceȱlevel
A) theȱaggregateȱdemandȱcurveȱshiftsȱleftward.
B) theȱaggregateȱdemandȱcurveȱshiftsȱrightward.
C) theȱeconomyȱmovesȱalongȱtheȱaggregateȱdemandȱcurve.
D) theȱaggregateȱdemandȱdoesȱnotȱchange.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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25) Anȱincreaseȱinȱgovernmentȱpurchasesȱshiftsȱtheȱ________ȱcurveȱtoȱtheȱ________.
A) aggregateȱdemand;ȱleft B) aggregateȱsupply;ȱleft
C) aggregateȱdemand;ȱright D) aggregateȱsupply;ȱright

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Theȱaggregateȱdemandȱcurveȱwouldȱshiftȱtoȱtheȱleftȱif
A) governmentȱspendingȱwereȱincreased. B) netȱtaxesȱwereȱincreased.
C) theȱmoneyȱsupplyȱwereȱincreased. D) theȱcostȱofȱenergyȱwereȱtoȱdecrease.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Aȱdecreaseȱinȱnetȱtaxesȱatȱaȱgivenȱpriceȱlevelȱleadsȱto
A) noȱchangeȱinȱaggregateȱdemand. B) anȱincreaseȱinȱaggregateȱdemand.
C) aȱdecreaseȱinȱaggregateȱdemand. D) aȱdecreaseȱinȱaggregateȱsupply.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Aȱrightwardȱshiftȱinȱtheȱaggregateȱdemandȱcurveȱcanȱbeȱcausedȱby
A) aȱdecreaseȱinȱgovernmentȱspending. B) anȱincreaseȱinȱtaxes.
C) aȱdecreaseȱinȱmoneyȱsupply. D) theȱFedȱbuyingȱgovernmentȱbonds.

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Theȱaggregateȱdemandȱshiftsȱtoȱtheȱleftȱif
A) theȱgovernmentȱincreasesȱspending.
B) theȱFedȱsellsȱgovernmentȱbonds.
C) theȱgovernmentȱdecreasesȱtaxes.
D) theȱFedȱdecreasesȱtheȱrequiredȱreserveȱratio.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) Theȱaggregateȱdemandȱincreases,ȱif
A) theȱgovernmentȱincreasesȱspending. B) theȱFedȱsellsȱgovernmentȱbonds.
C) theȱgovernmentȱincreasesȱtaxes. D) theȱFedȱraisesȱtheȱdiscountȱrate.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Theȱaggregateȱdemandȱincreases,ȱȱif
A) theȱgovernmentȱdecreasesȱspending.
B) theȱFedȱsellsȱgovernmentȱbonds.
C) theȱgovernmentȱdecreasesȱtaxes.
D) theȱFedȱincreasesȱtheȱrequiredȱreserveȱratio.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) Theȱaggregateȱdemandȱcurveȱincreasesȱif
A) theȱFedȱincreaseȱtheȱdiscountȱrate.
B) theȱFedȱbuysȱgovernmentȱbonds.
C) theȱFedȱincreasesȱtheȱrequiredȱreserveȱratio.
D) theȱgovernmentȱincreasesȱtaxes.

Answer: B
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.11ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.11

33) ReferȱtoȱFigureȱ12.11.ȱAnȱaggregateȱdemandȱshiftȱfromȱAD2ȱtoȱAD0ȱcanȱbeȱcausedȱby
A) aȱdecreaseȱinȱtheȱpriceȱlevel. B) anȱincreaseȱinȱtheȱpriceȱlevel.
C) aȱdecreaseȱinȱtaxes. D) aȱdecreaseȱinȱmoneyȱsupply.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

34) ReferȱtoȱFigureȱ12.11.ȱAnȱaggregateȱdemandȱshiftȱfromȱAD1ȱtoȱAD0ȱcanȱbeȱcausedȱby
A) aȱdecreaseȱinȱgovernmentȱspending. B) anȱincreaseȱinȱmoneyȱsupply.
C) aȱdecreaseȱinȱtheȱpriceȱlevel. D) anȱincreaseȱinȱtheȱpriceȱlevel.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱincreaseȱinȱtheȱpriceȱlevelȱcan
causeȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

36) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱaȱdecreaseȱinȱtheȱpriceȱlevelȱcan
causeȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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37) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱaȱdecreaseȱinȱtaxesȱcanȱcauseȱa
movementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

38) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱincreaseȱinȱmoneyȱdemandȱcould
causeȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

39) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱdecreaseȱinȱgovernment
purchasesȱcanȱcauseȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

40) ReferȱtoȱFigureȱ12.11.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱAȱanȱincreaseȱinȱgovernmentȱpurchases
canȱcauseȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Theȱaggregateȱdemandȱcurveȱisȱtheȱsumȱofȱallȱdemandȱcurvesȱofȱallȱgoodsȱandȱservicesȱinȱthe
economy.

Answer: FALSE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Definition

2) Theȱwealthȱeffectȱexplainsȱwhyȱtheȱaggregateȱsupplyȱcurveȱisȱhorizontalȱinȱtheȱlongȱrun.
Answer: FALSE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱhigherȱinterestȱrateȱincreasesȱbothȱplannedȱinvestmentȱandȱconsumptionȱspending.
Answer: FALSE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Aȱdecreaseȱinȱnetȱtaxationȱincreasesȱaggregateȱdemand.

Answer: TRUE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Aȱdecreaseȱinȱtheȱpriceȱlevelȱraisesȱtheȱrealȱvalueȱofȱwealth.

Answer: TRUE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Anȱincreaseȱinȱtheȱsupplyȱofȱmoneyȱwillȱshiftȱtheȱaggregateȱdemandȱcurveȱtoȱtheȱright.
Answer: TRUE
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Aȱdecreaseȱinȱgovernmentȱspendingȱshiftsȱaggregateȱdemandȱtoȱtheȱleft.
Answer: TRUE
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Theȱaggregateȱdemandȱcurveȱshowsȱthatȱatȱhigherȱpriceȱlevelsȱtheȱtotalȱquantityȱofȱoutput
demandedȱisȱgreater.
Answer: FALSE
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) IfȱtheȱFedȱbuysȱgovernmentȱȱsecurities,ȱitȱdecreaseȱtheȱmoneyȱsupplyȱandȱaggregateȱdemand .

Answer: FALSE
Diff:ȱ2
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Anȱincreaseȱinȱtheȱpriceȱlevelȱcauseȱaggregateȱdemandȱtoȱincrease .
Answer: FALSE
Diff:ȱ1
Topic: TheȱAggregateȱDemandȱ(AD)ȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

12.5 Appendix:ȱTheȱIS-LMȱDiagram

1 MultipleȱChoice

1) EachȱpointȱonȱtheȱLMȱcurveȱrepresentsȱtheȱequilibriumȱpointȱinȱthe
A) goodsȱmarketȱforȱtheȱgivenȱinterestȱrate.
B) moneyȱmarketȱforȱtheȱgivenȱvalueȱofȱaggregateȱoutput.
C) goodsȱmarketȱforȱtheȱgivenȱlevelȱofȱgovernmentȱspending.
D) moneyȱmarketȱforȱtheȱgivenȱlevelȱofȱtheȱmoneyȱsupply.

Answer: B
Diff:ȱ1
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ12.9ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ12.9

2) ReferȱtoȱFigureȱ12.9.ȱAnȱexpansionaryȱfiscalȱpolicyȱshiftsȱtheȱ________ȱcurveȱtoȱtheȱ________.
A) IS;ȱleft B) LM;ȱright C) IS;ȱright D) LM;ȱleft

Answer: C
Diff:ȱ1
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) ReferȱtoȱFigureȱ12.9.ȱAȱcontractionaryȱmonetaryȱpolicyȱshiftsȱtheȱ________ȱcurveȱtoȱthe
________.

A) LM;ȱright B) IS;ȱright C) IS;ȱleft D) LM;ȱleft
Answer: D
Diff:ȱ1
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) ReferȱtoȱFigureȱ12.9.ȱAsȱaȱresultȱofȱ________,ȱtheȱequilibriumȱinterestȱrateȱincreasesȱandȱthe
equilibriumȱoutputȱlevelȱincreases.

A) anȱexpansionaryȱmonetaryȱpolicy B) aȱcontractionaryȱmonetaryȱpolicy
C) anȱexpansionaryȱfiscalȱpolicy D) aȱcontractionaryȱfiscalȱpolicy

Answer: C
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ12.9.ȱAsȱaȱresultȱofȱ________,ȱtheȱequilibriumȱinterestȱrateȱincreasesȱandȱthe
equilibriumȱoutputȱlevelȱdecreases.

A) anȱexpansionaryȱmonetaryȱpolicy B) aȱcontractionaryȱmonetaryȱpolicy
C) anȱexpansionaryȱfiscalȱpolicy D) aȱcontractionaryȱfiscalȱpolicy

Answer: B
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ12.9.ȱWhichȱpolicyȱmixȱwouldȱdefinitelyȱincreaseȱtheȱequilibriumȱinterestȱrate?
A) Anȱexpansionaryȱmonetaryȱpolicyȱandȱanȱexpansionaryȱfiscalȱpolicy
B) Aȱcontractionaryȱmonetaryȱpolicyȱandȱaȱcontractionaryȱfiscalȱpolicy
C) Anȱexpansionaryȱfiscalȱpolicyȱandȱaȱcontractionaryȱmonetaryȱpolicy
D) Anȱexpansionaryȱmonetaryȱpolicyȱandȱaȱcontractionaryȱfiscalȱpolicy

Answer: C
Diff:ȱ3
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Analytic
AACSB: AnalyticȱSkills

7) EachȱpointȱonȱtheȱISȱcurveȱrepresentsȱtheȱequilibriumȱpointȱinȱthe
A) goodsȱmarketȱforȱtheȱgivenȱlevelȱofȱgovernmentȱspending.
B) moneyȱmarketȱforȱtheȱgivenȱvalueȱofȱaggregateȱoutput.
C) goodsȱmarketȱforȱtheȱgivenȱinterestȱrate.
D) moneyȱmarketȱforȱtheȱgivenȱlevelȱofȱtheȱmoneyȱsupply.

Answer: C
Diff:ȱ1
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking
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8) Ifȱtheȱcombinationȱrȱ=ȱ10%ȱandȱY = $200ȱbillionȱisȱonȱtheȱIS curve,ȱweȱknowȱthatȱthe
combinationȱrȱ=ȱ10%ȱandȱYȱ=ȱ$300ȱbillionȱconsistsȱofȱan

A) outputȱlevelȱthatȱisȱtooȱhighȱtoȱmaintainȱequilibriumȱinȱtheȱgoodsȱmarketȱwithȱanȱinterest
rateȱofȱ10%.

B) interestȱrateȱthatȱisȱtooȱhighȱtoȱmaintainȱequilibriumȱinȱtheȱmoneyȱmarketȱwithȱanȱoutput
ofȱ$300ȱbillion.

C) interestȱrateȱthatȱisȱtooȱlowȱtoȱmaintainȱequilibriumȱinȱtheȱgoodsȱmarketȱwithȱanȱoutput
ofȱ$300ȱbillion.

D) outputȱlevelȱthatȱisȱtooȱlowȱtoȱmaintainȱequilibriumȱinȱtheȱgoodsȱmarketȱwithȱanȱinterest
rateȱofȱ10%.

Answer: A
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Theȱcurveȱthatȱillustratesȱtheȱpositiveȱrelationshipȱbetweenȱtheȱequilibriumȱvaluesȱofȱaggregate
outputȱandȱtheȱinterestȱrateȱinȱtheȱmoneyȱmarketȱisȱthe

A) moneyȱdemandȱcurve. B) moneyȱsupplyȱcurve.
C) LMȱcurve. D) IS curve.

Answer: C
Diff:ȱ1
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Definition

10) Ifȱtheȱcombinationȱrȱ=ȱ5%ȱandȱY = $100ȱbillionȱisȱonȱtheȱLM curve,ȱweȱknowȱthatȱthe
combinationȱrȱ=ȱ7%ȱandȱYȱ=ȱ$100ȱbillionȱconsistsȱofȱan

A) outputȱlevelȱthatȱisȱtooȱhighȱtoȱmaintainȱequilibriumȱinȱtheȱmoneyȱmarketȱwithȱan
interestȱrateȱofȱ7%.

B) interestȱrateȱthatȱisȱtooȱhighȱtoȱmaintainȱequilibriumȱinȱtheȱmoneyȱmarketȱwithȱanȱoutput
ofȱ$100ȱbillion.

C) interestȱrateȱthatȱisȱtooȱlowȱtoȱmaintainȱequilibriumȱinȱtheȱgoodsȱmarketȱwithȱanȱoutput
ofȱ$100ȱbillion.

D) outputȱlevelȱthatȱisȱtooȱlowȱtoȱmaintainȱequilibriumȱinȱtheȱgoodsȱmarketȱwithȱanȱinterest
rateȱofȱ7%.

Answer: B
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) TheȱISȱcurveȱshowsȱcombinationsȱofȱincomeȱandȱinterestȱratesȱconsistentȱwithȱequilibriumȱin
theȱmoneyȱmarket.

Answer: FALSE
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Ifȱtheȱmoneyȱsupplyȱdecreases,ȱthenȱtheȱLMȱcurveȱdecreases.
Answer: TRUE
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱgovernmentȱspendingȱincreases,ȱthenȱtheȱISȱcurveȱincreases.
Answer: TRUE
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Ifȱnetȱtaxesȱdecrease,ȱthenȱtheȱISȱcurveȱrises.
Answer: TRUE
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) ExpansionaryȱfiscalȱpolicyȱdecreasesȱtheȱISȱcurve.
Answer: FALSE
Diff:ȱ2
Topic: Appendix:ȱTheȱIS-LMȱDiagram
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ13 AggregateȱSupplyȱandȱthe
EquilibriumȱPriceȱLevel

13.1 TheȱAggregateȱSupplyȱCurve

1 MultipleȱChoice

1) Theȱgraphȱthatȱshowsȱtheȱrelationshipȱbetweenȱtheȱaggregateȱquantityȱofȱoutputȱsuppliedȱby
allȱtheȱfirmsȱinȱanȱeconomyȱandȱtheȱoverallȱpriceȱlevelȱis

A) theȱaggregateȱsupplyȱcurve. B) theȱaggregateȱproductionȱfunction.
C) theȱproductionȱpossibilitiesȱfrontier. D) theȱaggregateȱdemandȱcurve.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Definition

2) Theȱquantityȱofȱoutputȱsuppliedȱatȱdifferentȱpriceȱlevelsȱisȱrepresentedȱbyȱthe
A) productionȱfunction. B) aggregateȱdemandȱcurve.
C) aggregateȱsupplyȱcurve. D) aggregateȱexpendituresȱcurve.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Definition

3) Theȱaggregateȱsupplyȱcurve
A) isȱtheȱsumȱofȱtheȱindividualȱsupplyȱcurvesȱinȱtheȱeconomy.
B) isȱaȱmarketȱsupplyȱcurve.
C) embodiesȱtheȱsameȱlogicȱthatȱliesȱbehindȱanȱindividualȱfirmȇsȱsupplyȱcurve.
D) relatesȱoutputȱwithȱtheȱpriceȱlevel.

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Itȱisȱveryȱimportantȱtoȱdistinguishȱbetweenȱtheȱshortȱrunȱandȱtheȱlongȱrunȱwhenȱweȱare
discussing

A) theȱaggregateȱdemand. B) theȱaggregateȱexpenditures.
C) theȱaggregateȱsupply. D) changesȱinȱtheȱpriceȱlevel.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual

383



ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.3

5) ReferȱtoȱFigureȱ13.3.ȱBetweenȱtheȱoutputȱlevelsȱofȱ$500ȱbillionȱandȱ$1,000ȱbillion,ȱthe
relationshipȱbetweenȱtheȱpriceȱlevelȱandȱoutputȱis

A) constant. B) negative. C) positive. D) indeterminate.
Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ13.3.ȱThisȱeconomyȱreachesȱcapacityȱat
A) $500ȱbillion.
B) $1,000ȱbillion.
C) $1,500ȱbillion.
D) anȱoutputȱlevelȱthatȱisȱindeterminateȱfromȱthisȱinformationȱbecauseȱaggregateȱdemandȱis

notȱgiven.
Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ13.3.ȱAtȱaggregateȱoutputȱlevelsȱbelowȱ$500ȱbillion,ȱthisȱeconomyȱisȱmostȱlikely
experiencing

A) rapidȱincreasesȱinȱtheȱgrowthȱrateȱofȱtheȱmoneyȱsupply.
B) aȱboom.
C) excessȱdemand.
D) excessȱcapacity.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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8) ReferȱtoȱFigureȱ13.3.ȱAtȱaggregateȱoutputȱlevelsȱaboveȱ$1,500ȱbillion,ȱfirmsȱinȱthisȱeconomyȱare
mostȱlikelyȱexperiencing

A) costsȱincreasingȱasȱfastȱasȱoutputȱprices.
B) costsȱlaggingȱbehindȱincreasesȱinȱoutputȱprices.
C) costsȱfallingȱasȱpricesȱoutputȱincrease.
D) costsȱrisingȱfasterȱthanȱoutputȱprices.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.4
9) ReferȱtoȱFigureȱ13.4.ȱBetweenȱtheȱoutputȱlevelsȱofȱ$300ȱbillionȱandȱ$600ȱbillion,ȱtheȱrelationship

betweenȱtheȱpriceȱlevelȱandȱoutputȱis
A) negative.
B) positive.
C) constant.
D) Thereȱisȱnoȱrelationshipȱbetweenȱtheȱpriceȱlevelȱandȱoutput.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ13.4.ȱThisȱeconomyȱreachesȱcapacityȱat
A) $300ȱbillion.
B) $600ȱbillion.
C) $900ȱbillion.
D) anȱoutputȱlevelȱthatȱisȱindeterminateȱfromȱthisȱinformationȱbecauseȱaggregateȱdemandȱis

notȱgiven.
Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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11) Whatȱdeterminesȱtheȱslopeȱofȱtheȱaggregateȱsupplyȱcurveȱis
A) howȱfastȱtheȱpriceȱofȱfactorsȱofȱproductionȱrespondȱtoȱchangesȱinȱtheȱpriceȱlevel.
B) howȱmuchȱmoreȱtheȱeconomyȱcanȱproduceȱwithoutȱanyȱchangeȱinȱtheȱpriceȱlevel.
C) howȱfastȱtheȱoutputȱlevelȱchangesȱafterȱaȱtechnologicalȱadvance.
D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Whenȱtheȱaggregateȱsupplyȱcurveȱisȱhorizontal,
A) theȱpriceȱofȱfactorsȱofȱproductionȱisȱfixed,ȱwithȱlittleȱorȱnoȱupwardȱpressureȱonȱprice.
B) theȱeconomyȱisȱcloseȱtoȱfullȱcapacity.
C) resourcesȱareȱbeingȱutilizedȱatȱfullȱcapacity.
D) theȱpricesȱlevelȱincreasesȱwithȱadditionalȱproduction.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Whenȱtheȱaggregateȱsupplyȱcurveȱisȱvertical,ȱwhichȱofȱtheȱfollowingȱisȱNOTȱtrue?
A) Theȱeconomyȱisȱatȱcapacity.
B) Theȱeconomyȱisȱproducingȱtheȱmaximumȱsustainableȱlevelȱofȱoutput.
C) Anyȱincreaseȱinȱtheȱpriceȱlevelȱwillȱnotȱcauseȱanȱincreaseȱinȱaggregateȱoutput.
D) Theȱeconomyȱisȱexpandingȱquickly.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Ifȱtheȱeconomyȱisȱoperatingȱonȱtheȱrelativelyȱverticalȱsegmentȱofȱtheȱaggregateȱsupplyȱcurve,
anȱincreaseȱinȱaggregateȱdemandȱcausesȱaȱ________ȱchangeȱinȱtheȱpriceȱlevelȱandȱaȱ________
changeȱinȱoutput.

A) small;ȱsmall B) big;ȱbig C) big;ȱsmall D) small;ȱbig
Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

15) Ifȱtheȱeconomyȱisȱoperatingȱwayȱbelowȱcapacity,ȱanȱincreaseȱinȱaggregateȱdemandȱcausesȱa
________ȱchangeȱinȱtheȱpriceȱlevelȱandȱ________ȱchangeȱinȱoutput.

A) big;ȱbig B) big;ȱsmall C) small;ȱbig D) small;ȱsmall
Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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16) Anȱincreaseȱinȱaggregateȱdemandȱwhenȱtheȱeconomyȱisȱoperatingȱatȱhighȱlevelsȱofȱoutputȱis
likelyȱtoȱresultȱin

A) aȱlargeȱincreaseȱinȱbothȱoutputȱandȱtheȱoverallȱpriceȱlevel.
B) anȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱbutȱlittleȱorȱnoȱincreaseȱinȱoutput.
C) anȱincreaseȱinȱoutputȱbutȱlittleȱorȱnoȱincreaseȱinȱtheȱoverallȱpriceȱlevel.
D) littleȱorȱnoȱincreaseȱinȱeitherȱoutputȱorȱtheȱoverallȱpriceȱlevel.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

17) Anȱincreaseȱinȱaggregateȱdemandȱwhenȱtheȱeconomyȱisȱoperatingȱatȱfullȱcapacityȱisȱlikelyȱto
resultȱin

A) anȱincreaseȱinȱbothȱoutputȱandȱtheȱoverallȱpriceȱlevel.
B) anȱincreaseȱinȱoutputȱbutȱnoȱincreaseȱinȱtheȱoverallȱpriceȱlevel.
C) anȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱbutȱnoȱincreaseȱinȱoutput.
D) noȱincreaseȱinȱeitherȱoutputȱorȱtheȱoverallȱpriceȱlevel.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

18) Anȱincreaseȱinȱtheȱpriceȱlevelȱisȱlikelyȱtoȱincreaseȱtheȱaggregateȱamountȱofȱȱoutputȱsuppliedȱin
theȱshortȱrunȱbecause

A) interestȱrateȱisȱhighȱinȱtheȱshort-run.
B) wagesȱandȱinterestȱratesȱareȱrelativelyȱfixedȱinȱtheȱshort-run.
C) wagesȱchangeȱinȱtheȱshort-run.
D) theȱaggregateȱsupplyȱcurveȱisȱverticalȱinȱtheȱshort-run.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

19) Whenȱtheȱeconomyȱisȱproducingȱatȱfullȱcapacity,ȱtheȱaggregateȱsupplyȱcurveȱbecomes
A) horizontal. B) downwardȱsloping.
C) vertical. D) upwardȱsloping.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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20) Ifȱinputȱpricesȱchangedȱatȱexactlyȱtheȱsameȱrateȱasȱoutputȱprices,ȱtheȱaggregateȱsupplyȱcurve
wouldȱbe

A) vertical. B) upwardȱsloping.
C) horizontal. D) downwardȱsloping.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Aȱmovementȱdownȱtheȱaggregateȱsupplyȱcurveȱisȱcausedȱbyȱa(n)
A) decreaseȱinȱaggregateȱsupply. B) increaseȱinȱaggregateȱsupply.
C) decreaseȱinȱtheȱpriceȱlevel. D) increaseȱinȱtheȱpriceȱlevel.

Answer: C
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Ifȱthereȱisȱaȱdecreaseȱinȱtheȱpercentageȱofȱemployeesȱwhoseȱwagesȱadjustȱautomaticallyȱwith
changesȱinȱtheȱpriceȱlevel,ȱtheȱaggregateȱsupplyȱcurveȱwillȱbecome

A) steeper. B) flatter. C) horizontal. D) vertical.
Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Ifȱthereȱisȱanȱincreaseȱinȱtheȱpercentageȱofȱemployeesȱwhoseȱwagesȱadjustȱautomaticallyȱwith
changesȱinȱtheȱpriceȱlevel,ȱtheȱaggregateȱsupplyȱcurveȱwillȱbecome

A) steeper. B) flatter. C) horizontal. D) vertical.
Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Coalȱisȱusedȱasȱaȱsourceȱofȱenergyȱinȱmanyȱmanufacturingȱprocesses.ȱAssumeȱaȱlongȱstrikeȱby
coalȱminersȱreducedȱtheȱsupplyȱofȱcoalȱandȱincreasedȱtheȱpriceȱofȱcoal.ȱThisȱwouldȱcause

A) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱright.
B) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱbecomeȱflatter.
C) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱleft.
D) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱbecomeȱnearlyȱverticalȱatȱallȱlevelsȱofȱoutput.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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25) IfȱtheȱUnitedȱStatesȱwereȱtoȱpassȱlegislationȱthatȱwouldȱmakeȱitȱeasierȱforȱpeopleȱtoȱemigrateȱto
theȱUnitedȱStates,ȱthisȱwouldȱcause

A) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱbecomeȱnearlyȱverticalȱatȱallȱlevelsȱofȱoutput.
B) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱleft.
C) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱbecomeȱflatter.
D) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱright.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

26) Allȱofȱtheȱfollowingȱshiftȱtheȱshort-runȱaggregateȱsupplyȱcurveȱEXCEPT
A) aȱchangeȱinȱtheȱpriceȱlevel.
B) aȱchangeȱinȱtheȱpriceȱofȱoil.
C) aȱchangeȱinȱtheȱpriceȱofȱrawȱmaterial.
D) aȱchangeȱinȱwagesȱasȱaȱresultȱofȱaȱlaborȱstrike.

Answer: A
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Whichȱofȱtheȱfollowingȱwouldȱcauseȱtheȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱright?
A) higherȱenergyȱprices
B) anȱincreaseȱinȱtaxes
C) increasesȱinȱgovernmentȱregulation
D) retiredȱworkersȱreenteringȱtheȱlaborȱforce

Answer: D
Diff:ȱ1
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.5

28) ReferȱtoȱFigureȱ13.5.ȱHurricaneȱKatrinaȱdestroyedȱaȱlargeȱportionȱofȱtheȱinfrastructureȱinȱthe
gulfȱsouthȱofȱUnitedȱStates.ȱThisȱcaused

A) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱfromȱAS1 toȱAS2.
B) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱfromȱAS1 toȱAS0.
C) theȱeconomyȱtoȱmoveȱfromȱPointȱB toȱPointȱA alongȱAS1.
D) theȱeconomyȱtoȱmoveȱfromȱPointȱC toȱPointȱB alongȱAS1.

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ13.5.ȱAnȱincreaseȱinȱaggregateȱsupplyȱisȱrepresentedȱby
A) aȱmovementȱfromȱPointȱB toȱPointȱA alongȱAS1.
B) aȱmovementȱfromȱPointȱB toȱPointȱC alongȱAS1.
C) aȱshiftȱfromȱAS1ȱtoȱAS2.
D) aȱshiftȱfromȱAS1ȱtoȱAS0.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱFigureȱ13.5.ȱDuringȱtheȱ1980s,ȱmanyȱfirmsȱinȱtheȱUnitedȱStatesȱwereȱnotȱinvestingȱin
newȱcapital.ȱThisȱwouldȱhaveȱcaused

A) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱfromȱAS1 toȱAS0.
B) theȱshort-runȱaggregateȱsupplyȱcurveȱtoȱshiftȱfromȱAS1 toȱAS2.
C) theȱeconomyȱtoȱmoveȱfromȱPointȱBȱtoȱPointȱAȱalongȱAS1.
D) theȱeconomyȱtoȱmoveȱfromȱPointȱCȱtoȱPointȱBȱalongȱAS1.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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31) ReferȱtoȱFigureȱ13.5.ȱAȱdecreaseȱinȱaggregateȱsupplyȱisȱrepresentedȱby
A) aȱmovementȱfromȱPointȱB toȱPointȱA alongȱAS1.
B) aȱmovementȱfromȱPointȱB toȱPointȱC alongȱAS1.
C) aȱshiftȱfromȱAS1ȱtoȱAS2.
D) aȱshiftȱfromȱAS1ȱtoȱAS0.

Answer: C
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.6

32) ReferȱtoȱFigureȱ13.6.ȱWhichȱofȱtheȱfollowingȱcausesȱtheȱeconomyȱtoȱmoveȱfromȱPointȱAȱtoȱPoint
E?

A) anȱoilȱembargoȱthatȱincreasesȱtheȱpriceȱofȱoil
B) technologicalȱprogress
C) anȱinfluxȱofȱimmigrants
D) anȱincreaseȱinȱtheȱpriceȱlevel

Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱFigureȱ13.6.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱincreaseȱinȱtheȱpriceȱlevelȱmoves
theȱeconomyȱtoȱPoint

A) E. B) B. C) C. D) D.
Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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34) ReferȱtoȱFigureȱ13.6.ȱDuringȱtheȱ1990s,ȱmanyȱfirmsȱinȱtheȱUnitedȱStatesȱwereȱinvestingȱinȱnew
capital.ȱIfȱtheȱeconomyȱwasȱoriginallyȱatȱPointȱA,ȱthisȱwouldȱhaveȱcausedȱaȱmovementȱtoȱPoint

A) E. B) B. C) C. D) D.
Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱFigureȱ13.6.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱincreaseȱinȱaggregateȱdemand
movesȱtheȱeconomyȱtoȱPoint

A) E. B) B. C) C. D) D.
Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

36) ReferȱtoȱFigureȱ13.6.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱoilȱpriceȱincreaseȱcouldȱmoveȱthe
economyȱtoȱPoint

A) E. B) B. C) C. D) D.
Answer: A
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

37) Theȱrationaleȱunderlyingȱpoliciesȱtoȱderegulateȱtheȱeconomyȱisȱthatȱtheseȱpoliciesȱwould
A) increaseȱtheȱaggregateȱdemandȱcurve.
B) decreaseȱtheȱshort-runȱaggregateȱsupplyȱcurve.
C) decreaseȱtheȱaggregateȱdemandȱcurve.
D) increaseȱtheȱshort-runȱaggregateȱsupplyȱcurve.

Answer: D
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Anȱoilȱpriceȱincreaseȱwould
A) increaseȱtheȱaggregateȱdemandȱcurve.
B) decreaseȱtheȱshort-runȱaggregateȱsupplyȱcurve.
C) decreaseȱtheȱaggregateȱdemandȱcurve.
D) increaseȱtheȱshort-runȱaggregateȱsupplyȱcurve.

Answer: B
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Ifȱinputȱpricesȱchangeȱatȱexactlyȱtheȱsameȱrateȱasȱoutputȱprices,ȱtheȱaggregateȱsupplyȱcurveȱwill
beȱvertical.
Answer: TRUE
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Ifȱtheȱpriceȱlevelȱfalls,ȱtheȱaggregateȱsupplyȱdecreasesȱasȱaȱresultȱofȱtheȱaggregateȱdemand
curveȱshiftingȱleft.
Answer: FALSE
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Anȱincreaseȱinȱtheȱpriceȱofȱaȱkeyȱinputȱinȱproduction,ȱlikeȱoil,ȱincreasesȱaggregateȱsupply.
Answer: FALSE
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Anȱincreaseȱinȱtheȱpriceȱlevelȱwillȱcauseȱaȱdecreaseȱinȱtheȱaggregateȱamountȱofȱoutput
supplied.
Answer: FALSE
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Aȱdecreaseȱinȱtaxesȱonȱbusinessȱinvestmentsȱwillȱincreaseȱaggregateȱsupply.
Answer: TRUE
Diff:ȱ2
Topic: TheȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13.2 TheȱEquilibriumȱPriceȱLevel

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.7ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.7

1) ReferȱtoȱFigureȱ13.7.ȱSupposeȱtheȱequilibriumȱoutputȱisȱinitiallyȱ$600ȱbillion.ȱAnȱexpansionary
monetaryȱpolicyȱ________ȱequilibriumȱoutputȱandȱ________ȱtheȱpriceȱlevel.

A) decreases;ȱleavesȱunchanged B) leavesȱunchanged;ȱincreases
C) increases;ȱincreases D) increases;ȱdecreases

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱFigureȱ13.7.ȱSupposeȱtheȱequilibriumȱoutputȱisȱinitiallyȱ$600ȱbillion.ȱAnȱoilȱembargo
wouldȱprobably

A) increaseȱbothȱtheȱequilibriumȱoutputȱandȱtheȱpriceȱlevel.
B) decreaseȱtheȱequilibriumȱoutputȱandȱincreaseȱtheȱpriceȱlevel.
C) increaseȱtheȱequilibriumȱoutputȱandȱdecreaseȱtheȱpriceȱlevel.
D) decreaseȱbothȱtheȱequilibriumȱoutputȱandȱtheȱpriceȱlevel.

Answer: B
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills
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3) ReferȱtoȱFigureȱ13.7.ȱSupposeȱtheȱequilibriumȱoutputȱisȱinitiallyȱ$600ȱbillion.ȱAȱdecreaseȱin
wagesȱandȱanȱincreaseȱinȱgovernmentȱspendingȱwill,ȱforȱsure,ȱincrease

A) bothȱtheȱequilibriumȱoutputȱandȱtheȱpriceȱlevel.
B) theȱpriceȱlevel.
C) equilibriumȱoutput.
D) equilibriumȱoutputȱandȱdecreaseȱtheȱpriceȱlevel.

Answer: C
Diff:ȱ3
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ13.7.ȱWhichȱofȱtheȱfollowingȱwill,ȱunambiguously,ȱincreaseȱtheȱpriceȱlevel?
A) anȱincreaseȱinȱmoneyȱsupplyȱandȱanȱinfluxȱofȱimmigrants
B) aȱdecreaseȱinȱpersonalȱincomeȱtaxȱandȱanȱincreaseȱinȱcorporateȱprofitȱtax
C) anȱincreaseȱinȱpersonalȱincomeȱtaxȱandȱanȱoilȱembargo
D) anȱincreaseȱinȱgovernmentȱspendingȱandȱaȱdecreaseȱinȱtheȱpriceȱofȱrawȱmaterial

Answer: B
Diff:ȱ3
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ13.7.ȱToȱunambiguouslyȱdecreaseȱtheȱpriceȱlevel
A) theȱFedȱcouldȱbuyȱbondsȱandȱtheȱgovernmentȱcouldȱincreaseȱtheȱcorporateȱprofitȱtax.
B) personalȱincomeȱtaxesȱcouldȱdecreaseȱandȱcorporateȱprofitȱtaxesȱcouldȱincrease.
C) theȱFedȱcouldȱsellȱbondsȱandȱtheȱgovernmentȱcouldȱlowerȱtheȱcorporateȱprofitȱtax.
D) governmentȱspendingȱcouldȱincreaseȱandȱtheȱpriceȱofȱrawȱmaterialsȱcouldȱdecrease.

Answer: C
Diff:ȱ3
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills

6) Toȱincreaseȱtheȱpriceȱlevelȱtheȱgovernmentȱcouldȱadoptȱpoliciesȱthat
A) increaseȱaggregateȱsupplyȱandȱaggregateȱdemand.
B) decreaseȱaggregateȱsupplyȱandȱaggregateȱdemand.
C) increaseȱaggregateȱsupplyȱandȱdecreaseȱaggregateȱdemand.
D) decreaseȱaggregateȱsupplyȱandȱincreaseȱaggregateȱdemand.

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills
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7) Toȱincreaseȱoutputȱtheȱgovernmentȱcouldȱadoptȱpoliciesȱthat
A) increaseȱaggregateȱsupplyȱandȱaggregateȱdemand.
B) decreaseȱaggregateȱsupplyȱandȱaggregateȱdemand.
C) increaseȱaggregateȱsupplyȱandȱdecreaseȱaggregateȱdemand.
D) decreaseȱaggregateȱsupplyȱandȱincreaseȱaggregateȱdemand.

Answer: A
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Analytic
AACSB: AnalyticȱSkills

8) Toȱdecreaseȱtheȱpriceȱlevelȱtheȱgovernmentȱcould
A) encourageȱeducationȱandȱincreaseȱgovernmentȱspending.
B) adoptȱpoliciesȱthatȱincreaseȱinputȱpricesȱandȱincreaseȱnetȱtaxes.
C) lowerȱtheȱcorporateȱprofitsȱtaxȱandȱhaveȱtheȱFedȱraiseȱtheȱdiscountȱrate.
D) raiseȱtaxesȱonȱcorporateȱprofitsȱandȱlowerȱfederalȱincomeȱtaxes.

Answer: C
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Toȱdecreaseȱoutputȱtheȱgovernmentȱcould
A) encourageȱeducationȱandȱincreaseȱgovernmentȱspending.
B) adoptȱpoliciesȱthatȱincreaseȱinputȱpricesȱandȱincreaseȱnetȱtaxes.
C) lowerȱtheȱcorporateȱprofitsȱtaxȱandȱhaveȱtheȱFedȱraiseȱtheȱdiscountȱrate.
D) raiseȱtaxesȱonȱcorporateȱprofitsȱandȱlowerȱfederalȱincomeȱtaxes.

Answer: B
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Toȱincreaseȱoutputȱtheȱgovernmentȱcould
A) encourageȱeducationȱandȱdecreaseȱnetȱtaxes.
B) lowerȱpayrollȱtaxesȱandȱincreaseȱgovernmentȱspending.
C) lowerȱtheȱcorporateȱprofitsȱtaxȱandȱhaveȱtheȱFedȱbuyȱbondsȱinȱtheȱopenȱmarket.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Wheneverȱtheȱaggregateȱsupplyȱcurveȱinterceptsȱtheȱaggregateȱdemandȱcurve,ȱtheȱeconomyȱis
producingȱfullȱemploymentȱoutput.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Anȱincreaseȱinȱtheȱpriceȱofȱinputsȱwillȱmostȱlikelyȱleadȱtoȱaȱhigherȱpriceȱlevel.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) IfȱtheȱFedȱsellsȱsecuritiesȱonȱtheȱopenȱmarket,ȱtheȱpriceȱlevelȱwillȱrise.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Decreasingȱgovernmentȱexpendituresȱandȱdecreasingȱtaxesȱonȱcorporateȱprofitsȱareȱtwo
policiesȱthatȱbothȱworkȱtoȱdecreaseȱtheȱpriceȱlevel.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Raisingȱnetȱtaxesȱandȱandȱanȱoilȱembargoȱwillȱbothȱhaveȱanȱeffectȱtowardsȱincreasingȱtheȱprice
level.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEquilibriumȱPriceȱLevel
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13.3 TheȱLong-RunȱAggregateȱSupplyȱCurve

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.8ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.8
1) ReferȱtoȱFigureȱ13.8.ȱWhichȱofȱtheȱfollowingȱstatementsȱcharacterizesȱanȱoutputȱlevelȱofȱ$800

billion?
A) Itȱisȱsustainableȱoverȱtheȱlongȱrunȱwithoutȱinflation.
B) Itȱisȱachievableȱonlyȱinȱtheȱlongȱrun.
C) Itȱisȱattainableȱinȱtheȱshortȱrunȱbutȱitȱisȱassociatedȱwithȱincreasesȱinȱtheȱpriceȱlevel.
D) Itȱcanȱbeȱachievedȱonlyȱifȱinvestmentȱisȱindependentȱofȱtheȱinterestȱrate.

Answer: C
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱFigureȱ13.8.ȱPotentialȱoutput
A) isȱ$400ȱmillion.
B) isȱ$700ȱmillion.
C) isȱ$800ȱmillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformationȱbecauseȱaggregateȱdemandȱisȱnotȱgiven.

Answer: B
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills
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3) ReferȱtoȱFigureȱ13.8.ȱTheȱlevelȱofȱaggregateȱoutputȱthatȱcanȱbeȱsustainedȱinȱtheȱlongȱrun
withoutȱinflation

A) isȱ$400ȱmillion.
B) isȱ$700ȱmillion.
C) isȱ$800ȱmillion.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformationȱbecauseȱaggregateȱdemandȱisȱnotȱgiven.

Answer: B
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Analytic
AACSB: AnalyticȱSkills

4) Theȱlevelȱofȱaggregateȱoutputȱthatȱcanȱbeȱsustainedȱinȱtheȱlongȱrunȱwithoutȱinflationȱisȱknown
as

A) nominalȱoutput. B) realȱoutput.
C) moneyȱoutput. D) potentialȱoutput.

Answer: D
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Definition

5) Ifȱ________ȱequilibriumȱoutputȱ________ȱ,ȱtheȱpriceȱlevelȱrises.
A) actual;ȱisȱbelowȱpotentialȱGDP B) potential;ȱisȱequalȱtoȱactualȱGDP
C) potential;ȱexceedsȱactualȱGDP D) actual;ȱexceedsȱpotentialȱGDP

Answer: D
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Whenȱtheȱ________ȱincreases,ȱthenȱpotentialȱoutputȱincreases.
A) long-runȱaggregateȱsupply B) short-runȱaggregateȱsupply
C) long-runȱaggregateȱdemand D) short-runȱaggregateȱdemand

Answer: A
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Potentialȱoutputȱisȱequalȱto
A) longȱrunȱaggregateȱdemand. B) short-runȱaggregateȱdemand.
C) short-runȱaggregateȱsupply. D) long-runȱaggregateȱsupply.

Answer: D
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Definition
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8) Theȱlong-runȱaggregateȱsupplyȱcurveȱisȱvertical,ȱif
A) wagesȱandȱotherȱcostsȱfullyȱadjustȱtoȱchangesȱinȱpricesȱinȱtheȱlong-run.
B) theȱgovernmentȱfollowsȱoptimalȱfiscalȱpolicy.
C) technologyȱisȱfixed.
D) theȱFedȱfollowsȱoptimalȱmonetaryȱpolicy.

Answer: A
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Ifȱtheȱeconomyȱproducesȱfullȱemploymentȱoutput,ȱanȱexpansionaryȱmonetaryȱpolicyȱincreases
outputȱbutȱnotȱtheȱpriceȱlevel.
Answer: FALSE
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱrecessionaryȱgapȱmeansȱthatȱaggregateȱplannedȱexpendituresȱareȱlessȱthanȱpotentialȱoutput.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Definition

3) Anȱinflationaryȱgapȱhappensȱwhenȱaggregateȱplannedȱexpenditureȱisȱgreaterȱthanȱfull
capacity.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Keynesȱbelievedȱthatȱfiscalȱpolicyȱandȱmonetaryȱpolicyȱareȱeffective.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Fact

5) Potentialȱoutputȱisȱtheȱmostȱthatȱcanȱbeȱproducedȱinȱanȱeconomyȱatȱaȱparticularȱpointȱinȱtime.
Answer: FALSE
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Definition
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6) Ifȱwagesȱdoȱnotȱfullyȱadjustȱtoȱchangesȱinȱprices,ȱtheȱaggregateȱsupplyȱcurveȱisȱvertical.
Answer: FALSE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve
Skill: Conceptual
AACSB: ReflectiveȱThinking

13.4 MonetaryȱandȱFiscalȱPolicyȱEffects

1 MultipleȱChoice

1) IfȱaȱdecreaseȱinȱnetȱtaxesȱinȱtheȱUnitedȱStatesȱresultedȱinȱaȱveryȱlargeȱincreaseȱinȱaggregate
outputȱandȱaȱveryȱsmallȱincreaseȱinȱtheȱpriceȱlevel,ȱthenȱtheȱU.S.ȱeconomyȱmustȱhaveȱbeen

A) onȱtheȱveryȱsteepȱpartȱofȱtheȱshort-runȱaggregateȱsupplyȱcurve.
B) onȱtheȱveryȱflatȱpartȱofȱtheȱshort-runȱaggregateȱsupplyȱcurve.
C) onȱtheȱveryȱsteepȱpartȱofȱtheȱshort-runȱaggregateȱdemandȱcurve.
D) onȱtheȱveryȱflatȱpartȱofȱtheȱshort-runȱaggregateȱdemandȱcurve.

Answer: B
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) IfȱaȱdecreaseȱinȱtheȱU.S.ȱmoneyȱsupplyȱresultedȱinȱaȱveryȱlargeȱchangeȱinȱtheȱpriceȱlevelȱandȱa
veryȱsmallȱchangeȱinȱaggregateȱoutput,

A) thenȱinȱtheȱU.S.ȱeconomyȱinvestmentȱdemandȱmustȱnotȱbeȱsensitiveȱtoȱtheȱinterestȱrate.
B) thenȱtheȱU.S.ȱeconomyȱmustȱhaveȱbeenȱonȱtheȱveryȱsteepȱpartȱofȱitsȱshort-runȱaggregate

supplyȱcurve.
C) thenȱtheȱU.S.ȱeconomyȱmustȱhaveȱbeenȱonȱtheȱveryȱflatȱpartȱofȱitsȱshort-runȱaggregate

supplyȱcurve.
D) thenȱtheȱU.S.ȱaggregateȱdemandȱcurveȱmustȱbeȱveryȱsteep.

Answer: B
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Anȱincreaseȱinȱgovernmentȱspendingȱwillȱcompletelyȱcrowdȱoutȱinvestmentȱif
A) moneyȱsupplyȱisȱincreasedȱatȱtheȱsameȱtime.
B) moneyȱdemandȱisȱnotȱsensitiveȱtoȱtheȱinterestȱrate.
C) theȱeconomyȱisȱoperatingȱatȱcapacity.
D) theȱeconomyȱisȱoperatingȱwellȱbelowȱcapacity.

Answer: C
Diff:ȱ3
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Economicȱpoliciesȱareȱineffectiveȱconcerningȱquantitiesȱofȱoutputȱdirectlyȱwhen
A) theȱaggregateȱsupplyȱcurveȱisȱflat.
B) theȱaggregateȱdemandȱisȱflat.
C) theȱaggregateȱsupplyȱisȱvertical.
D) theȱeconomyȱisȱnotȱproducingȱatȱcapacity.

Answer: C
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Economicȱpoliciesȱareȱeffectiveȱatȱchangingȱoutputȱwhen
A) theȱeconomyȱisȱnotȱproducingȱatȱcapacity.
B) theȱeconomyȱisȱproducingȱatȱitsȱpotentialȱoutput.
C) theȱunemploymentȱrateȱisȱatȱtheȱnaturalȱrate.
D) theȱaggregateȱsupplyȱcurveȱisȱvertical.

Answer: A
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Ifȱtheȱlong-runȱaggregateȱsupplyȱcurveȱisȱvertical,ȱtheȱmultiplierȱeffectȱofȱaȱchangeȱinȱnetȱtaxes
onȱaggregateȱoutputȱinȱtheȱlongȱrun

A) dependsȱonȱtheȱpriceȱlevel. B) isȱone.
C) isȱzero. D) isȱinfinitelyȱlarge.

Answer: C
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Aȱsustainedȱincreaseȱinȱtheȱoverallȱpriceȱlevelȱis
A) stagflation. B) aȱrecession. C) aȱpriceȱindex. D) inflation.

Answer: D
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.9ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.9

8) ReferȱtoȱFigureȱ13.9.ȱSupposeȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱA producingȱpotentialȱoutput
Y0.ȱIfȱtheȱgovernmentȱincreasesȱspending,ȱtheȱeconomyȱmovesȱtoȱPointȱ________ȱinȱthe
short-runȱandȱtoȱPointȱ________ȱinȱtheȱlong-run.

A) D;ȱE B) B;ȱC C) C;ȱB D) B;ȱD
Answer: B
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ13.9.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱD producingȱoutputȱlevelȱY2,ȱwhich
ofȱtheȱfollowingȱisȱNOTȱtrue?

A) Theȱeconomyȱisȱoperatingȱbelowȱfullȱemployment.
B) Inputȱpricesȱareȱlikelyȱtoȱfall.
C) AggregateȱsupplyȱshiftsȱtoȱtheȱrightȱandȱtheȱeconomyȱendsȱupȱatȱPointȱE.
D) Theȱeconomyȱisȱoperatingȱaboveȱfullȱemployment.

Answer: D
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ13.9.ȱIfȱtheȱeconomyȱisȱatȱpointȱAȱcurrentlyȱproducingȱY0ȱandȱtheȱFed
decreasesȱtheȱmoneyȱsupply,ȱtheȱeconomyȱwillȱmoveȱtoȱPointȱ________ȱinȱtheȱshortȱrunȱandȱto
Pointȱ________ȱinȱtheȱlongȱrun.

A) B;ȱC B) D;ȱE C) E;ȱD D) C;ȱB
Answer: B
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills
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11) ReferȱtoȱFigureȱ13.9.ȱThisȱeconomyȱcannotȱcontinueȱtoȱproduceȱY1ȱ(orȱatȱpointȱȱB)ȱbecause
A) theȱpriceȱofȱrawȱmaterialȱandȱwagesȱwillȱincreaseȱshiftingȱtheȱaggregateȱsupplyȱcurveȱto
AS1.

B) theȱpriceȱofȱinputsȱwillȱdecrease,ȱshiftingȱtheȱaggregateȱsupplyȱcurveȱtoȱAS2.
C) theȱpriceȱofȱrawȱmaterialȱwillȱincrease,ȱshiftingȱtheȱaggregateȱdemandȱcurveȱtoȱAD2.
D) allȱofȱtheȱabove

Answer: A
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ13.9.ȱForȱthisȱeconomyȱtoȱproduceȱY1 andȱsustainȱitȱwithoutȱinflation
A) theȱpriceȱofȱoilȱmustȱincrease.
B) theȱgovernmentȱmustȱimplementȱanȱexpansionaryȱfiscalȱpolicy.
C) theȱgovernmentȱmustȱimplementȱanȱexpansionaryȱmonetaryȱpolicy.
D) potentialȱoutputȱmustȱincrease.

Answer: D
Diff:ȱ3
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Analytic
AACSB: AnalyticȱSkills

13) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ243ȱ[555]:ȱInȱtheȱsimpleȱȈKeynesianȈȱview,ȱmaximum
outputȱisȱNOTȱdefinedȱbyȱthe

A) existingȱlaborȱforce. B) currentȱcapitalȱstock.
C) existingȱstateȱofȱtechnology. D) levelȱofȱconsumption.

Answer: D
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects:ȱEconomicsȱinȱPractice
Skill: Fact

14) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ243ȱ[555]:ȱInȱtheȱsimpleȱȈKeynesianȈȱview,ȱthe
aggregateȱsupplyȱcurve

A) isȱdownwardȱsloping.
B) isȱcompletelyȱhorizontal.
C) isȱcompletelyȱvertical.
D) isȱhorizontalȱinȱpart,ȱandȱverticalȱinȱpart.

Answer: D
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Expansionaryȱeconomicȱpoliciesȱareȱthingsȱtheȱgovernmentȱcanȱdoȱtoȱdecreaseȱaggregate
demandȱorȱaggregateȱsupply.
Answer: FALSE
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Ifȱtheȱeconomyȱisȱonȱtheȱsteepȱpartȱofȱitsȱaggregateȱsupplyȱcurve,ȱexpansionaryȱpolicyȱwill
mostlyȱincreaseȱtheȱpriceȱlevel.
Answer: TRUE
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Decreaseȱinȱnetȱtaxes,ȱincreaseȱinȱtheȱmoneyȱsupplyȱandȱincreaseȱinȱgovernmentȱspendingȱare
contractionaryȱpolicies.
Answer: FALSE
Diff:ȱ1
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Anȱearthȱquakeȱandȱaȱforeignȱoilȱembargoȱwouldȱbeȱcontractionaryȱpolicies.
Answer: FALSE
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱtheȱaggregateȱsupplyȱcurveȱisȱverticalȱinȱtheȱlong-run,ȱthenȱneitherȱmonetaryȱnorȱfiscal
policyȱwillȱaffectȱaggregateȱoutputȱinȱtheȱlong-run.
Answer: TRUE
Diff:ȱ2
Topic: MonetaryȱandȱFiscalȱPolicyȱEffects
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13.5 CausesȱofȱInflation

1 MultipleȱChoice

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ13.10ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ13.10

1) ReferȱtoȱFigureȱ13.10.ȱCost-pushȱinflationȱoccursȱif
A) theȱeconomyȱmovesȱfromȱPointȱA toȱPointȱB onȱaggregateȱsupplyȱcurveȱAS1.
B) theȱeconomyȱmovesȱfromȱPointȱA toȱPointȱC onȱtheȱaggregateȱsupplyȱcurveȱAS1.
C) theȱaggregateȱsupplyȱcurveȱshiftsȱfromȱAS1 toȱAS0.
D) theȱaggregateȱsupplyȱcurveȱshiftsȱfromȱAS1 toȱAS2.

Answer: D
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Analytic
AACSB: AnalyticȱSkills

2) ReferȱtoȱFigureȱ13.10.ȱAssumeȱtheȱeconomyȱisȱatȱPointȱA.ȱHigherȱoilȱpricesȱshiftȱtheȱaggregate
supplyȱcurveȱtoȱAS2.ȱIfȱtheȱgovernmentȱdecidesȱtoȱcounterȱtheȱeffectsȱofȱhigherȱoilȱpricesȱby
increasingȱgovernmentȱspending,ȱthenȱtheȱpriceȱlevelȱwillȱbeȱ________ȱthanȱP2ȱandȱoutputȱwill
beȱ________ȱthanȱY2.

A) greater;ȱgreater B) greater;ȱless
C) less;ȱless D) less;ȱgreater

Answer: A
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Analytic
AACSB: AnalyticȱSkills
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3) ReferȱtoȱFigureȱ13.10.ȱAssumeȱtheȱeconomyȱisȱatȱPointȱA.ȱHigherȱoilȱpricesȱshiftȱtheȱaggregate
supplyȱcurveȱtoȱAS2.ȱIfȱtheȱgovernmentȱdecidesȱtoȱcounterȱtheȱeffectsȱofȱhigherȱoilȱpricesȱby
increasingȱnetȱtaxes,ȱthenȱtheȱpriceȱlevelȱwillȱbeȱ________ȱthanȱP2ȱandȱoutputȱwillȱbeȱ________
thanȱY2.

A) greater;ȱgreater B) greater;ȱless
C) less;ȱless D) less;ȱgreater

Answer: C
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Analytic
AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ13.10.ȱAssumeȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱA onȱaggregateȱsupplyȱcurve
AS1.ȱAnȱincreaseȱinȱinflationaryȱexpectationsȱthatȱcausesȱfirmsȱtoȱincreaseȱtheirȱprices

A) shiftsȱtheȱaggregateȱsupplyȱcurveȱtoȱAS0.
B) shiftsȱtheȱaggregateȱsupplyȱcurveȱtoȱAS2.
C) movesȱtheȱeconomyȱtoȱPointȱC onȱaggregateȱsupplyȱcurveȱAS1.
D) movesȱtheȱeconomyȱtoȱPointȱB onȱaggregateȱsupplyȱcurveȱAS1.

Answer: B
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Analytic
AACSB: AnalyticȱSkills

5) Aȱrightwardȱshiftȱinȱtheȱaggregateȱdemandȱcurveȱgeneratesȱaȱ________ȱinflationȱandȱ________
output.

A) demand-pull;ȱlower B) cost-push;ȱhigher
C) demand-pull;ȱhigher D) cost-push;ȱlower

Answer: C
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Aȱsuddenȱincreaseȱinȱtheȱpriceȱofȱoilȱcausesȱaȱ________ȱinflationȱandȱ________ȱoutput.
A) demand-pull;ȱlower B) cost-push;ȱhigher
C) demand-pull;ȱhigher D) cost-push;ȱlower

Answer: D
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

407



7) Anȱearthquakeȱdestroyedȱ50%ȱofȱtheȱMoldovianȱmanufacturingȱbase.ȱTheȱMoldovian
governmentȱdecidedȱtoȱuseȱaȱcontractionaryȱfiscalȱpolicyȱtoȱcounterȱtheȱeffectsȱofȱthe
earthquakeȱonȱtheȱeconomy.ȱTheȱuseȱofȱtheȱcontractionaryȱfiscalȱpolicyȱwouldȱhaveȱcaused

A) theȱpriceȱlevelȱtoȱbeȱlowerȱandȱtheȱoutputȱlevelȱtoȱbeȱhigherȱthanȱtheyȱwouldȱhaveȱbeen
withoutȱtheȱpolicyȱaction.

B) bothȱtheȱpriceȱlevelȱandȱtheȱoutputȱlevelȱtoȱbeȱhigherȱthanȱtheyȱwouldȱhaveȱbeenȱwithout
theȱpolicyȱaction.

C) bothȱtheȱpriceȱlevelȱandȱoutputȱlevelȱtoȱbeȱlowerȱthanȱwhatȱtheyȱwouldȱhaveȱbeen
withoutȱtheȱpolicyȱaction.

D) theȱpriceȱlevelȱtoȱbeȱhigherȱandȱtheȱoutputȱlevelȱtoȱbeȱlowerȱthanȱtheyȱwouldȱhaveȱbeen
withoutȱtheȱpolicyȱaction.

Answer: C
Diff:ȱ3
Topic: CausesȱofȱInflation
Skill: Analytic
AACSB: AnalyticȱSkills

8) Forȱanȱeconomyȱtoȱexperienceȱbothȱaȱrecessionȱandȱinflationȱatȱtheȱsameȱtime,
A) theȱaggregateȱsupplyȱcurveȱmustȱshiftȱtoȱtheȱright.
B) theȱaggregateȱsupplyȱcurveȱmustȱshiftȱtoȱtheȱleft.
C) theȱaggregateȱdemandȱcurveȱmustȱshiftȱtoȱtheȱleft.
D) theȱaggregateȱdemandȱcurveȱmustȱshiftȱtoȱtheȱright.

Answer: B
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) A(n)ȱ________ȱinȱinflationaryȱexpectationsȱthatȱcausesȱfirmsȱtoȱdecreaseȱtheirȱpricesȱshiftsȱthe
aggregateȱsupplyȱcurveȱtoȱtheȱ________.

A) increase;ȱright B) increase;ȱleft C) decrease;ȱright D) decrease;ȱleft
Answer: C
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Anȱincreaseȱinȱinflationaryȱexpectationsȱthatȱcausesȱfirmsȱtoȱincreaseȱtheirȱpricesȱshiftsȱthe
A) aggregateȱsupplyȱcurveȱtoȱtheȱleft. B) aggregateȱdemandȱcurveȱtoȱtheȱleft.
C) aggregateȱsupplyȱcurveȱtoȱtheȱright. D) aggregateȱdemandȱcurveȱtoȱtheȱright.

Answer: A
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking
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11) Duringȱtheȱfallȱofȱ1993,ȱpricesȱwereȱincreasingȱbyȱ1%ȱanȱhourȱinȱBosnia.ȱThisȱisȱanȱexampleȱof
A) anȱexpectationsȱinflation. B) naturalȱinflation.
C) hyperinflation. D) monetaryȱinflation.

Answer: C
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact

12) Duringȱtheȱearlyȱ1980s,ȱpricesȱwereȱincreasingȱbyȱapproximatelyȱ2,000%ȱaȱyearȱinȱArgentina.
Thisȱisȱanȱexampleȱof

A) hyperinflation. B) monetaryȱinflation.
C) anȱexpectationsȱinflation. D) moderateȱinflation.

Answer: A
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact

13) Economistsȱgenerallyȱagreeȱthatȱforȱaȱsustainedȱinflationȱtoȱoccur,
A) theȱgovernmentȱmustȱbeȱaccommodatingȱitȱbyȱincreasingȱgovernmentȱspending.
B) theȱFederalȱReserveȱmustȱbeȱaccommodatingȱitȱbyȱincreasingȱtheȱmoneyȱsupply.
C) theȱgovernmentȱmustȱbeȱaccommodatingȱitȱbyȱdecreasingȱtaxes.
D) theȱFederalȱReserveȱmustȱbeȱaccommodatingȱitȱbyȱdecreasingȱtheȱmoneyȱsupply.

Answer: B
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Fact

14) ForȱtheȱFedȱtoȱkeepȱtheȱinterestȱrateȱunchangedȱasȱtheȱgovernmentȱincreasesȱspending,ȱtheȱFed
mustȱcontinueȱto

A) increaseȱtheȱmoneyȱsupply. B) decreaseȱtheȱmoneyȱsupply.
C) decreaseȱtheȱdemandȱforȱmoney. D) increaseȱtheȱdemandȱforȱmoney.

Answer: A
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Manyȱeconomistsȱbelieveȱthatȱsustainedȱinflationȱisȱaccommodatedȱbyȱa(n)
A) expansionaryȱfiscalȱpolicy. B) expansionaryȱmonetaryȱpolicy.
C) contractionaryȱfiscalȱpolicy. D) contractionaryȱmonetaryȱpolicy.

Answer: B
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Fact
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16) AccordingȱtoȱtheȱȈsimpleȈȱKeynesianȱview,ȱtheȱaggregateȱsupplyȱcurveȱis
A) verticalȱuntilȱitȱreachesȱfullȱcapacityȱandȱthenȱbecomesȱhorizontal.
B) downwardȱslopingȱoverȱallȱlevelsȱofȱoutput.
C) upwardȱslopingȱoverȱallȱlevelsȱofȱoutput.
D) horizontalȱuntilȱitȱreachesȱfullȱcapacityȱandȱthenȱbecomesȱvertical.

Answer: D
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact

17) AccordingȱtoȱtheȱȈsimpleȈȱKeynesianȱview,ȱifȱtheȱeconomyȱisȱatȱcapacity,ȱanȱexpansionary
policyȱwill

A) increaseȱoutput,ȱbutȱnotȱtheȱpriceȱlevel.
B) increaseȱtheȱpriceȱlevel,ȱbutȱnotȱoutput.
C) increaseȱbothȱtheȱpriceȱlevelȱandȱoutput.
D) increaseȱneitherȱtheȱpriceȱlevelȱnorȱoutput.

Answer: B
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact

18) AccordingȱtoȱtheȱȈsimpleȈȱKeynesianȱview,ȱifȱtheȱeconomyȱhasȱexcessȱcapacity,ȱan
expansionaryȱpolicyȱwillȱ________,ȱgivenȱthatȱtheȱeconomyȱcontinuesȱtoȱhaveȱexcessȱcapacity
evenȱafterȱtheȱpolicy.

A) increaseȱoutputȱ,ȱbutȱnotȱtheȱpriceȱlevel
B) increaseȱtheȱpriceȱlevel,ȱbutȱnotȱoutput
C) increaseȱbothȱtheȱpriceȱlevelȱandȱoutput
D) increaseȱneitherȱtheȱpriceȱlevelȱnorȱoutput

Answer: A
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact

19) A(n)ȱ________ȱgapȱoccursȱwhenȱplannedȱaggregateȱexpenditureȱisȱ________ȱcapacityȱoutput.
A) recessionary;ȱgreaterȱthan B) recessionary;ȱequalȱto
C) inflationary;ȱgreaterȱthan D) inflationary;ȱequalȱto

Answer: C
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Definition

20) AccordingȱtoȱtheȱȈsimpleȈȱKeynesianȱview,ȱifȱtheȱeconomyȱisȱbelowȱfullȱcapacity,ȱanȱincreaseȱin
aggregateȱdemandȱwillȱcause

A) outputȱtoȱfallȱandȱtheȱpriceȱlevelȱtoȱincreaseȱinȱtheȱshortȱrun.
B) theȱlevelȱofȱoutputȱtoȱrise,ȱȱbutȱnoȱchangeȱinȱtheȱpriceȱlevelȱwillȱoccurȱinȱtheȱshortȱrun.
C) theȱpriceȱlevelȱtoȱincrease,ȱbutȱnoȱchangeȱinȱoutputȱwillȱoccurȱinȱtheȱshortȱrun.
D) bothȱoutputȱandȱtheȱpriceȱlevelȱtoȱriseȱinȱtheȱshortȱrun.

Answer: B
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Fact
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2 True/False

1) Inflationȱdueȱtoȱaȱdecreaseȱinȱaggregateȱdemandȱisȱcalledȱdemandȱpullȱinflation.
Answer: FALSE
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Definition

2) Inflationȱisȱanȱincreaseȱinȱtheȱoverallȱpriceȱlevel.
Answer: TRUE
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Definition

3) Supply-sideȱinflationȱisȱcausedȱbyȱincreasesȱinȱtheȱaggregateȱsupplyȱcurve.
Answer: FALSE
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Risingȱoutputȱcoupledȱwithȱfallingȱpricesȱisȱcalledȱstagflation.
Answer: FALSE
Diff:ȱ1
Topic: CausesȱofȱInflation
Skill: Definition

5) Expectationsȱofȱhigherȱfutureȱpricesȱcauseȱfirmsȱtoȱlowerȱpricesȱtodayȱtoȱsellȱtheirȱproduct
beforeȱpricesȱrise.
Answer: FALSE
Diff:ȱ2
Topic: CausesȱofȱInflation
Skill: Conceptual
AACSB: ReflectiveȱThinking

13.6 TheȱBehaviorȱofȱtheȱFed

1 MultipleȱChoice

1) ________ȱinȱgovernmentȱspendingȱandȱ________ȱinȱtaxesȱwillȱcauseȱtheȱdeficitȱtoȱdecrease.
A) Aȱdecrease;ȱanȱincrease B) Anȱincrease;ȱaȱdecrease
C) Aȱdecrease;ȱaȱdecrease D) Anȱincrease;ȱanȱincrease

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Aȱdecreaseȱinȱgovernmentȱspendingȱandȱanȱincreaseȱinȱtaxesȱwillȱcauseȱthe
A) deficitȱtoȱdecrease. B) deficitȱtoȱremainȱunchanged.
C) deficitȱtoȱincrease. D) surplusȱtoȱincreaseȱslightly.

Answer: A
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱtheȱnumericalȱvalueȱofȱtheȱgovernmentȱspendingȱmultiplierȱisȱgreaterȱthanȱtheȱnumerical
valueȱofȱtheȱtaxȱmultiplier,ȱthenȱunequalȱincreasesȱinȱspendingȱandȱtaxesȱwill

A) decreaseȱGDP.
B) notȱchangeȱGDP.
C) increaseȱGDP.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: D
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

4) Ifȱtheȱnumericalȱvalueȱofȱtheȱgovernmentȱspendingȱmultiplierȱisȱgreaterȱthanȱtheȱnumerical
valueȱofȱtheȱtaxȱmultiplier,ȱthenȱequalȱdecreasesȱinȱspendingȱandȱtaxesȱwill

A) increaseȱGDP. B) decreaseȱGDP.
C) increaseȱGDPȱslightly. D) notȱchangeȱGDP.

Answer: B
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

5) Ifȱtheȱnumericalȱvalueȱofȱtheȱgovernmentȱspendingȱmultiplierȱisȱgreaterȱthanȱtheȱnumerical
valueȱofȱtheȱtaxȱmultiplier,ȱthenȱequalȱincreasesȱinȱspendingȱandȱtaxesȱwill

A) increaseȱGDP. B) decreaseȱGDP.
C) beȱcontractionary. D) notȱchangeȱGDP.

Answer: A
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ15.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ15.3

6) ReferȱtoȱFigureȱ15.3.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱtheȱintersectionȱofȱAS andȱAD,ȱtheȱFedȱis
mostȱlikelyȱto

A) decreaseȱtheȱmoneyȱsupplyȱtoȱmoveȱtheȱeconomyȱcloserȱtoȱcapacity.
B) decreaseȱtheȱmoneyȱsupplyȱtoȱreduceȱtheȱinflationaryȱpressures.
C) increaseȱtheȱmoneyȱsupplyȱtoȱreduceȱinflationaryȱpressures.
D) increaseȱtheȱmoneyȱsupplyȱtoȱreduceȱunemployment.

Answer: D
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ15.3.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱtheȱintersectionȱofȱAS andȱAD,ȱan
expansionaryȱmonetaryȱpolicyȱwhichȱdoesȱnotȱshiftȱADȱtoȱtheȱupwardȱslopingȱportionȱofȱthe
ASȱcurveȱwill

A) beȱanȱinflationaryȱpolicy.
B) notȱbeȱanȱinflationaryȱpolicy.
C) notȱbeȱeffective.
D) increaseȱtheȱpriceȱlevelȱwithoutȱincreasingȱoutput.

Answer: B
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ15.3.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱtheȱintersectionȱofȱAS andȱAD,ȱstagflation
wouldȱbeȱcausedȱby

A) anȱincreaseȱinȱAS. B) aȱdecreaseȱinȱAS.
C) anȱincreaseȱinȱAD. D) aȱdecreaseȱinȱAD.

Answer: B
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills
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9) ReferȱtoȱFigureȱ15.3.ȱStagflationȱwouldȱcause
A) aȱhigherȱpriceȱlevelȱandȱlowerȱoutput. B) aȱhigherȱpriceȱlevelȱandȱhigherȱoutput.
C) aȱlowerȱpriceȱlevelȱandȱlowerȱoutput. D) aȱlowerȱpriceȱlevelȱandȱhigherȱoutput.

Answer: A
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ15.3.ȱStagflationȱwouldȱNOTȱbeȱcausedȱbyȱa
A) decreaseȱinȱAS.
B) higherȱpriceȱlevelȱwithȱlowerȱoutput.
C) higherȱpriceȱlevelȱwithȱhigherȱunemployment.
D) shiftȱtoȱtheȱrightȱofȱAD.

Answer: D
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

11) Whenȱthereȱisȱstagflation,ȱtheȱpolicyȱchoicesȱfacingȱtheȱFEDȱare
A) increasingȱmonetaryȱgrowthȱtoȱincreaseȱGDPȱbutȱthatȱwillȱmakeȱinflationȱworse.
B) increasingȱmonetaryȱgrowthȱtoȱincreaseȱGDPȱandȱreduceȱinflation.
C) reducingȱmonetaryȱgrowthȱtoȱreduceȱinflation,ȱbutȱthatȱwillȱmakeȱshortfallȱinȱGDP

worse.
D) AȱandȱC

Answer: D
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ15.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ15.4

12) ReferȱtoȱFigureȱ15.4.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱtheȱintersectionȱofȱAS andȱAD,ȱtheȱFed
should

A) increaseȱmoneyȱsupplyȱtoȱreduceȱtheȱunemploymentȱrate.
B) increaseȱmoneyȱsupplyȱtoȱmoveȱcloserȱtoȱcapacity.
C) decreaseȱmoneyȱsupplyȱtoȱreduceȱinflationaryȱpressures.
D) decreaseȱmoneyȱsupplyȱtoȱincreaseȱoutput.

Answer: C
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ15.4.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱtheȱintersectionȱofȱAS andȱAD,ȱa
contractionaryȱmonetaryȱpolicy

A) doesȱnotȱcreateȱaȱrecession. B) isȱanȱinflationaryȱpolicy.
C) isȱaȱrecessionaryȱpolicy. D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Analytic
AACSB: AnalyticȱSkills

14) TheȱFederalȱReserveȇsȱpolicyȱtoȱȈleanȱagainstȱtheȱwindȈȱmeansȱthat
A) interestȱratesȱareȱdecreasedȱasȱtheȱeconomyȱexpands.
B) reserveȱrequirementsȱareȱdecreasedȱasȱtheȱeconomyȱexpands.
C) reserveȱrequirementsȱareȱdecreasedȱsignificantlyȱduringȱanȱeconomicȱexpansion.
D) interestȱratesȱareȱincreasedȱgraduallyȱasȱtheȱeconomyȱexpands.

Answer: D
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking
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15) TheȱFederalȱReserveȇsȱpolicyȱtoȱȈleanȱagainstȱtheȱwindȈȱmeansȱthat
A) theȱFEDȱincreasesȱmoneyȱgrowthȱasȱtheȱeconomyȱslows.
B) theȱȱFEDȱslowsȱmoneyȱgrowthȱasȱtheȱeconomyȱslows.
C) theȱFEDȱlowersȱtaxesȱasȱtheȱeconomyȱslows.
D) theȱFEDȱraisesȱrequiredȱreservesȱasȱtheȱeconomyȱslows.

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Anȱeconomicȱconditionȱcharacterizedȱbyȱhighȱunemploymentȱandȱexcessiveȱinflationȱisȱcalled
A) stagflation. B) recessionaryȱdownturn.
C) expansionaryȱgrowth. D) depression.

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Definition

17) Duringȱperiodsȱofȱstagflation,ȱaȱdecreaseȱinȱtheȱmoneyȱsupplyȱwill
A) decreaseȱprices. B) increaseȱoutput.
C) increaseȱexports. D) increaseȱprices.

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Duringȱperiodsȱofȱstagflation,ȱaȱdecreaseȱinȱtheȱmoneyȱsupplyȱwill
A) lowerȱinflationȱandȱtheȱlevelȱofȱoutput.
B) increaseȱinflationȱandȱtheȱlevelȱofȱoutput.
C) increaseȱinflationȱandȱlowerȱtheȱlevelȱofȱoutput.
D) increaseȱexports.

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ255ȱ[567]:ȱCentralȱbankersȱfromȱaroundȱtheȱglobeȱare
concernedȱaboutȱtheȱrisksȱthatȱ________ȱfoodȱpricesȱpresentȱforȱtheȱglobalȱ________ȱoutlook.

A) rising;ȱinflation B) rising;ȱdeflation
C) falling;ȱdeflation D) falling;ȱinflation

Answer: A
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed:ȱEconomicsȱinȱPractice
Skill: Fact
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20) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ255ȱ[567}:ȱOneȱwayȱtoȱcontrolȱrisingȱfoodȱpricesȱand
globalȱinflationȱconcernsȱisȱwith

A) expansionaryȱfiscalȱpolicy.
B) contractionaryȱmonetaryȱpolicy.
C) aȱcombinationȱofȱexpansionaryȱmonetaryȱpolicyȱandȱexpansionaryȱfiscalȱpolicy.
D) expansionaryȱmonetaryȱpolicy.

Answer: B
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) WhenȱitȱdecreasesȱtheȱmoneyȱsupplyȱduringȱanȱinflationȱtheȱFedȱisȱȈleaningȱagainstȱtheȱwind.Ȉ
Answer: TRUE
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Anȱincreaseȱinȱaggregateȱdemandȱcausesȱstagflation.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Definition

3) TheȱFEDȱisȱmostȱlikelyȱtoȱincreaseȱtheȱmoneyȱsupplyȱwhenȱthereȱisȱexcessȱcapacityȱinȱthe
economy.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) TheȱdangerȱwithȱexpansionaryȱFEDȱpolicyȱisȱthatȱitȱmayȱbringȱonȱanȱinflation.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Fact

5) ContractionaryȱFEDȱpolicyȱincreasesȱaggregateȱdemand.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Definition

6) TheȱFEDȱisȱleaningȱagainstȱtheȱwindȱwhenȱitȱraisesȱtheȱdiscountȱrateȱduringȱaȱrecession.
Answer: FALSE
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking

417



7) Aȱdecreaseȱinȱmoneyȱsupplyȱisȱanȱexpansionaryȱpolicy.
Answer: FALSE
Diff:ȱ2
Topic: TheȱBehaviorȱofȱtheȱFed
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ14 TheȱLaborȱMarketȱinȱtheȱMacroeconomy

14.1 TheȱLaborȱMarket:ȱBasicȱConcepts

1 MultipleȱChoice

1) Theȱfunctioningȱofȱtheȱlaborȱmarketȱprimarilyȱaffectsȱtheȱshapeȱofȱthe
A) aggregateȱdemandȱcurve. B) moneyȱdemandȱcurve.
C) aggregateȱsupplyȱcurve. D) plannedȱinvestmentȱcurve.

Answer: C
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Theȱtypeȱofȱunemploymentȱthatȱisȱdueȱtoȱchangesȱinȱtheȱstructureȱofȱtheȱeconomyȱis
A) adjustableȱunemployment. B) structuralȱunemployment.

C) frictionalȱunemployment. D) cyclicalȱunemployment.

Answer: B
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

3) Theȱtypeȱofȱunemploymentȱthatȱarisesȱduringȱrecessionsȱisȱknownȱas
A) theȱnaturalȱrateȱofȱunemployment. B) cyclicalȱunemployment.

C) structuralȱunemployment. D) frictionalȱunemployment.

Answer: B
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

4) Theȱtypeȱofȱunemploymentȱthatȱisȱmostȱlikelyȱtoȱariseȱasȱaȱresultȱofȱtechnologicalȱchangesȱis
A) cyclicalȱunemployment. B) seasonalȱunemployment.

C) frictionalȱunemployment. D) structuralȱunemployment.

Answer: D
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

5) IfȱyouȱhearȱaȱpersonȱsayingȱȈIȱlostȱmyȱjobȱbecauseȱIȱwasȱreplacedȱbyȱaȱmachine,Ȉȱyouȱshould
concludeȱthatȱthisȱpersonȱisȱ________ȱunemployed.

A) cyclically B) structurally C) frictionally D) seasonally

Answer: B
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking
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6) IfȱyouȱhearȱaȱpersonȱsayingȱȈIȱlostȱmyȱjobȱatȱtheȱGMȱplantȱbecauseȱcarȱmanufacturingȱisȱslow
dueȱtoȱaȱslowdownȱinȱtheȱeconomy,Ȉȱyouȱshouldȱconcludeȱthatȱthisȱpersonȱisȱ________
unemployed.

A) cyclically B) structurally C) frictionally D) seasonally

Answer: A
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking

7) Theȱlaborȱforceȱincludesȱthoseȱpeopleȱwithȱaȱjobȱand
A) thoseȱpeopleȱwhoȱareȱlookingȱforȱwork.

B) thoseȱpeopleȱtrainingȱforȱaȱjob.
C) thoseȱpeopleȱwhoȱformerlyȱworkedȱandȱareȱnowȱretired.
D) homemakers.

Answer: A
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

8) Theȱunemploymentȱrateȱis
A) theȱnumberȱunemployedȱdividedȱbyȱtheȱlaborȱforce.
B) theȱnumberȱunemployedȱdividedȱbyȱtheȱnumberȱemployed.

C) theȱnumberȱunemployedȱdividedȱbyȱtheȱpopulation.
D) theȱdifferenceȱbetweenȱtheȱpopulationȱandȱtheȱnumberȱemployedȱdividedȱbyȱthe

population.

Answer: A
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

9) Ifȱaȱcountryȱhasȱaȱpopulationȱofȱ400ȱmillion,ȱ160ȱmillionȱpeopleȱemployedȱandȱ40ȱmillion

peopleȱlookingȱforȱwork,ȱthenȱitsȱunemploymentȱrateȱis
A) 10%. B) 20%. C) 25%. D) 40%.

Answer: B
Diff:ȱ2
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Analytic

AACSB: AnalyticȱSkills

10) Employmentȱtendsȱtoȱriseȱwhen

A) aggregateȱoutputȱfalls. B) unemploymentȱrises.
C) aggregateȱoutputȱrises. D) laborȱproductivityȱfalls.

Answer: C
Diff:ȱ2
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking
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2 True/False

1) Ifȱaȱhouseholdȱmemberȱisȱnotȱinȱtheȱlaborȱforce,ȱitȱisȱbecauseȱheȱorȱsheȱhasȱdecidedȱhisȱorȱher
timeȱisȱmoreȱvaluableȱinȱnonmarketȱactivities.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Ifȱaȱpersonȱisȱnotȱemployedȱbutȱisȱlookingȱforȱwork,ȱȱsheȱisȱinȱtheȱlaborȱforce.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Frictionalȱunemploymentȱisȱtheȱtypeȱthatȱarisesȱdueȱtoȱrecessions.
Answer: FALSE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

4) Structuralȱunemploymentȱarisesȱwhenȱtheȱeconomyȱchangesȱmakingȱsomeȱjobsȱobsolete.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

5) Cyclicalȱunemploymentȱisȱthatȱwhichȱrisesȱinȱrecessionsȱandȱshrinksȱduringȱexpansions.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition

6) Theȱunemploymentȱrateȱwillȱneverȱbeȱzeroȱbecauseȱtheȱeconomyȱisȱdynamicȱandȱalways

changing.

Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Conceptual

AACSB: ReflectiveȱThinking

7) Theȱunemploymentȱrateȱisȱtheȱfractionȱofȱtheȱlaborȱforceȱwithoutȱaȱjob.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLaborȱMarket:ȱBasicȱConcepts
Skill: Definition
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14.2 TheȱClassicalȱViewȱofȱtheȱLaborȱMarket

1 MultipleȱChoice

1) Changesȱinȱtheȱ________ȱmarketȱaffectȱtheȱshapeȱofȱtheȱshortȱrunȱaggregateȱsupplyȱcurve.
A) money B) labor C) goods D) financial

Answer: B
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) AccordingȱtoȱClassicalȱeconomists,ȱtheȱonlyȱtypesȱofȱunemploymentȱthatȱexistȱinȱanȱeconomy

are

A) structuralȱandȱfrictionalȱunemployment.

B) cyclicalȱandȱfrictional.
C) seasonalȱandȱcyclical.
D) frictionalȱandȱseasonal.

Answer: A
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

3) AccordingȱtoȱClassicalȱeconomists,ȱexcessiveȱunemploymentȱdoesȱnotȱpersistȱinȱtheȱeconomy

because

A) wagesȱwillȱalwaysȱadjustȱtoȱensureȱequilibriumȱinȱtheȱlaborȱmarket.

B) theȱlaborȱdemandȱdoesȱnotȱchangeȱinȱtheȱeconomy.

C) theȱlaborȱsupplyȱdoesȱnotȱchangeȱinȱtheȱeconomy.

D) interestȱratesȱalwaysȱchangeȱtoȱinsureȱequilibriumȱinȱtheȱmoneyȱmarket.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.1

4) ReferȱtoȱFigureȱ14.1.ȱSupposeȱthereȱisȱaȱdecreaseȱinȱtheȱfertilityȱrateȱandȱthisȱcausesȱsomeȱmen

andȱwomenȱtoȱplaceȱaȱlowerȱvalueȱonȱtheirȱtimeȱspentȱinȱnonmarketȱactivities.ȱThisȱwillȱcause
A) theȱlaborȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱleftȱofȱS.
B) theȱlaborȱsupplyȱcurveȱtoȱshiftȱtoȱtheȱrightȱofȱS.
C) theȱlaborȱdemandȱcurveȱtoȱshiftȱfromȱD toȱDȇ.
D) theȱlaborȱdemandȱcurveȱtoȱshiftȱfromȱDȇȱtoȱD.

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ14.1.ȱIfȱtheȱdemandȱforȱlaborȱfallsȱfromȱD toȱDȇȱandȱwagesȱareȱstickyȱonȱthe
downwardȱside,ȱthereȱwillȱbeȱunemploymentȱofȱ________ȱmillion.

A) 200 B) 150 C) 100 D) 50

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

6) ReferȱtoȱFigureȱ14.1.ȱTheȱdemandȱforȱlaborȱfallsȱfromȱD toȱDȇ.ȱIfȱfirmsȱenterȱintoȱsocial,ȱor
implicit,ȱcontractsȱwithȱworkersȱnotȱtoȱcutȱwages,ȱthenȱtheȱwageȱrateȱwillȱremainȱatȱ$10ȱand

A) employmentȱwillȱfallȱtoȱ150ȱmillion.

B) employmentȱwillȱfallȱtoȱ200ȱmillion.

C) employmentȱwillȱremainȱatȱ300ȱmillion.

D) laborȱsupplyȱwillȱdecreaseȱtoȱrestoreȱtheȱmarketȱtoȱequilibrium.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills
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7) Firmsȱmightȱpayȱefficiencyȱwagesȱaboveȱtheȱequilibriumȱwageȱforȱallȱofȱtheȱfollowingȱreasons
EXCEPT

A) toȱreduceȱemployeeȱshirking. B) toȱimproveȱemployeeȱmorale.

C) toȱreduceȱemployeeȱturnover. D) toȱreduceȱtaxes.
Answer: D
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.2

8) ReferȱtoȱFigureȱ14.2.ȱTheȱequilibriumȱwageȱrateȱisȱ$________ȱandȱtheȱequilibriumȱnumberȱof
peopleȱemployedȱisȱ________ȱmillionȱpeople.

A) 15;ȱ270 B) 9;ȱ210 C) 15;ȱ150 D) 6;ȱ180
Answer: B
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ14.2.ȱAtȱwageȱrateȱ$15,ȱthereȱisȱaȱ________ȱofȱlaborȱequalȱtoȱ________ȱmillion

people.

A) surplus;ȱ150 B) shortage;ȱ150 C) shortage;ȱ120 D) surplus;ȱ120
Answer: D
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills
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10) ReferȱtoȱFigureȱ14.2.ȱAtȱwageȱrateȱ$6,ȱthereȱisȱaȱ________ȱofȱlaborȱequalȱtoȱ________ȱmillion

people.

A) shortage;ȱ180 B) shortage;ȱ60 C) surplus;ȱ180 D) surplus;ȱ60
Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ14.2.ȱAccordingȱtoȱClassicalȱeconomistsȱifȱtheȱwageȱrateȱis
A) $15,ȱtheȱwageȱrateȱwillȱdeclineȱtoȱeliminateȱtheȱsurplus.
B) $15,ȱtheȱwageȱrateȱwillȱincreaseȱtoȱeliminateȱtheȱshortage.
C) $6,ȱtheȱwageȱrateȱwillȱdeclineȱtoȱeliminateȱtheȱsurplus.
D) $15,ȱtheȱwageȱrateȱwillȱdeclineȱtoȱeliminateȱtheȱshortage.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ14.2.ȱWhichȱofȱtheȱfollowingȱcanȱchangeȱtheȱequilibriumȱwageȱrateȱfromȱ$9ȱto
$6?

A) Theȱvalueȱpeopleȱputȱonȱtheirȱleisureȱtimeȱincreases.
B) Theȱvalueȱofȱwhatȱfirmsȱproduceȱincreases.
C) Theȱproductivityȱofȱworkersȱdecreases.
D) Theȱproductivityȱofȱworkersȱincreases.

Answer: C
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ14.2.ȱWhichȱofȱtheȱfollowingȱcanȱchangeȱtheȱequilibriumȱwageȱrateȱfromȱ$9ȱto
$15?

A) Theȱvalueȱpeopleȱputȱonȱtheirȱleisureȱtimeȱincreases.
B) Theȱvalueȱofȱwhatȱfirmsȱproduceȱdecreases.
C) Theȱproductivityȱofȱworkersȱdecreases.
D) theȱvalueȱofȱwhatȱfirmsȱproduceȱincreases.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills
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14) Whichȱofȱtheȱfollowingȱmayȱshiftȱtheȱlaborȱdemandȱcurve?
A) anȱincreaseȱinȱtheȱvalueȱofȱleisure
B) aȱdecreaseȱinȱtheȱvalueȱofȱleisure
C) moreȱpeopleȱenteringȱtheȱlaborȱforce
D) anȱincreaseȱinȱtheȱvalueȱofȱoutputȱthatȱfirmsȱproduce

Answer: D
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

15) Whichȱofȱtheȱfollowingȱmayȱshiftȱtheȱlaborȱsupplyȱcurve?
A) anȱincreaseȱinȱworkerȱproductivity
B) aȱdecreaseȱinȱtheȱvalueȱpeopleȱplaceȱonȱtheirȱtime

C) anȱincreaseȱinȱtheȱpriceȱofȱtheȱoutputȱofȱtheȱfirm
D) anȱincreaseȱinȱtheȱcorporateȱtaxȱrate

Answer: B
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

16) Whichȱofȱtheȱfollowingȱmayȱshiftȱtheȱlaborȱsupplyȱcurve?
A) anȱincreaseȱinȱtheȱwageȱrate
B) anȱincreaseȱinȱtheȱvalueȱpeopleȱplaceȱonȱtheirȱtime

C) anȱincreaseȱinȱtheȱpriceȱofȱtheȱoutputȱofȱtheȱfirm
D) anȱincreaseȱinȱtheȱcorporateȱtaxȱrate

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

17) Anȱincreaseȱinȱtheȱproductivityȱofȱworkersȱshiftsȱtheȱlaborȱ________ȱcurveȱtoȱtheȱ________.
A) supply;ȱleft B) supply;ȱright C) demand;ȱright D) demand;ȱleft

Answer: C
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

18) Aȱdecreaseȱinȱworkerȱproductivity
A) reducesȱtheȱdemandȱforȱlabor. B) increasesȱtheȱdemandȱforȱlabor.
C) reducesȱtheȱsupplyȱofȱlabor. D) increasesȱtheȱsupplyȱofȱlabor.

Answer: A
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking
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19) Martinȱisȱnotȱemployed.ȱTheȱvalueȱMartinȱplacesȱonȱhisȱleisureȱtimeȱisȱ$30ȱanȱhour.ȱMartin

looksȱforȱaȱjobȱandȱallȱtheȱoffersȱheȱhasȱareȱforȱlessȱthanȱ$30ȱanȱhour.ȱMartinȱshouldȱsupply
A) exactlyȱ40ȱhoursȱperȱweekȱinȱtheȱlaborȱmarket.

B) betweenȱ0ȱandȱ20ȱhoursȱperȱweekȱinȱtheȱlaborȱmarket.

C) betweenȱ20ȱandȱ40ȱhoursȱperȱweekȱinȱtheȱlaborȱmarket.

D) 0ȱhoursȱinȱtheȱlaborȱmarket.

Answer: D
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

20) Lisaȱisȱcurrentlyȱnotȱemployed.ȱSheȱplacesȱaȱvalueȱofȱ$12ȱanȱhourȱonȱherȱtimeȱinȱnonmarket

activities.ȱIfȱLisaȱisȱofferedȱaȱjobȱpayingȱ$17ȱanȱhour,
A) sheȱshouldȱsupplyȱ0ȱhoursȱinȱtheȱlaborȱmarketȱandȱallocateȱallȱofȱherȱtimeȱtoȱnonmarket

activities.

B) sheȱshouldȱsupplyȱaȱpositiveȱnumberȱofȱhoursȱinȱtheȱlaborȱmarketȱandȱallocateȱnoȱtimeȱto
nonmarketȱactivities.

C) sheȱshouldȱsupplyȱaȱpositiveȱnumberȱofȱhoursȱinȱtheȱlaborȱmarketȱandȱtoȱnonmarket

activities.

D) sheȱisȱindifferentȱbetweenȱsupplyingȱhoursȱtoȱtheȱlaborȱmarketȱandȱusingȱherȱtimeȱin
nonmarketȱactivities.

Answer: C
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

21) Dougȱisȱcurrentlyȱnotȱemployed.ȱHeȱplacesȱaȱvalueȱofȱ$16ȱanȱhourȱonȱhisȱtimeȱinȱnonmarket

activities.ȱIfȱDougȱisȱofferedȱaȱjobȱpayingȱ$12ȱanȱhour,
A) heȱshouldȱsupplyȱ0ȱhoursȱinȱtheȱlaborȱmarket.

B) heȱshouldȱsupplyȱaȱpositiveȱnumberȱofȱhoursȱinȱtheȱlaborȱmarketȱandȱallocateȱnoȱtimeȱto
nonmarketȱactivities.

C) heȱisȱindifferentȱbetweenȱsupplyingȱhoursȱtoȱtheȱlaborȱmarketȱandȱusingȱhisȱtimeȱin
nonmarketȱactivities.

D) heȱshouldȱsupplyȱaȱpositiveȱnumberȱofȱhoursȱinȱtheȱlaborȱmarketȱandȱtoȱnonmarket

activities.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills
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22) Johnȱisȱcontemplatingȱwhetherȱheȱshouldȱtakeȱaȱjobȱofferedȱtoȱhim.ȱJohnȱshould
A) notȱtakeȱtheȱjobȱifȱtheȱvalueȱofȱhisȱleisureȱisȱlessȱthanȱtheȱwageȱrateȱtheȱjobȱpays.
B) notȱtakeȱtheȱjobȱifȱtheȱvalueȱofȱhisȱleisureȱisȱgreaterȱthanȱtheȱwageȱrateȱtheȱjobȱpays.
C) notȱtakeȱtheȱjobȱifȱtakingȱtheȱjobȱimpliesȱheȱwillȱenjoyȱlessȱleisure.
D) takeȱtheȱjobȱifȱtakingȱtheȱjobȱimpliesȱheȱwillȱenjoyȱmoreȱleisure.

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

23) Aȱnewȱpolicyȱisȱimplementedȱthatȱguaranteesȱeveryȱadultȱanȱannualȱincomeȱofȱ$10,000
whetherȱtheyȱworkȱorȱnot.ȱThisȱwillȱmostȱlikelyȱshiftȱthe

A) laborȱdemandȱcurveȱtoȱtheȱright. B) laborȱsupplyȱcurveȱtoȱtheȱleft.
C) laborȱsupplyȱcurveȱtoȱtheȱright. D) laborȱdemandȱcurveȱtoȱtheȱleft.

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills

24) Theȱgovernmentȱlowersȱtheȱmarginalȱincomeȱtaxȱratesȱsoȱthatȱafter-taxȱwagesȱareȱincreased.
Thisȱmostȱlikelyȱwillȱshiftȱtheȱlabor

A) supplyȱcurveȱtoȱtheȱright. B) supplyȱcurveȱtoȱtheȱleft.
C) demandȱcurveȱtoȱtheȱright. D) demandȱcurveȱtoȱtheȱleft.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

25) Ifȱaȱnewȱgovernmentalȱpolicyȱincreasesȱunemploymentȱbenefits,ȱweȱwouldȱexpectȱtheȱlabor
________ȱcurveȱtoȱshiftȱtoȱtheȱ________.

A) supply;ȱright B) demand;ȱright C) supply;ȱleft D) demand;ȱleft
Answer: C
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

26) Oneȱofȱtheȱtenetsȱofȱtheȱclassicalȱviewȱofȱtheȱlaborȱmarketȱisȱthatȱtheȱwageȱadjustmentsȱthatȱare
necessaryȱtoȱclearȱtheȱlaborȱmarket

A) occurȱveryȱinfrequently. B) occurȱquickly.
C) donȇtȱoccur. D) occurȱslowly.

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact
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27) Ifȱfirmsȱstartȱofferingȱmoreȱemploymentȱbenefits,ȱsuchȱasȱmoreȱstockȱoptionsȱandȱaȱbetter
dentalȱplan,ȱweȱwouldȱexpectȱtheȱlaborȱ________ȱcurveȱtoȱshiftȱtoȱtheȱ________.

A) demand;ȱright B) demand;ȱleft C) supply;ȱright D) supply;ȱleft
Answer: C
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

28) Theȱclassicalȱviewȱofȱtheȱlaborȱmarketȱisȱbasicallyȱconsistentȱwithȱtheȱassumptionȱofȱ________
aggregateȱsupplyȱcurve.

A) aȱhorizontalȱ(orȱalmostȱhorizontal) B) aȱdownward-sloping

C) anȱupward-sloping D) aȱverticalȱ(orȱalmostȱvertical)
Answer: D
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

29) Classicalȱeconomistsȱbelieveȱthatȱtheȱaggregateȱsupplyȱcurveȱisȱverticalȱbecause
A) wagesȱareȱflexibleȱandȱtheyȱalwaysȱchangeȱtoȱclearȱtheȱlaborȱmarket.

B) theȱlaborȱmarketȱisȱalwaysȱinȱequilibrium.

C) peopleȱwhoȱareȱnotȱworkingȱareȱthoseȱwhoȱhaveȱchosenȱnotȱtoȱworkȱatȱtheȱprevailing
wageȱrate.

D) allȱofȱtheȱabove
Answer: D
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

30) AccordingȱtoȱtheȱClassicalȱtheory,ȱanȱexpansionaryȱmonetaryȱpolicyȱ________ȱtheȱpriceȱlevel
andȱ________ȱoutputȱinȱtheȱlongȱrun.

A) decreases;ȱincreases B) increases;ȱdoesnȇtȱchange
C) increases;ȱincreases D) doesnȇtȱchange;ȱdoesnȇtȱchange

Answer: B
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

31) Assumeȱthatȱtheȱpercentageȱofȱtheȱlaborȱforceȱcoveredȱbyȱlaborȱcontractsȱthatȱsetȱwagesȱforȱa
predeterminedȱperiodȱofȱtimeȱincreases.ȱThisȱwillȱtendȱto

A) decreaseȱtheȱeffectivenessȱofȱbothȱmonetaryȱandȱfiscalȱpolicyȱtoȱchangeȱoutput.
B) increaseȱtheȱeffectivenessȱofȱbothȱmonetaryȱandȱfiscalȱpolicyȱtoȱchangeȱoutput.
C) increaseȱtheȱeffectivenessȱofȱfiscalȱpolicy,ȱbutȱdecreaseȱtheȱeffectivenessȱofȱmonetary

policyȱtoȱchangeȱoutput.
D) haveȱnoȱimpactȱonȱtheȱeffectivenessȱofȱeitherȱmonetaryȱorȱfiscalȱpolicyȱtoȱchangeȱoutput.

Answer: B
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Analytic

AACSB: AnalyticȱSkills
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32) Accordingȱtoȱtheȱclassicalȱeconomists,ȱthoseȱwhoȱareȱnotȱworking

A) haveȱchosenȱnotȱtoȱworkȱatȱtheȱmarketȱwage.

B) areȱtooȱproductiveȱtoȱbeȱhiredȱatȱtheȱcurrentȱwage.

C) areȱunableȱtoȱfindȱaȱjobȱatȱtheȱcurrentȱwageȱrate.
D) haveȱgivenȱupȱlookingȱforȱaȱjob,ȱbutȱwouldȱacceptȱaȱjobȱatȱtheȱcurrentȱwageȱifȱoneȱwere

offeredȱtoȱthem.

Answer: A
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

33) Thoseȱwhoȱbelieveȱthatȱwagesȱadjustȱquicklyȱtoȱclearȱtheȱlaborȱmarketȱalsoȱbelieveȱthat
A) theȱASȱcurveȱisȱupwardȱsloping. B) theȱAD curveȱisȱsteep.
C) theȱADȱcurveȱisȱflat. D) theȱAS curveȱisȱvertical.

Answer: D
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

34) Whatȱdefinitionȱofȱunemploymentȱwouldȱyouȱexpectȱclassicalȱeconomistsȱtoȱuse?
A) anyoneȱwhoȱisȱactivelyȱseekingȱwork

B) anyoneȱwhoȱisȱwillingȱtoȱworkȱifȱtheȱmarketȱwageȱincreases
C) anyoneȱwhoȱisȱwillingȱtoȱworkȱatȱtheȱcurrentȱmarketȱwage,ȱbutȱhasȱnotȱyetȱbeenȱableȱto

findȱemployment

D) anyoneȱwhoȱisȱcurrentlyȱnotȱworking

Answer: C
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Definition

2 True/False

1) Thoseȱwhoȱbelieveȱthatȱtheȱwageȱrateȱdoesȱnotȱadjustȱquicklyȱtoȱclearȱtheȱlaborȱmarketȱare
likelyȱtoȱbelieveȱthatȱtheȱaggregateȱsupplyȱcurveȱisȱvertical.
Answer: FALSE
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) IfȱtheȱactualȱunemploymentȱrateȱisȱbelowȱNAIRU,ȱtheȱchangeȱinȱtheȱinflationȱrateȱwillȱbe
positive.

Answer: TRUE
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Definition
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3) Theȱclassicalȱviewȱofȱtheȱlaborȱmarketȱholdsȱthatȱunemploymentȱinȱtheȱeconomyȱconsistsȱof
frictionalȱandȱstructuralȱunemployment.

Answer: TRUE
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Definition

4) Classicalȱeconomistsȱbelieveȱthatȱeconomicȱpoliciesȱareȱineffectiveȱbecauseȱtheyȱdonȇtȱaffect
aggregateȱdemandȱinȱtheȱeconomy.

Answer: FALSE
Diff:ȱ1
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Fact

5) Ifȱfirmsȱpayȱwagesȱhigherȱthanȱtheȱmarketȱclearingȱwage,ȱtheirȱprofitsȱwillȱbeȱreduced.
Answer: FALSE
Diff:ȱ2
Topic: TheȱClassicalȱViewȱofȱtheȱLaborȱMarket
Skill: Conceptual

AACSB: ReflectiveȱThinking

14.3 ExplainingȱtheȱExistenceȱofȱUnemployment

1 MultipleȱChoice

1) Supposeȱtheȱwageȱrateȱinȱtheȱlaborȱmarketȱisȱ$15ȱandȱtheȱdemandȱforȱlaborȱdecreases.ȱIfȱwages

areȱsticky,
A) unemploymentȱdecreases.
B) unemploymentȱincreases.
C) unemploymentȱstaysȱtheȱsame.

D) wagesȱdecreaseȱtoȱeliminateȱtheȱsurplus.
Answer: B
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

2) Supposeȱtheȱequilibriumȱwageȱrateȱinȱtheȱlaborȱmarketȱisȱ$10ȱandȱtheȱdemandȱforȱlabor
increases.ȱIfȱwagesȱareȱsticky,ȱthereȱwillȱbeȱa

A) surplusȱofȱlaborȱandȱtheȱwageȱrateȱdeclines.
B) shortageȱofȱlaborȱandȱtheȱwageȱrateȱincreases.
C) shortageȱofȱlaborȱandȱtheȱwageȱrateȱstaysȱtheȱsame.

D) surplusȱofȱlaborȱandȱtheȱwageȱrateȱincreases.
Answer: C
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills
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3) Supposeȱtheȱwageȱrateȱinȱtheȱlaborȱmarketȱisȱ$8ȱandȱmoreȱpeopleȱenteredȱtheȱlaborȱforce,
whichȱofȱtheȱfollowingȱstatementsȱisȱCORRECT?

A) Ifȱwagesȱareȱflexible,ȱthenȱwagesȱwillȱincrease.
B) Ifȱwagesȱareȱsticky,ȱtheȱunemploymentȱrateȱincreases.
C) Ifȱwagesȱareȱsticky,ȱtheȱunemploymentȱrateȱstaysȱtheȱsame.

D) Ifȱwagesȱareȱflexible,ȱtheȱunemploymentȱrateȱincreases.
Answer: B
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

4) Supposeȱtheȱwageȱrateȱinȱtheȱlaborȱmarketȱisȱ$15ȱandȱtheȱproductivityȱofȱworkersȱincreases,
whichȱofȱtheȱfollowingȱstatementsȱisȱINCORRECT?

A) Theȱlaborȱdemandȱcurveȱshiftsȱtoȱtheȱright.
B) Ifȱwagesȱareȱflexible,ȱthereȱwillȱbeȱanȱincreaseȱinȱwages.

C) Ifȱwagesȱareȱsticky,ȱthereȱwillȱbeȱaȱshortageȱinȱtheȱlaborȱmarket.

D) Ifȱwagesȱareȱsticky,ȱthereȱwillȱbeȱaȱsurplusȱinȱtheȱlaborȱmarket.

Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

5) Ifȱwagesȱareȱsticky,ȱanȱincreaseȱinȱlabor
A) demandȱdecreasesȱtheȱwageȱrate. B) supplyȱincreasesȱtheȱwageȱrate.
C) demandȱincreasesȱtheȱwageȱrate. D) demandȱleavesȱwageȱratesȱintact.

Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

6) Anȱunspokenȱagreementȱbetweenȱworkersȱandȱfirmsȱthatȱtheȱfirmȱwillȱnotȱcutȱwagesȱisȱknown

as

A) anȱimplicitȱorȱsocialȱcontract. B) anȱexplicitȱcontract.
C) aȱrelative-wageȱcontract. D) employment-at-will.

Answer: A
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Definition
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7) Theȱsocialȱcontractȱexplanationȱforȱtheȱexistenceȱofȱdownwardlyȱstickyȱwagesȱfocusesȱon
A) employmentȱcontractsȱthatȱstipulateȱworkersȇȱwages,ȱusuallyȱforȱaȱperiodȱofȱoneȱtoȱthree

years.

B) theȱcontentionȱthatȱworkersȱinȱoneȱindustryȱmayȱbeȱunwillingȱtoȱacceptȱaȱwageȱcut,
unlessȱtheyȱknowȱthatȱworkersȱinȱotherȱindustriesȱareȱreceivingȱsimilarȱcuts.

C) unspokenȱagreementsȱbetweenȱworkersȱandȱfirmsȱthatȱfirmsȱwillȱnotȱcutȱwages.

D) theȱincentiveȱthatȱfirmsȱhaveȱtoȱholdȱwagesȱaboveȱtheȱmarketȱclearingȱrate.
Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

8) IntelȱCorporation,ȱaȱmajorȱmanufacturerȱofȱmicrochips,ȱsawȱtheȱdemandȱforȱitsȱproductȱdrop
byȱ25%.ȱEvenȱthoughȱtheȱdemandȱforȱitsȱproductȱdecreased,ȱIntelȱdidȱnotȱcutȱtheȱwagesȱofȱits
nonunionizedȱworkers.ȱThisȱisȱanȱexampleȱof

A) employment-at-will.

B) anȱimplicitȱorȱsocialȱcontractȱnotȱtoȱcutȱwages.

C) anȱexplicitȱcontractȱnotȱtoȱcutȱwages.

D) aȱrelative-wageȱcontract.
Answer: B
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

9) FritoȱLayȱexperiencedȱaȱ20%ȱdropȱinȱitsȱsales.ȱEvenȱthoughȱtheȱdemandȱforȱitsȱproduct
decreased,ȱFritoȱLayȱdidȱnotȱcutȱtheȱwagesȱofȱitsȱnonunionizedȱworkers.ȱThisȱisȱanȱexampleȱof

A) anȱexplicitȱcontractȱnotȱtoȱcutȱwages.

B) employment-at-will.

C) poorȱmanagement.

D) anȱimplicitȱorȱsocialȱcontractȱnotȱtoȱcutȱwages.

Answer: D
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

10) Supposeȱthatȱairlineȱworkersȱareȱlaidȱoffȱduringȱaȱrecessionȱbecauseȱofȱanȱunspokenȱagreement

betweenȱairlineȱworkersȱandȱairlineȱexecutivesȱthatȱwagesȱwillȱnotȱbeȱreduced.ȱThisȱexampleȱis
consistentȱwithȱthe

A) relative-wageȱexplanationȱofȱunemployment.

B) explicitȱcontractȱexplanationȱofȱunemployment.

C) implicitȱcontractȱexplanationȱofȱunemployment.

D) efficiencyȱwageȱexplanationȱofȱunemployment.

Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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11) Theȱrelative-wageȱexplanationȱforȱtheȱexistenceȱofȱdownwardlyȱstickyȱwagesȱemphasizes

A) unspokenȱagreementsȱbetweenȱworkersȱandȱfirmsȱthatȱfirmsȱwillȱnotȱcutȱwages.

B) theȱincentiveȱthatȱfirmsȱmayȱhaveȱtoȱholdȱwagesȱaboveȱtheȱmarketȱclearingȱrate.
C) employmentȱcontractsȱthatȱstipulateȱworkersȇȱwages,ȱusuallyȱforȱaȱperiodȱofȱoneȱtoȱthree

years.

D) theȱcontentionȱthatȱworkersȱinȱoneȱindustryȱmayȱbeȱunwillingȱtoȱacceptȱaȱwageȱcut,
unlessȱtheyȱknowȱthatȱworkersȱinȱotherȱfirmsȱandȱindustriesȱareȱreceivingȱsimilarȱcuts.

Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

12) Accordingȱtoȱtheȱrelative-wageȱexplanationȱofȱunemployment,ȱworkersȱwillȱbeȱwillingȱto
acceptȱwageȱcutsȱonlyȱif

A) theyȱknowȱthatȱunemploymentȱisȱincreasingȱinȱotherȱindustries.
B) theyȱcanȱbeȱconvincedȱthatȱtheyȱareȱoverpaidȱrelativeȱtoȱworkersȱdoingȱsimilarȱjobsȱat

otherȱfirms.

C) theyȱknowȱthatȱworkersȱinȱotherȱfirmsȱandȱindustriesȱareȱreceivingȱsimilarȱcuts.
D) theȱeconomyȱisȱinȱaȱprolongedȱrecession.

Answer: C
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

13) Workersȱinȱtheȱtextileȱindustryȱareȱlaidȱoffȱduringȱaȱrecessionȱbecauseȱtheyȱareȱunwillingȱto
acceptȱaȱwageȱcut,ȱunlessȱtheyȱknowȱthatȱworkersȱinȱotherȱindustriesȱareȱreceivingȱsimilarȱcuts.
Thisȱexampleȱisȱconsistentȱwithȱthe

A) relative-wageȱexplanationȱofȱunemployment.

B) explicitȱcontractȱexplanationȱofȱunemployment.

C) socialȱcontractȱexplanationȱofȱunemployment.

D) efficiencyȱwageȱexplanationȱofȱunemployment.

Answer: A
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

14) Theȱpercentageȱofȱworkersȱwhoseȱwagesȱareȱsetȱbyȱexplicitȱcontractsȱfalls.ȱThisȱshould
A) makeȱitȱmoreȱdifficultȱforȱtheȱlaborȱmarketȱtoȱreachȱanȱequilibriumȱafterȱaȱchangeȱinȱthe

demandȱforȱlabor.
B) makeȱitȱeasierȱforȱtheȱlaborȱmarketȱtoȱreachȱanȱequilibriumȱafterȱaȱchangeȱinȱtheȱdemand

forȱlabor.
C) haveȱnoȱimpactȱonȱtheȱmovementȱofȱtheȱlaborȱmarketȱtowardȱequilibriumȱafterȱaȱchange

inȱtheȱdemandȱforȱlabor.
D) causeȱtheȱlaborȱmarketȱtoȱalwaysȱbeȱatȱanȱequilibrium,ȱevenȱifȱthereȱisȱaȱchangeȱinȱthe

demandȱforȱlabor.
Answer: B
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic
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15) Evenȱthoughȱexplicitȱcontractsȱmayȱleadȱtoȱlayoffsȱduringȱrecessions,ȱexplicitȱcontractsȱmay

stillȱbeȱefficientȱbecauseȱsuchȱcontracts
A) guaranteeȱthatȱonlyȱtheȱleast-productiveȱworkersȱwillȱbeȱlaidȱoff.
B) reduceȱunemploymentȱeffects.
C) reduceȱnegotiationȱcosts.
D) willȱequitablyȱspreadȱtheȱlayoffsȱamongȱjuniorȱandȱseniorȱworkers.

Answer: C
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

16) Supposeȱthatȱairȱtrafficȱcontrollers,ȱwhoseȱwagesȱhaveȱbeenȱlockedȱintoȱplaceȱbyȱaȱtwo-year

contract,ȱareȱlaidȱoffȱduringȱaȱrecession.ȱThisȱexampleȱisȱconsistentȱwithȱthe
A) socialȱcontractȱexplanationȱofȱunemployment.

B) explicitȱcontractȱexplanationȱofȱunemployment.

C) efficiencyȱwageȱexplanationȱofȱunemployment.

D) relative-wageȱexplanationȱofȱunemployment.

Answer: B
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

17) WhichȱofȱtheȱfollowingȱargumentsȱisȱNOTȱofferedȱtoȱexplainȱtheȱexistenceȱofȱȈstickyȈȱwages?

A) theȱsocialȱcontractȱexplanation B) theȱrelative-wageȱexplanation
C) theȱfactȱthatȱlaborȱcontractsȱdonȇtȱexist D) theȱexplicitȱcontractȱexplanation

Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Definition

18) Whenȱaȱfirmȱpaysȱhigherȱwagesȱforȱitsȱworkersȱtoȱimproveȱworkersȇȱproductivity,ȱtheȱfirm
pays

A) stickyȱwages. B) flexibleȱwages.

C) efficiencyȱwages. D) minimumȱwages.

Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Definition

19) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱreasonȱwhyȱfirmsȱpayȱefficiencyȱwages?

A) toȱreduceȱturnovers B) toȱabideȱbyȱminimumȱwageȱlaws

C) toȱimproveȱmorale D) toȱreduceȱshirkingȱofȱwork

Answer: B
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.3

20) ReferȱtoȱFigureȱ14.3.ȱAssumeȱthatȱtheȱproductivityȱofȱworkersȱincreasesȱasȱtheȱwageȱrate
increases.ȱTheȱefficiencyȱwage

A) wouldȱbeȱbelowȱ$10. B) wouldȱequalȱ$10.
C) wouldȱbeȱaboveȱ$10. D) couldȱeitherȱbeȱaboveȱorȱbelowȱ$10.

Answer: C
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

21) ReferȱtoȱFigureȱ14.3.ȱIfȱthisȱfirmȱpaysȱtheȱefficientȱwageȱofȱ$11,
A) theȱfirmȇsȱdemandȱforȱlaborȱwillȱincreaseȱuntilȱ$11ȱisȱalsoȱtheȱequilibriumȱwage.

B) theȱsupplyȱofȱlaborȱwillȱdecreaseȱuntilȱ$11ȱisȱalsoȱtheȱequilibriumȱwage.

C) thereȱwillȱbeȱanȱexcessȱsupplyȱofȱlaborȱofȱ2,000.
D) thereȱwillȱbeȱanȱexcessȱsupplyȱofȱlaborȱofȱ3,000.

Answer: D
Diff:ȱ3
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

22) Efficiencyȱwageȱtheoryȱsuggestsȱthatȱfirmsȱmayȱholdȱwagesȱaboveȱtheȱmarketȱclearingȱrate
because

A) theyȱbelieveȱthatȱtheȱproductivityȱofȱworkersȱincreasesȱwithȱtheȱwageȱrate.
B) unspokenȱagreementsȱbetweenȱworkersȱandȱfirmsȱareȱinȱplace.
C) itȱisȱrequiredȱbyȱlawȱthatȱtheyȱdoȱso.
D) long-termȱcontractsȱfixȱwageȱratesȱforȱaȱperiodȱofȱoneȱtoȱthreeȱyears.

Answer: A
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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23) FirmsȱmayȱNOTȱholdȱwagesȱaboveȱtheȱmarketȱclearingȱrateȱbecause
A) theyȱbelieveȱthatȱtheȱproductivityȱofȱworkersȱincreasesȱwithȱtheȱwageȱrate.
B) theyȱhaveȱagreedȱnotȱtoȱcutȱwagesȱinȱanȱexplicitȱagreementȱwithȱtheirȱworkers.

C) theyȱhaveȱimplicitlyȱagreedȱnotȱtoȱcutȱwagesȱbecauseȱtheirȱworkersȱcareȱaboutȱrelative
wagesȱ.

D) theyȱwantȱtoȱmakeȱsureȱtheyȱabideȱbyȱminimumȱwageȱregulation.
Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

24) Ifȱproductivityȱincreasesȱasȱwagesȱincreaseȱandȱfirmsȱpayȱaȱwageȱaboveȱtheȱmarketȱclearing
wage,ȱthen

A) theseȱfirmsȱwillȱgoȱoutȱofȱbusinessȱinȱtheȱlongȱrunȱbecauseȱtheyȱwillȱnotȱbeȱableȱto
competeȱwithȱfirmsȱpayingȱlowerȱwages.

B) theseȱfirmsȱwillȱfaceȱanȱexcessȱdemandȱforȱlaborȱandȱwillȱbeȱableȱtoȱhireȱtheȱbestȱworkers

inȱtheȱmarket.

C) theseȱfirmsȱwillȱhaveȱlowerȱprofitȱlevelsȱthanȱtheirȱcompetitors.

D) aȱpotentialȱbenefitȱtheseȱfirmsȱmayȱreceiveȱisȱaȱreductionȱinȱemployeeȱturnover.
Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

25) Aȱfirmȱmayȱbenefitȱbyȱpayingȱworkersȱmoreȱthanȱtheȱmarketȱclearingȱwageȱbecauseȱtheȱhigher
wagesȱmayȱleadȱtoȱallȱofȱtheȱfollowingȱEXCEPT

A) lowerȱworkerȱturnover. B) improvedȱworkerȱmorale.

C) reducedȱshirkingȱofȱwork. D) reducedȱtaxed.
Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

26) If,ȱasȱaȱresultȱofȱimperfectȱinformation,ȱfirmsȱsetȱtheirȱwageȱratesȱbelowȱtheȱmarketȱclearing
wageȱrate

A) unemploymentȱincreases.
B) thereȱwillȱbeȱaȱsurplusȱofȱworkers.

C) thereȱwillȱbeȱaȱshortageȱofȱworkers.

D) thereȱwillȱbeȱequilibriumȱinȱtheȱlaborȱmarket.

Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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27) If,ȱasȱaȱresultȱofȱimperfectȱinformation,ȱfirmsȱsetȱtheirȱwageȱratesȱaboveȱtheȱmarketȱclearing
wageȱrate,

A) unemploymentȱdecreases.
B) thereȱwillȱbeȱaȱsurplusȱofȱworkers.

C) thereȱwillȱbeȱaȱshortageȱofȱworkers.

D) thereȱwillȱbeȱequilibriumȱinȱtheȱlaborȱmarket.

Answer: B
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

28) Minimumȱwageȱlawsȱcontributeȱtoȱaȱhigherȱunemploymentȱrateȱby
A) raisingȱwagesȱaboveȱtheȱmarketȱclearingȱlevelȱinȱsomeȱlaborȱmarkets.

B) pushingȱwagesȱbelowȱtheȱmarketȱclearingȱlevelȱinȱsomeȱlaborȱmarkets.

C) raisingȱwagesȱaboveȱtheȱmarketȱclearingȱlevelȱinȱallȱlaborȱmarkets.

D) pushingȱwagesȱbelowȱtheȱmarketȱclearingȱlevelȱinȱallȱlaborȱmarkets.

Answer: A
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

29) Theȱminimumȱwageȱlawȱcontributesȱtoȱa
A) lowerȱunemploymentȱrateȱamongȱteenagedȱworkers.

B) lowerȱunemploymentȱrateȱamongȱadultȱworkers.

C) higherȱunemploymentȱrateȱamongȱhighȱskilledȱworkers.

D) higherȱunemploymentȱrateȱamongȱteenagedȱworkers.

Answer: D
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Fact
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.4
30) ReferȱtoȱFigureȱ14.4.ȱAȱminimumȱwageȱofȱ$12

A) willȱleadȱtoȱunemploymentȱofȱ10.
B) willȱleadȱtoȱunemploymentȱofȱ20.
C) willȱleadȱtoȱunemploymentȱofȱ40.
D) willȱhaveȱnoȱeffectȱbecauseȱtheȱminimumȱwageȱisȱsetȱaboveȱtheȱequilibriumȱwageȱandȱfor

aȱminimumȱwageȱtoȱhaveȱanyȱeffectȱonȱtheȱlaborȱmarketȱitȱmustȱbeȱbelowȱtheȱequilibrium
wage.

Answer: C
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

31) ReferȱtoȱFigureȱ14.4.ȱAȱminimumȱwageȱofȱ$8
A) willȱleadȱtoȱanȱexcessȱdemandȱforȱlaborȱofȱ20.
B) willȱleadȱtoȱanȱexcessȱdemandȱforȱlaborȱofȱ40.
C) willȱleadȱtoȱanȱexcessȱdemandȱforȱlaborȱofȱ60.
D) willȱhaveȱnoȱeffectȱbecauseȱtheȱminimumȱwageȱisȱsetȱbelowȱtheȱequilibriumȱwageȱandȱfor

aȱminimumȱwageȱtoȱhaveȱanyȱeffectȱonȱtheȱlaborȱmarketȱitȱmustȱbeȱaboveȱtheȱequilibrium
wage.

Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

32) ReferȱtoȱFigureȱ14.4.ȱAȱfirmȱmightȱpayȱwagesȱaboveȱ$10ȱperȱhourȱifȱitȱbelievesȱsuchȱaȱwageȱwill

resultȱinȱallȱofȱtheȱfollowingȱEXCEPT
A) reduceȱworkerȱshirking. B) reduceȱworkerȱturnover.
C) improveȱworkerȱmoral. D) agitateȱunions.

Answer: D
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills
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2 True/False

1) Ifȱtheȱminimumȱwageȱisȱsetȱaboveȱtheȱmarketȱclearingȱwage,ȱwagesȱwillȱbeȱȈstickyȈȱinȱthe
downwardȱdirection.
Answer: TRUE
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Stickyȱwagesȱreduceȱunemployment.

Answer: FALSE
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Fact

3) Efficiencyȱwagesȱȱareȱanȱexplanationȱforȱtheȱexistenceȱofȱunemployment.

Answer: TRUE
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Costȱofȱlivingȱadjustmentsȱinȱlaborȱcontractsȱofferȱnoȱprotectionȱtoȱworkersȱfromȱunexpected
inflation.

Answer: FALSE
Diff:ȱ2
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Efficiencyȱwagesȱmayȱlowerȱemployeeȱturnover.
Answer: TRUE
Diff:ȱ1
Topic: ExplainingȱtheȱExistenceȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

14.4 TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation

1 MultipleȱChoice

1) Theȱunemploymentȱrateȱrisesȱif
A) theȱdemandȱforȱlaborȱincreases. B) aggregateȱoutputȱincreases.
C) theȱsupplyȱofȱlaborȱincreases. D) aggregateȱdemandȱincreases.

Answer: C
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking
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2) Whatȱsequenceȱofȱeventsȱresultsȱfromȱaȱdecreaseȱinȱaggregateȱdemand?

A) Theȱpriceȱlevelȱfalls,ȱinventoriesȱdecline,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

B) Theȱpriceȱlevelȱfalls,ȱinventoriesȱincrease,ȱfirmsȱrespondȱbyȱreducingȱoutputȱand
employment.

C) Theȱpriceȱlevelȱrises,ȱinventoriesȱdecline,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

D) Theȱpriceȱlevelȱrises,ȱinventoriesȱincrease,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

3) Whatȱsequenceȱofȱeventsȱresultsȱfromȱanȱincreaseȱinȱaggregateȱdemand?

A) Theȱpriceȱlevelȱfalls,ȱinventoriesȱdecline,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

B) Theȱpriceȱlevelȱfalls,ȱinventoriesȱincrease,ȱfirmsȱrespondȱbyȱreducingȱoutputȱand
employment.

C) Theȱpriceȱlevelȱrises,ȱinventoriesȱdecline,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

D) Theȱpriceȱlevelȱrises,ȱinventoriesȱincrease,ȱfirmsȱrespondȱbyȱincreasingȱoutputȱand
employment.

Answer: C
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.5

4) ReferȱtoȱFigureȱ14.5.ȱIfȱaggregateȱdemandȱshiftsȱwhileȱaggregateȱsupplyȱisȱstable,ȱthe
relationshipȱbetweenȱtheȱpriceȱlevelȱandȱtheȱunemploymentȱrateȱisȱrepresentedȱinȱPanel

A) A. B) B. C) C. D) D.

Answer: A
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Asȱtheȱunemploymentȱrateȱincreasesȱinȱresponseȱtoȱtheȱeconomyȱmovingȱawayȱfromȱcapacity
output,ȱtheȱaggregateȱpriceȱlevel

A) isȱstable. B) falls.

C) risesȱatȱanȱincreasingȱrate. D) risesȱatȱaȱdecliningȱrate.
Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

442



6) Ifȱaggregateȱdemandȱchangesȱwhileȱaggregateȱsupplyȱisȱstable,ȱȱoutputȱandȱtheȱunemployment

rateȱare
A) positivelyȱrelated.
B) notȱrelatedȱinȱtheȱshortȱrun.
C) notȱrelatedȱneitherȱinȱtheȱlongȱrunȱnorȱinȱtheȱshortȱrun.
D) negativelyȱrelated.

Answer: D
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

7) Ifȱtheȱaggregateȱsupplyȱisȱvertical,ȱanȱ(a)ȱ________ȱinȱtheȱpriceȱlevelȱ________ȱunemployment

rate.

A) decrease;ȱincreases B) increase;ȱdoesnȇtȱchange
C) decrease;ȱdecreases D) increase;ȱincreases

Answer: B
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

8) Changesȱinȱtheȱpriceȱlevelȱdonȇtȱaffectȱtheȱunemploymentȱrateȱif
A) theȱeconomyȱisȱoperatingȱbelowȱcapacity.
B) theȱeconomyȱisȱoperatingȱatȱcapacity.
C) theȱaggregateȱsupplyȱcurveȱisȱflat.
D) theȱaggregateȱdemandȱcurveȱisȱsteep.

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

9) TheȱPhillipsȱcurveȱdepictsȱtheȱrelationshipȱbetween

A) outputȱandȱtheȱpriceȱlevel.
B) aggregateȱdemandȱandȱaggregateȱexpenditures.
C) inflationȱandȱunemployment.

D) moneyȱsupplyȱandȱinterestȱrates.
Answer: C
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.6

10) ReferȱtoȱFigureȱ14.6.ȱAssumingȱallȱshocksȱtoȱtheȱeconomyȱariseȱfromȱdemandȱchanges,ȱwhich

panelȱrepresentsȱtheȱshort-runȱrelationshipȱbetweenȱoutputȱandȱtheȱpriceȱlevel?
A) A B) B C) C D) D

Answer: B
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

11) ReferȱtoȱFigureȱ14.6.ȱWhichȱpanelȱrepresentsȱtheȱshort-runȱPhillipsȱcurve?
A) A B) B C) C D) D

Answer: A
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

12) ReferȱtoȱFigureȱ14.6.ȱIfȱunemploymentȱisȱonȱtheȱx-axis,ȱwhichȱpanelȱrepresentsȱtheȱlong-run
Phillipsȱcurve?

A) A B) B C) C D) D

Answer: C
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.7ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.7
13) ReferȱtoȱFigureȱ14.7.ȱTheȱunemploymentȱrateȱatȱU1

A) isȱgreaterȱthanȱtheȱnaturalȱrate. B) isȱlowerȱthanȱtheȱnaturalȱrate.
C) equalsȱtheȱnaturalȱrate. D) equalsȱzero.

Answer: C
Diff:ȱ1
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

14) ReferȱtoȱFigureȱ14.7.ȱIfȱtheȱnaturalȱunemploymentȱrateȱequalsȱ6%,ȱtheȱunemploymentȱrateȱat
U2ȱcouldȱbe

A) 4%. B) 5%. C) 6%. D) 7%.

Answer: D
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ14.7.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱanȱincreaseȱinȱmoneyȱsupplyȱwill

moveȱtheȱeconomyȱtoȱPointȱ________ȱinȱtheȱshortȱrun.
A) E B) B C) C D) D

Answer: C
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills
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16) ReferȱtoȱFigureȱ14.7.ȱIfȱtheȱeconomyȱisȱonȱSRPC1,ȱthenȱtheȱexpectedȱinflationȱrateȱis
A) 4% B) 5%

C) 6% D) noneȱofȱtheȱabove
Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

17) ReferȱtoȱFigureȱ14.7.ȱIfȱtheȱeconomyȱisȱonȱSRPC2,ȱthenȱtheȱexpectedȱinflationȱrateȱis
A) 4% B) 5%

C) 6% D) noneȱofȱtheȱabove
Answer: C
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

18) ReferȱtoȱFigureȱ14.7.ȱSupposeȱtheȱeconomyȱisȱinitiallyȱatȱPointȱA.ȱAȱcontractionaryȱfiscalȱpolicy
movesȱtheȱeconomyȱtoȱPointȱ________ȱinȱtheȱshortȱrun.

A) E B) B C) C D) D

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

19) ReferȱtoȱFigureȱ14.7.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱC.ȱWhatȱcanȱpossiblyȱmoveȱtheȱeconomy

toȱPointȱD?
A) aȱleftwardȱshiftȱinȱtheȱAD curve B) aȱrightwardȱshiftȱinȱtheȱADȱcurve
C) aȱleftwardȱshiftȱinȱtheȱAS curve D) aȱrightwardȱshiftȱinȱtheȱASȱcurve

Answer: C
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ14.7.ȱWhichȱcombinationsȱofȱeventsȱcouldȱmoveȱtheȱeconomyȱfromȱPointȱA to

PointȱC,ȱandȱthenȱfromȱPointȱCȱtoȱPointȱD?
A) aȱcontractionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱleftwardȱshiftȱinȱtheȱASȱcurve
B) aȱcontractionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱrightwardȱshiftȱinȱtheȱASȱcurve
C) anȱexpansionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱleftwardȱshiftȱinȱtheȱASȱcurve
D) anȱexpansionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱrightwardȱshiftȱinȱtheȱASȱcurve

Answer: C
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills
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21) ReferȱtoȱFigureȱ14.7.ȱWhichȱcombinationsȱofȱeventsȱcouldȱmoveȱtheȱeconomyȱfromȱPointȱA to

PointȱB,ȱandȱthenȱfromȱPointȱBȱtoȱPointȱE?
A) aȱcontractionaryȱmonetaryȱpolicyȱfollowedȱbyȱaȱleftwardȱshiftȱinȱtheȱASȱcurve
B) aȱcontractionaryȱmonetaryȱpolicyȱfollowedȱbyȱaȱrightwardȱshiftȱinȱtheȱASȱcurve
C) anȱexpansionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱleftwardȱshiftȱinȱtheȱASȱcurve
D) anȱexpansionaryȱfiscalȱpolicyȱfollowedȱbyȱaȱrightwardȱshiftȱinȱtheȱASȱcurve

Answer: B
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

22) ReferȱtoȱFigureȱ14.7.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱaȱsuddenȱincreaseȱinȱtheȱpriceȱofȱoil
withoutȱanyȱchangeȱinȱtheȱaggregateȱdemandȱshiftsȱtheȱshort-runȱPhillipsȱcurveȱ(SRPC)ȱfrom

A) SRPC1ȱtoȱSRPC2. B) SRPC1 toȱSRPC3.
C) SRPC2ȱtoȱSRPC1. D) SRPC3 toȱSRPC1.

Answer: A
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

23) ReferȱtoȱFigureȱ14.7.ȱIfȱtheȱeconomyȱisȱatȱPointȱB,ȱtheȱcostȱofȱrawȱmaterialȱdecreased
dramatically,ȱandȱtheȱaggregateȱdemandȱdidȱnotȱchange,ȱtheȱeconomyȱcouldȱmoveȱtoȱPoint
________.

A) A B) E C) C D) D

Answer: B
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

24) ReferȱtoȱFigureȱ14.7.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA,ȱandȱtheȱcostȱofȱinputsȱisȱfixed.ȱAn
increaseȱinȱgovernmentȱspendingȱcouldȱmoveȱtheȱeconomyȱtoȱPointȱ________.

A) E B) B C) C D) D

Answer: C
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

25) Ifȱaggregateȱdemandȱincreasesȱandȱexpectationsȱregardingȱinflationȱremainȱconstant,
A) theȱeconomyȱmovesȱalongȱtheȱshort-runȱPhillipsȱcurve.
B) theȱshort-runȱPhillipsȱcurveȱshiftsȱtoȱtheȱright.
C) theȱshort-runȱPhillipsȱcurveȱshiftsȱtoȱtheȱleft.
D) theȱlong-runȱPhillipsȱcurveȱshiftsȱtoȱtheȱright.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills
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26) Ifȱinflationȱexpectationsȱchangeȱasȱaȱresultȱofȱanȱexpansionaryȱfiscalȱpolicy,ȱthisȱcauses
A) theȱlong-runȱPhillipsȱcurveȱtoȱshift.
B) theȱshort-runȱPhillipsȱcurveȱtoȱshift.
C) theȱshort-runȱPhillipsȱcurveȱtoȱremainȱconstant.
D) aȱmovementȱalongȱtheȱshort-runȱPhillipsȱcurve.

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

27) Ifȱaggregateȱsupplyȱincreasesȱandȱaggregateȱdemandȱremainsȱunchanged,
A) thereȱwillȱbeȱaȱpositiveȱrelationshipȱbetweenȱtheȱpriceȱlevelȱandȱtheȱlevelȱofȱaggregate

output.

B) thereȱwillȱbeȱaȱnegativeȱrelationshipȱbetweenȱtheȱpriceȱlevelȱandȱtheȱlevelȱofȱaggregate
output.

C) thereȱwillȱbeȱnoȱsystematicȱrelationshipȱbetweenȱtheȱpriceȱlevelȱandȱtheȱlevelȱofȱaggregate
output.

D) theȱpriceȱlevelȱwillȱremainȱunchanged,ȱbutȱaggregateȱoutputȱwillȱdecrease.
Answer: B
Diff:ȱ3
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

28) Theȱeconomyȱexperiencesȱbothȱinflationȱandȱunemploymentȱwhen

A) aggregateȱdemandȱdecreasesȱandȱaggregateȱsupplyȱincreases.
B) aggregateȱsupplyȱdecreasesȱandȱaggregateȱdemandȱremainsȱunchanged.
C) aggregateȱdemandȱdecreasesȱandȱaggregateȱsupplyȱremainsȱunchanged.
D) aggregateȱdemandȱincreasesȱandȱaggregateȱsupplyȱdecreases.

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills

29) Theȱeconomyȱexperiencesȱbothȱaȱfallingȱpriceȱlevelȱandȱfallingȱunemploymentȱwhen

A) aggregateȱsupplyȱincreasesȱwithȱaggregateȱdemandȱstable.
B) aggregateȱdemandȱincreasesȱwithȱaggregateȱsupplyȱstable.
C) aggregateȱsupplyȱdecreasesȱwithȱaggregateȱdemandȱstable.
D) aggregateȱdemandȱdecreaseȱwithȱaggregateȱsupplyȱstable.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Analytic

AACSB: AnalyticȱSkills
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30) Thereȱisȱnoȱsystematicȱrelationshipȱbetweenȱtheȱpriceȱlevelȱandȱtheȱlevelȱofȱaggregateȱoutput
when

A) aggregateȱdemandȱisȱnegativelyȱsloped.
B) aggregateȱdemandȱisȱchanging,ȱbutȱaggregateȱsupplyȱisȱnot.
C) bothȱaggregateȱsupplyȱandȱaggregateȱdemandȱareȱchangingȱsimultaneously.

D) aggregateȱsupplyȱisȱchanging,ȱbutȱaggregateȱdemandȱisȱnot.
Answer: C
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

31) IfȱtheȱADȱcurveȱshiftsȱfromȱyearȱtoȱyearȱandȱtheȱASȱcurveȱdoesȱnot,ȱthenȱtheȱshortȱrunȱPhillips
curveȱwouldȱbe

A) downwardȱsloping. B) upwardȱsloping.
C) shiftingȱtoȱtheȱleft. D) shiftingȱtoȱtheȱright.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

32) IfȱtheȱASȱcurveȱshiftsȱfromȱyearȱtoȱyear,ȱbutȱtheȱAD curveȱdoesȱnot,ȱthenȱtheȱPhillipsȱcurve
wouldȱshow

A) aȱpositiveȱrelationshipȱbetweenȱtheȱinflationȱandȱunemploymentȱrates.
B) aȱnegativeȱrelationshipȱbetweenȱtheȱinflationȱandȱunemploymentȱrates.
C) noȱparticularȱrelationshipȱbetweenȱtheȱinflationȱandȱunemploymentȱrates.
D) aȱconstantȱtrade-offȱbetweenȱtheȱinflationȱandȱunemploymentȱrates.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

33) Ifȱinflationaryȱexpectationsȱdecrease,ȱtheȱPhillipsȱcurveȱwill

A) shiftȱtoȱtheȱright. B) shiftȱtoȱtheȱleft.
C) becomeȱvertical. D) becomeȱupwardȱsloping.

Answer: B
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking
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34) TheȱUnitedȱStatesȱbeganȱtoȱpullȱoutȱofȱaȱrecessionȱinȱtheȱspringȱofȱ1991.ȱUnemploymentȱfell,
butȱinflationȱdidȱnotȱincrease.ȱWhatȱwasȱtheȱmostȱlikelyȱcauseȱofȱthis?

A) Aggregateȱsupplyȱwasȱincreasingȱatȱaȱfasterȱrateȱthanȱaggregateȱdemand.

B) Bothȱaggregateȱdemandȱandȱaggregateȱsupplyȱwereȱdecreasing.
C) Aggregateȱdemandȱwasȱincreasingȱbutȱaggregateȱsupplyȱwasȱdecreasing.
D) Aggregateȱdemandȱwasȱincreasingȱatȱaȱfasterȱrateȱthanȱaggregateȱsupply.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

35) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ264ȱ[576]:ȱIncreasedȱapplicationsȱtoȱgraduateȱschoolȱin
2008ȱwereȱanȱindicationȱthatȱthe

A) laborȱdemandȱwasȱdecreasing. B) laborȱdemandȱwasȱincreasing.
C) aggregateȱsupplyȱwasȱincreasing. D) aggregateȱdemandȱwasȱincreasing.

Answer: A
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation:ȱEconomicsȱinȱPractice
Skill: Conceptual

AACSB: ReflectiveȱThinking

36) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ264ȱ[576]:ȱCeterisȱparibus,ȱapplicationsȱtoȱgraduate
schoolȱtendȱtoȱ________ȱwhenȱtheȱeconomyȱisȱexperiencingȱ________.

A) increase;ȱinflation B) increase;ȱgrowth

C) decrease;ȱrecession D) decrease;ȱgrowth

Answer: D
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation:ȱEconomicsȱinȱPractice
Skill: Conceptual

AACSB: ReflectiveȱThinking

2 True/False

1) Asȱtheȱunemploymentȱrateȱdeclinesȱinȱresponseȱtoȱtheȱeconomyȱmovingȱcloserȱandȱcloserȱto
capacityȱoutput,ȱtheȱaggregateȱpriceȱlevelȱrisesȱatȱaȱdecreasingȱrate.
Answer: FALSE
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) Atȱtheȱnaturalȱrateȱofȱunemployment,ȱfrictionalȱunemploymentȱisȱzero.
Answer: FALSE
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking
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3) TheȱPhillipsȱcurveȱsuggestsȱthatȱifȱweȱwantȱtoȱraiseȱtheȱinflationȱrate,ȱweȱmustȱacceptȱaȱhigher
unemploymentȱrateȱinȱreturn.
Answer: FALSE
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) Ifȱaggregateȱsupplyȱchangesȱwhenȱaggregateȱdemandȱisȱstable,ȱthenȱtheȱPhillipsȱcurveȱis
negativelyȱsloped.
Answer: FALSE
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) AnȱincreaseȱinȱinflationaryȱexpectationsȱshiftsȱtheȱeconomyȇsȱȱshortȱrunȱPhillipsȱcurveȱtoȱthe
left.

Answer: FALSE
Diff:ȱ2
Topic: TheȱShort-RunȱRelationshipȱBetweenȱtheȱUnemploymentȱRateȱandȱInflation
Skill: Conceptual

AACSB: ReflectiveȱThinking

14.5 TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱof
Unemployment

1 MultipleȱChoice

1) Inȱtheȱlongȱrun,ȱtheȱPhillipsȱcurveȱwillȱbeȱverticalȱatȱtheȱnaturalȱrateȱofȱunemploymentȱif
A) theȱlong-runȱaggregateȱdemandȱcurveȱisȱverticalȱatȱpotentialȱGDP.
B) theȱlong-runȱaggregateȱdemandȱcurveȱisȱhorizontalȱatȱtheȱnaturalȱrateȱofȱinflation.
C) theȱlong-runȱaggregateȱsupplyȱcurveȱisȱverticalȱatȱpotentialȱGDP.
D) theȱlong-runȱsupplyȱcurveȱisȱhorizontalȱatȱtheȱnaturalȱrateȱofȱinflation.

Answer: C
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

2) IfȱtheȱPhillipsȱcurveȱisȱverticalȱinȱtheȱlongȱrun,ȱthen
A) thereȱisȱaȱtrade-offȱbetweenȱinflationȱandȱunemploymentȱinȱtheȱlongȱrun.
B) theȱinflationȱrateȱwillȱalwaysȱbeȱzeroȱinȱtheȱlongȱrun.
C) theȱunemploymentȱrateȱwillȱbeȱzeroȱinȱtheȱlongȱrun.
D) thereȱisȱnoȱtrade-offȱbetweenȱinflationȱandȱunemploymentȱinȱtheȱlongȱrun.

Answer: D
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ14.8ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ14.8

3) ReferȱtoȱFigureȱ14.8.ȱExpectedȱinflationȱatȱPointȱA ________ȱexpectedȱinflationȱatȱPointȱC.
A) isȱgreaterȱthan B) isȱlessȱthan
C) equals D) cannotȱbeȱdeterminedȱfromȱtheȱfigure

Answer: C
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

4) ReferȱtoȱFigureȱ14.8.ȱExpectedȱinflationȱatȱPointȱB equals
A) 4%. B) 5%.

C) 6%. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure
Answer: B
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ14.8.ȱAlongȱSRPC2,ȱexpectedȱinflationȱequals
A) 4%. B) 5%.

C) 6%. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure
Answer: C
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills
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6) ReferȱtoȱFigureȱ14.8.ȱAlongȱSRPC3,ȱexpectedȱinflationȱequals
A) 4%. B) 5%.

C) 6%. D) cannotȱbeȱdeterminedȱfromȱtheȱfigure
Answer: A
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

7) Ifȱtheȱmeasuredȱunemploymentȱrateȱisȱ8%ȱandȱtheȱnaturalȱunemploymentȱrateȱisȱ3%,ȱthen
A) frictionalȱunemploymentȱisȱ5%. B) cyclicalȱunemploymentȱisȱ5%.

C) frictionalȱunemploymentȱisȱ11%. D) structuralȱunemploymentȱisȱ11%.

Answer: B
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Analytic

AACSB: AnalyticȱSkills

8) EconomistsȱwhoȱargueȱthatȱtheȱAS curveȱisȱverticalȱinȱtheȱlongȱrunȱatȱpotentialȱGDPȱalsoȱargue
thatȱtheȱPhillipsȱcurveȱinȱtheȱlongȱrunȱis

A) verticalȱatȱtheȱnaturalȱrateȱofȱunemployment.

B) upwardȱsloping.
C) downwardȱsloping.
D) horizontalȱatȱtheȱnaturalȱrateȱofȱinflation.

Answer: A
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Fact

9) Theȱmeasuredȱunemploymentȱrateȱcanȱbeȱpushedȱbelowȱtheȱnaturalȱrate,ȱbut
A) onlyȱinȱtheȱlongȱrunȱandȱonlyȱifȱtheȱpriceȱlevelȱisȱconstant.
B) onlyȱinȱtheȱlongȱrunȱandȱnotȱwithoutȱinflation.
C) onlyȱinȱtheȱshortȱrunȱandȱonlyȱifȱtheȱpriceȱlevelȱisȱconstant.
D) onlyȱinȱtheȱshortȱrunȱandȱnotȱwithoutȱinflation.

Answer: D
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

10) Ifȱtheȱeconomyȱisȱatȱpotentialȱoutput,ȱactualȱinflation
A) isȱgreaterȱthanȱexpectedȱinflation.
B) equalsȱexpectedȱinflation.
C) isȱlessȱthanȱexpectedȱinflation.
D) equalsȱtheȱnaturalȱrateȱofȱunemployment.

Answer: B
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking
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2 True/False

1) Asȱaȱresultȱofȱaȱshiftingȱaggregateȱsupplyȱcurveȱduringȱtheȱ1990s,ȱtheȱU.S.ȱeconomy

experiencedȱaȱnegativeȱtrade-offȱbetweenȱinflationȱandȱunemployment.

Answer: FALSE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Fact

2) AȱverticalȱaggregateȱsupplyȱcurveȱimpliesȱaȱverticalȱPhillipsȱcurve.
Answer: TRUE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

3) Ifȱtheȱunemploymentȱrateȱrisesȱaboveȱtheȱnaturalȱrateȱofȱunemploymentȱinȱtheȱshortȱrun,ȱȱthe
inflationȱrateȱwillȱrise.
Answer: FALSE
Diff:ȱ2
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

4) .Ifȱunemploymentȱisȱbelowȱtheȱnaturalȱrateȱofȱunemployment,ȱthenȱoutputȱisȱbelowȱpotential
output.

Answer: FALSE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Conceptual

AACSB: ReflectiveȱThinking

5) Theȱnaturalȱrateȱofȱunemploymentȱisȱunemploymentȱthatȱoccursȱasȱaȱnormalȱpartȱofȱthe
functioningȱofȱtheȱeconomy.

Answer: TRUE
Diff:ȱ1
Topic: TheȱLong-RunȱAggregateȱSupplyȱCurve,ȱPotentialȱGDP,ȱandȱtheȱNaturalȱRateȱofȱUnemployment
Skill: Definition
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Chapterȱ15 PolicyȱTiming,ȱDeficitȱTargeting,
andȱStockȱMarketȱEffects

15.1 TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy

1 MultipleȱChoice

1) Theȱtimeȱitȱtakesȱtoȱseeȱifȱthatȱthereȱhasȱbeenȱaȱshockȱtoȱtheȱeconomyȱis
A) aȱrecognitionȱlag. B) anȱimplementationȱlag.
C) aȱresponseȱlag. D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

2) TheȱtimeȱitȱtakesȱtheȱFEDȱorȱCongressȱtoȱchangeȱeconomicȱpolicyȱis
A) aȱrecognitionȱlag. B) anȱimplementationȱlag.
C) aȱresponseȱlag. D) noneȱofȱtheȱabove

Answer: B
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

3) Theȱtimeȱitȱtakesȱforȱaȱnewȱeconomicȱpolicyȱtoȱaffectȱbehaviorȱinȱtheȱeconomyȱis
A) aȱrecognitionȱlag. B) anȱimplementationȱlag.
C) aȱresponseȱlag. D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

4) Ifȱtheȱgovernmentȱspendingȱmultiplierȱwereȱ3.5,ȱaȱ$2ȱbillionȱdecreaseȱinȱgovernmentȱspending
wouldȱlowerȱGDPȱby

A) $70ȱbillionȱafterȱoneȱyear. B) $2ȱbillionȱafterȱtwoȱyears.
C) $1.5ȱbillionȱafterȱoneȱyear. D) $7ȱbillionȱafterȱoneȱyear.

Answer: D
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills
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5) Theȱimplementationȱlagȱforȱfiscalȱpolicyȱisȱlongerȱthanȱforȱmonetaryȱpolicyȱbecause
A) itȱtakesȱlongerȱforȱtheȱFEDȱtoȱactȱthanȱCongress.
B) itȱtakesȱlongerȱforȱCongressȱtoȱactȱthanȱtheȱFED.
C) fiscalȱpolicyȱchangesȱmoreȱquicklyȱaffectȱbehaviorȱthanȱmonetaryȱpolicyȱchanges.
D) monetaryȱpolicyȱchangesȱmoreȱquicklyȱaffectȱbehaviorȱthanȱthanȱfiscalȱpolicyȱchanges.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Policyȱlagsȱmeanȱthat
A) economicȱpolicyȱmayȱbeȱinappropriateȱwhenȱitȱtakesȱaffect.
B) economicȱpolicyȱwillȱbeȱineffective.
C) fiscalȱpolicyȱisȱmoreȱeffectiveȱthanȱmonetaryȱpolicy.
D) monetaryȱpolicyȱisȱmoreȱeffectiveȱthanȱfiscalȱpolicy.

Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

7) Theȱimplementationȱlagȱforȱfiscalȱpolicyȱis
A) shorterȱthanȱtheȱimplementationȱlagȱforȱmonetaryȱpolicy.
B) longerȱthanȱtheȱimplementationȱlagȱforȱmonetaryȱpolicy.
C) theȱsameȱlengthȱaȱtheȱimplementationȱlagȱforȱmonetaryȱpolicy.
D) theȱsameȱlengthȱasȱtheȱrecognitionȱlagȱforȱfiscalȱpolicy.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Economicȱpolicyȱmayȱbeȱinappropriateȱwhenȱitȱtakesȱeffectȱforȱallȱofȱtheȱfollowingȱreasons
EXCEPT

A) recognitionȱlags. B) implementationȱlags.
C) responseȱlags. D) anticipationȱlags.

Answer: D
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Timeȱlagsȱthatȱoftenȱerodeȱeffectivenessȱofȱmonetaryȱandȱfiscalȱpolicyȱmeasuresȱrepresent
A) theȱchangeȱinȱexportȱandȱimportȱprices.
B) theȱforeignȱresponseȱtoȱpriceȱchanges.
C) delaysȱinȱtheȱresponseȱofȱtheȱeconomyȱtoȱstabilizationȱpolicy.
D) theȱchangeȱinȱexchangeȱrates.

Answer: C
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition
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10) Theȱrecognitionȱlagȱofȱstabilizationȱpolicyȱrepresents
A) theȱtimeȱthatȱisȱnecessaryȱtoȱputȱtheȱdesiredȱpolicyȱintoȱeffect.
B) theȱtimeȱneededȱforȱtheȱFederalȱReserveȱBoardȱtoȱmeet.
C) theȱtimeȱthatȱitȱtakesȱforȱtheȱeconomyȱtoȱadjustȱtoȱtheȱnewȱconditionsȱafterȱaȱnewȱpolicyȱis

introduced.
D) theȱtimeȱthatȱitȱtakesȱforȱpolicyȱmakersȱtoȱrecognizeȱaȱchangeȱinȱtheȱeconomy.

Answer: D
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

11) Theȱimplementationȱlagȱofȱstabilizationȱpolicyȱrepresents
A) theȱtimeȱthatȱisȱnecessaryȱtoȱputȱtheȱdesiredȱpolicyȱintoȱeffectȱonceȱeconomistsȱandȱpolicy

makersȱrecognizeȱtheȱneed.
B) theȱtimeȱneededȱforȱtheȱeconomyȱtoȱadjustȱtoȱnewȱconditionsȱafterȱnewȱpoliciesȱare

introduced.
C) theȱtimeȱneededȱforȱtheȱFederalȱReserveȱtoȱmeet.
D) theȱtimeȱthatȱisȱneededȱforȱpolicyȱmakersȱtoȱrecognizeȱtheȱneedȱtoȱdoȱsomething.

Answer: A
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ15.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ15.1

12) ReferȱtoȱFigureȱ15.1.ȱIfȱtheȱeconomyȱisȱactuallyȱatȱPointȱC butȱpolicyȱmakersȱthinkȱthatȱitȱisȱstill
atȱPointȱB,ȱthisȱisȱanȱexampleȱof

A) economicȱpoliciesȱineffectiveness. B) recognitionȱlag.
C) implementationȱlag. D) responseȱlag.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ15.1.ȱSupposeȱitȱtakesȱpolicyȱmakersȱfromȱtimeȱ t2 toȱtimeȱt4ȱtoȱtakeȱanȱactionȱto
stimulateȱtheȱeconomy.ȱThisȱisȱanȱexampleȱof

A) cyclicalȱlag. B) recognitionȱlag.
C) implementationȱlag. D) responseȱlag.

Answer: C
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ15.1.ȱSupposeȱitȱtakesȱpolicyȱmakersȱfromȱtimeȱ t2 toȱtimeȱt3ȱtoȱseeȱthatȱthe
economyȱhasȱstartedȱcontracting.ȱThisȱisȱanȱexampleȱof

A) aȱrecognitionȱlag. B) anȱimplementationȱlag.
C) aȱresponseȱlag. D) aȱpolicyȱlag.

Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ15.1.ȱȱIfȱpolicyȱmakersȱdecideȱonȱaȱpolicyȱatȱpoint t3 butȱitȱdoesȱnotȱaffectȱthe
economyȱuntilȱperiodȱt6,ȱthenȱtheȱpolicyȱchoiceȱisȱlikelyȱtoȱbe

A) inappropriate. B) optimal.
C) ineffective. D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱFigureȱ15.1.ȱȱIfȱpolicyȱmakersȱdecideȱonȱaȱpolicyȱatȱpointȱt3 butȱitȱdoesȱnotȱaffectȱthe
economyȱuntilȱperiodȱt6,ȱthenȱtheȱpolicyȱchoiceȱisȱlikelyȱtoȱbe

A) stabilizing. B) destabilizing.
C) optimal. D) automaticallyȱstabilizing.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱFigureȱ15.1.ȱIfȱpolicyȱmakersȱtakeȱanȱactionȱatȱtimeȱ t4,ȱtheȱimpactȱonȱtheȱeconomyȱwill
notȱbeȱatȱtimeȱt4ȱbecause

A) economicȱpoliciesȱareȱineffective. B) ofȱtheȱrecognitionȱlag.
C) ofȱtheȱimplementationȱlag. D) ofȱtheȱresponseȱlag.

Answer: D
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills
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18) ReferȱtoȱFigureȱ15.1.ȱIfȱpolicyȱmakersȱdecideȱatȱtimeȱ t5ȱthatȱtheȱeconomyȱisȱexpandingȱtooȱfast,
butȱtheȱpolicyȱchangesȱstartȱaffectingȱtheȱeconomyȱatȱt7,ȱthenȱtheȱpolicyȱwillȱbe

A) inappropriate. B) wellȱtimed. C) ineffective. D) optimal.
Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱFigureȱ15.1.ȱȱȱIfȱtheȱconditionȱofȱtheȱeconomyȱatȱpointȱE isȱrealizedȱbyȱpolicyȱmakers
whenȱtheȱeconomyȱisȱatȱpointȱG,ȱpolicyȱisȱlikelyȱtoȱbeȱinappropriateȱdueȱto

A) crowdingȱout. B) theȱrecognitionȱlag.
C) theȱimplementationȱlag. D) theȱresponseȱlag.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

20) Inȱgeneral,ȱfiscalȱpolicyȱhasȱaȱlongerȱ________ȱlagȱthanȱmonetaryȱpolicyȱbutȱshorterȱ________
lag.

A) recognition;ȱresponse B) implementation;ȱrecognition
C) implementation;ȱresponse D) response;ȱimplementation

Answer: C
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Fact

21) Inȱgeneral,ȱmonetaryȱpolicyȱhasȱaȱlongerȱ________ȱlagȱthanȱfiscalȱpolicyȱbutȱshorterȱ________
lag.

A) recognition;ȱresponse B) implementation;ȱrecognition
C) implementation;ȱresponse D) response;ȱimplementation

Answer: D
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Fact

22) Fiscalȱpolicyȱandȱmonetaryȱpolicyȱhaveȱaȱsimilarȱ________ȱtimeȱlag.
A) implementation B) structural
C) recognition D) response

Answer: C
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Fact
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ15.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ15.2

23) ReferȱtoȱFigureȱ15.2.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱB andȱpolicyȱmakersȱimplementȱa
policyȱwhichȱshiftsȱtheȱaggregateȱdemandȱcurveȱtoȱAD1,ȱtheȱtimeȱtheȱeconomyȱneedsȱtoȱmake
theȱadjustmentȱisȱknownȱasȱthe

A) implementationȱlag. B) recognitionȱlag.
C) responseȱlag. D) frictionalȱlag.

Answer: C
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) ReferȱtoȱFigureȱ15.2.ȱIfȱeconomicȱpolicyȱcausesȱaggregateȱdemandȱcurveȱshiftsȱfromȱAD2 to
AD1,ȱthen

A) outputȱdecreasesȱtoȱY0ȱandȱtheȱpriceȱlevelȱdecreasesȱtoȱP0.
B) outputȱdecreasesȱtoȱlessȱthanȱY1.
C) theȱpriceȱlevelȱdecreasesȱlowerȱthanȱP0 andȱoutputȱdecreasesȱtoȱY0.
D) noneȱofȱtheȱabove

Answer: A
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills

25) ReferȱtoȱFigureȱ15.2.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱB andȱpolicyȱmakersȱimplementȱa
policyȱwhichȱdecreasesȱtheȱaggregateȱdemandȱcurveȱtoȱAD1,

A) theȱpriceȱlevelȱwillȱrise. B) theȱpriceȱlevelȱwillȱfall.
C) GDPȱwillȱrise. D) theȱinflationȱrateȱwillȱrise.

Answer: B
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Analytic
AACSB: AnalyticȱSkills
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26) TheȱFEDȱrespondedȱtoȱtheȱ________ȱofȱ1991ȱwithȱanȱexpansionaryȱmonetaryȱpolicy.
A) recession B) inflation C) stagflation D) boom

Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Fact

27) Theȱimplementationȱlagȱforȱfiscalȱpolicyȱtendsȱtoȱbeȱmuchȱlongerȱthanȱforȱmonetaryȱpolicy
becauseȱfiscalȱpolicyȱrequires

A) changesȱinȱrequiredȱreserves.
B) changesȱinȱopen-marketȱoperations.
C) changesȱinȱcongressional-approvedȱspendingȱandȱtaxȱprograms.
D) changesȱinȱexportsȱandȱimports.

Answer: C
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Theȱ________ȱlagȱforȱmonetaryȱpolicyȱtendsȱtoȱbeȱmuchȱshorterȱthanȱforȱfiscalȱpolicyȱbecause
onlyȱȱmonetaryȱpolicyȱrequiresȱratherȱimmediateȱchangesȱinȱopenȱmarketȱoperations.

A) recognition B) implementation
C) response D) reorganization

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Theȱimplementationȱlagȱforȱmonetaryȱpolicyȱtendsȱtoȱbeȱmuchȱshorterȱthanȱforȱfiscalȱpolicyȱfor
allȱofȱtheȱfollowingȱreasonsȱEXCEPT

A) fiscalȱpolicyȱchangesȱrequiresȱbothȱhousesȱofȱCongressȱandȱtheȱPresidentȱtoȱact.
B) monetaryȱchangesȱonlyȱrequireȱtheȱFedȱtoȱact..
C) fiscalȱpolicyȱusuallyȱrequiresȱcommitteeȱhearingsȱinȱbothȱhousesȱofȱCongress.
D) fiscalȱpolicyȱchangesȱonlyȱrequireȱtheȱFedȱtoȱact.

Answer: D
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) Duringȱperiodsȱofȱslowȱgrowth,ȱtheȱFederalȱReserveȱwillȱlikely
A) increaseȱtheȱmoneyȱsupplyȱtoȱincreaseȱinterestȱrates.
B) increaseȱtheȱmoneyȱsupplyȱtoȱdecreaseȱinterestȱrates.
C) decreaseȱtheȱmoneyȱsupplyȱtoȱincreaseȱinterestȱrates.
D) decreaseȱtheȱmoneyȱsupplyȱtoȱdecreaseȱinterestȱrates.

Answer: B
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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31) Duringȱperiodsȱofȱhighȱgrowthȱandȱinflationaryȱpressures,ȱtheȱFederalȱReserveȱwillȱlikely
A) decreaseȱtheȱmoneyȱsupplyȱtoȱincreaseȱinterestȱrates.
B) increaseȱtheȱmoneyȱsupplyȱtoȱdecreaseȱinterestȱrates.
C) increaseȱtheȱmoneyȱsupplyȱtoȱincreaseȱinterestȱrates.
D) decreaseȱtheȱmoneyȱsupplyȱtoȱdecreaseȱinterestȱrates.

Answer: A
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) TheȱcriticsȱofȱstabilizationȱpolicyȱsuchȱasȱMiltonȱFriedmanȱargueȱthatȱmonetaryȱpolicyȱis
comparableȱtoȱȈtheȱFoolȱinȱtheȱShower.ȈȱThisȱmeansȱthat

A) policyȱinitiativesȱareȱperfectlyȱtimed.
B) policyȱinitiativesȱareȱperfectȱinȱmaintainingȱtheȱeconomy.
C) policyȱinitiativesȱareȱoftenȱdestabilizingȱbecauseȱofȱtimeȱlags.
D) policyȱinitiativesȱalwaysȱimpactȱatȱtheȱproperȱtimeȱinȱstabilizingȱtheȱeconomy.

Answer: C
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱtimeȱitȱtakesȱpolicyȱmakersȱtoȱimplementȱanȱeconomicȱpolicyȱtoȱstimulateȱtheȱeconomyȱis
knownȱasȱtheȱreorganizationȱlag.
Answer: FALSE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

2) Monetaryȱpolicyȱhasȱanȱequalȱimplementationȱlagȱasȱfiscalȱpolicy.
Answer: FALSE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱtimeȱitȱtakesȱaȱchangeȱinȱeconomicȱpolicyȱtoȱinduceȱpeopleȱandȱfirmsȱtoȱchangeȱtheir
behaviorȱisȱtheȱimplementationȱlag.
Answer: FALSE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition

4) Theȱtimeȱitȱtakesȱpolicyȱmakersȱȱtoȱseeȱthatȱtheȱeconomyȱisȱgoingȱintoȱaȱrecessionȱorȱan
inflationȱisȱknownȱasȱtheȱrecognitionȱlag.
Answer: TRUE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Definition
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5) Theȱimplementationȱlagȱofȱmonetaryȱpolicyȱisȱlongerȱthanȱthatȱofȱfiscalȱpolicyȱbecause
CongressȱcanȱactȱmoreȱquicklyȱthenȱtheȱFED.
Answer: FALSE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Theȱmultiplierȱmeansȱthatȱtheȱresponseȱtoȱfiscalȱpolicyȱisȱnotȱcompletedȱimmediately.
Answer: TRUE
Diff:ȱ2
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Theȱlagsȱofȱmonetaryȱandȱfiscalȱpolicyȱimplyȱthatȱgovernmentȱstabilizationȱpolicyȱisȱlikelyȱto
beȱoptimal.
Answer: FALSE
Diff:ȱ1
Topic: TimeȱLagsȱRegardingȱMonetaryȱandȱFiscalȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

15.2 FiscalȱPolicy:ȱDeficitȱTargeting

1 MultipleȱChoice

1) TheȱlegislativeȱintentȱofȱtheȱGramm-Rudman-HollingsȱActȱwasȱto
A) reduceȱtheȱfederalȱdeficitȱbyȱaȱsetȱamountȱeachȱyear.
B) increaseȱfederalȱinterstateȱhighwayȱexpenditures.
C) increaseȱdefense-relatedȱexpenditures.
D) decreaseȱpersonalȱandȱcorporateȱtaxes.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

2) Theȱ________ȱȱsoughtȱtoȱreduceȱtheȱfederalȱdeficitȱbyȱ$36ȱbillionȱeachȱyearȱbetweenȱ1987ȱand
1991.

A) ShermanȱAntitrustȱAct B) McCain-Feingoldȱbill
C) Cellar-KefauverȱAct D) Gramm-Rudman-HollingsȱAct

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact
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3) UnderȱtheȱoriginalȱGramm-Rudman-HollingsȱAct,ȱaȱcongressionallyȱenactedȱbudgetȱdeficit
thatȱwasȱlargerȱthanȱtheȱtargetedȱamountȱwould

A) resultȱinȱautomaticȱtaxȱcuts.
B) resultȱinȱautomaticȱspendingȱincreases.
C) resultȱinȱbothȱautomaticȱtaxȱcutsȱandȱspendingȱincreases.
D) resultȱinȱautomaticȱspendingȱcuts.

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

4) Theȱȱ________ȱdeclaredȱthatȱpartȱofȱtheȱGramm-Rudman-HollingsȱActȱwasȱillegalȱandȱthatȱthe
mandatedȱautomaticȱspendingȱcutsȱhadȱtoȱbeȱapprovedȱbyȱtheȱCongress.

A) U.S.ȱSenate B) U.S.ȱSupremeȱCourt
C) FederalȱReserveȱBoard D) president

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

5) Theȱ________ȱȱofȱ1993ȱsoughtȱtoȱreduceȱtheȱfederalȱdeficitȱbyȱ$504.8ȱbillionȱbyȱ1998.
A) Gramm-Rudman-HollingsȱAct B) Bush-CheneyȱAct
C) FiscalȱForecastȱbill D) OmnibusȱBudgetȱReconciliationȱAct

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

6) Theȱdeficitȱreductionȱprojectionsȱcontainedȱinȱtheȱ1993ȱOmnibusȱBudgetȱReconciliationȱAct
wereȱtoȱbeȱachievedȱthrough

A) decreasesȱinȱgovernmentȱspendingȱofȱ$504.8ȱbillion.
B) increasesȱinȱtaxesȱofȱ$504.8ȱbillion.
C) federalȱspendingȱcutsȱofȱ$254.7ȱbillionȱandȱtaxȱincreasesȱofȱ$250.1ȱbillion.
D) increasesȱinȱexportsȱofȱ$504.8ȱbillion.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

7) TheȱrecommendedȱtaxȱincreasesȱproposedȱunderȱtheȱOmnibusȱBudgetȱReconciliationȱActȱof
1993ȱwereȱtoȱbeȱmostlyȱleviedȱon

A) high-incomeȱtaxpayers. B) middle-incomeȱtaxpayers.
C) allȱincomeȱlevelȱtaxpayers. D) low-incomeȱtaxpayers.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact
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8) Aȱreasonȱwhyȱtheȱdeficitȱincreasesȱduringȱrecessionsȱis
A) higherȱwelfareȱpayments. B) higherȱtaxȱrevenues.
C) lowerȱtaxȱrates. D) bothȱAȱandȱCȱareȱcorrect

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Theȱreasonȱwhyȱtheȱdeficitȱdecreasesȱduringȱeconomicȱexpansionsȱis
A) higherȱwelfareȱpayments. B) higherȱtaxȱrevenues.
C) lowerȱwelfareȱpayments. D) bothȱBȱandȱCȱareȱcorrect

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱdeficitȱresponseȱindexȱ(DRI)ȱmeasuresȱtheȱamountȱbyȱwhichȱtheȱdeficitȱchangesȱwithȱa
A) changeȱinȱspending. B) one-dollarȱchangeȱinȱGDP.
C) changeȱinȱtaxes. D) changeȱinȱforeignȱinvestment.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Definition

11) Ifȱtheȱdeficitȱresponseȱindexȱ(DRI)ȱisȱ-.15,ȱitȱmeansȱthatȱaȱ$1ȱbillionȱincreaseȱinȱGDPȱwill
decreaseȱtheȱdeficitȱby

A) $.15ȱbillion. B) $.67ȱbillion. C) $1.5ȱbillion. D) $6.7ȱbillion.
Answer: A
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

12) Assumeȱthatȱgovernmentȱspendingȱdecreasedȱbyȱ$50ȱbillionȱtoȱmeetȱaȱdeficitȱreductionȱtarget.
Ifȱtheȱexpenditureȱmultiplierȱisȱ5,ȱthenȱGDPȱwillȱdecreaseȱbyȱ$250ȱbillion.ȱIfȱtheȱdeficitȱresponse
indexȱ(DRI)ȱisȱ-0.4,ȱthisȱdecreaseȱinȱGDPȱwillȱincreaseȱtheȱdeficitȱby

A) $20ȱbillion. B) $25ȱbillion. C) $40ȱbillion. D) $100ȱbillion.
Answer: D
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱScenarioȱ15.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

SCENARIOȱ15.1:ȱConsiderȱtheȱfollowingȱhypotheticalȱeconomy.ȱTheȱdeficitȱresponseȱindexȱ(DRI)ȱisȱ-0.1,ȱthe
economyȱisȱproducingȱpotentialȱGDPȱatȱ$1ȱtrillion,ȱandȱtheȱMPCȱisȱ0.5.

13) ReferȱtoȱScenarioȱ15.1.ȱTheȱspendingȱmultiplierȱinȱthisȱeconomyȱis
A) 2. B) 3. C) 4. D) 5.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱScenarioȱ15.1.ȱIfȱGDPȱincreasesȱtoȱ$1.2ȱtrillion,ȱtheȱdeficit
A) decreasesȱbyȱ$80ȱbillion. B) decreasesȱbyȱ$20ȱbillion.
C) increasesȱbyȱ$20ȱtrillion. D) increasesȱbyȱ$80ȱbillion.

Answer: B
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱScenarioȱ15.1.ȱIfȱGDPȱdecreasesȱtoȱ$900ȱbillion,ȱtheȱdeficit
A) decreasesȱbyȱ$90ȱbillion. B) increasesȱbyȱ$10ȱbillion.
C) decreasesȱbyȱ$100ȱbillion. D) increasesȱbyȱ$50ȱbillion.

Answer: B
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

16) ReferȱtoȱScenarioȱ15.1.ȱSupposeȱtheȱbudgetȱisȱbalancedȱandȱtheȱgovernmentȱincreasesȱspending
byȱ$25ȱbillion.ȱTheȱbudgetȱwillȱbeȱin

A) deficitȱbyȱ$20ȱbillion. B) surplusȱbyȱ$5ȱbillion.
C) surplusȱbyȱ$30ȱbillion. D) deficitȱbyȱ$25ȱbillion.

Answer: A
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

17) ReferȱtoȱScenarioȱ15.1.ȱSupposeȱtheȱbudgetȱisȱbalancedȱandȱtheȱgovernmentȱdecreases
spendingȱbyȱ$10ȱbillion.ȱTheȱbudgetȱwillȱbeȱin

A) surplusȱbyȱ$2ȱbillion. B) surplusȱbyȱ$20ȱbillion.
C) deficitȱbyȱ$4ȱbillion. D) deficitȱbyȱ$8ȱbillion.

Answer: D
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills
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18) Itȱisȱlikelyȱthat,ȱtoȱdecreaseȱtheȱdeficitȱbyȱ$75ȱbillion,ȱtheȱgovernmentȱmustȱcutȱspendingȱby
A) $75ȱbillion. B) lessȱ$75ȱbillion.
C) moreȱ$75ȱbillion. D) $7.5ȱbillion.

Answer: C
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

19) Itȱisȱlikelyȱthat,ȱtoȱdecreaseȱtheȱdeficitȱbyȱ$75ȱbillion,ȱtheȱgovernmentȱmustȱincreaseȱtaxesȱby
A) moreȱthanȱ$75ȱbillion.
B) lessȱthanȱ$75ȱbillion.
C) ȱ$75ȱbillion.
D) theȱsameȱamountȱasȱgovernmentȱspending.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Automaticȱdestabilizingȱpoliciesȱwouldȱtendȱto
A) negateȱinflationȱandȱstimulateȱexpansion.
B) promoteȱtheȱnationȇsȱexports.
C) reinforceȱinflationaryȱpressuresȱandȱdeepenȱrecessionaryȱconditions.
D) decreaseȱtheȱnationȇsȱimports.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) TheȱenactedȱGramm-Rudman-HollingsȱActȱwouldȱtendȱtoȱhaveȱan
A) automaticȱstabilizingȱimpactȱuponȱtheȱeconomy.
B) automaticȱdestabilizingȱimpactȱuponȱtheȱeconomy.
C) overallȱneutralȱimpactȱuponȱtheȱeconomy.
D) overallȱpositiveȱimpactȱuponȱtheȱeconomyȱduringȱanyȱstageȱofȱaȱbusinessȱcycle.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking
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22) AȱConstitutionalȱamendmentȱrequiringȱthatȱtheȱfederalȱgovernmentȱbudgetȱbeȱbalanced
annuallyȱwouldȱhave

A) anȱautomaticȱstabilizingȱimpactȱuponȱtheȱeconomy.
B) anȱautomaticȱdestabilizingȱimpactȱuponȱtheȱeconomy.
C) overallȱneutralȱimpactȱuponȱtheȱeconomy.
D) overallȱpositiveȱimpactȱuponȱtheȱeconomyȱduringȱanyȱstageȱofȱaȱbusinessȱcycle.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Whileȱtargetingȱtheȱdeficit,ȱwhichȱofȱtheȱfollowingȱisȱlikelyȱtoȱoccurȱafterȱaȱpositiveȱaggregate
demandȱshock?

A) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
B) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
C) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
D) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�

Answer: D
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

24) Whileȱtargetingȱtheȱdeficit,ȱwhichȱofȱtheȱfollowingȱisȱlikelyȱtoȱoccurȱafterȱaȱnegativeȱaggregate
demandȱshock?

A) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
B) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
C) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�
D) AD�ȱ�ȱY� �ȱT�ȱ�ȱdeficit� � ȱG� � ȱAD� � Y�

Answer: A
Diff:ȱ3
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

25) Withoutȱtargetingȱtheȱdeficit,ȱwhichȱofȱtheȱfollowingȱisȱlikelyȱtoȱoccurȱafterȱaȱnegative
aggregateȱdemandȱshock?

A) Y�ȱ�ȱT�ȱ�ȱdeficit�ȱ�ȱG�ȱ� AD� � Y� B) Y� � T� � deficit�
C) Y�ȱ�ȱT�ȱ�ȱdeficit�ȱ�ȱG�ȱ� AD� � Y� D) Y� � T� � deficit�

Answer: B
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills
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26) Theȱadverseȱimpactȱofȱaȱnegativeȱaggregateȱdemandȱshockȱisȱreducedȱwhenȱtheȱgovernment
doesȱnotȱtargetȱtheȱdeficitȱbecause

A) targetingȱtheȱdeficitȱcausesȱfurtherȱnegativeȱaggregateȱdemandȱshocks.
B) negativeȱaggregateȱdemandȱshocksȱdoȱnotȱaffectȱtheȱdeficit.
C) theȱeconomyȱisȱalwaysȱproducingȱpotentialȱoutput.
D) notȱtargetingȱtheȱdeficitȱcausesȱpositiveȱaggregateȱdemandȱshocks.

Answer: A
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

27) Stagflationȱisȱanȱeconomicȱconditionȱcharacterizedȱby
A) highȱinflationȱandȱlowȱunemployment.
B) highȱinflationȱandȱhighȱunemployment.
C) lowȱinflationȱandȱlowȱunemployment.
D) lowȱinflationȱandȱhighȱunemployment.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Definition

28) TheȱFederalȱReserveȱisȱlikelyȱtoȱ________ȱtheȱmoneyȱsupplyȱduringȱperiodsȱofȱ________.
A) increase;ȱlowȱinflation.
B) decrease;ȱmoderateȱexpansionȱwithȱlowȱinflation.
C) decrease;ȱlowȱoutputȱandȱlowȱinflation.
D) increase;ȱexcessiveȱexpansionȱandȱlowȱinflation.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) TheȱFederalȱReserveȱisȱlikelyȱtoȱincreaseȱtheȱmoneyȱsupplyȱduring
A) aȱperiodȱofȱexcessȱcapacity. B) aȱperiodȱofȱhighȱinflation.
C) aȱperiodȱofȱhighȱeconomicȱgrowth. D) aȱperiodȱofȱexcessȱexpansion.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) AȱmeasureȱofȱhowȱtheȱgovernmentȱdeficitȱchangesȱinȱresponseȱtoȱaȱchangeȱinȱtheȱnationȇsȱGDP
isȱcalled

A) aȱdeficitȱresponseȱindex. B) aȱmultiplierȱeffect.
C) aȱdeficit-reductionȱindex. D) aȱpolicyȱlag.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Definition
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31) Ifȱtheȱdeficitȱresponseȱindexȱ(DRI)ȱequalsȱ-0.5ȱandȱtheȱgovernmentȱwantsȱtoȱreduceȱtheȱdeficit
byȱ$100ȱmillion,ȱGDPȱneedsȱto

A) increaseȱbyȱ$500ȱmillion. B) increaseȱbyȱ$200ȱmillion.
C) decreasesȱbyȱ$50ȱmillion. D) increaseȱbyȱ$150ȱmillion.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

32) Ifȱtheȱdeficitȱresponseȱindexȱ(DRI)ȱequalsȱ-0.2ȱandȱtheȱgovernmentȱwantsȱtoȱreduceȱtheȱdeficit
byȱ$30ȱbillion,ȱGDPȱneedsȱto

A) increaseȱbyȱ$150ȱbillion. B) increaseȱbyȱ$60ȱbillion.
C) increaseȱbyȱ$600ȱbillion. D) decreaseȱbyȱ$15ȱbillion.

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

33) Anȱincreaseȱinȱconsumerȱorȱinvestmentȱspendingȱisȱcalledȱa
A) negativeȱdemandȱshock. B) automaticȱstabilizer.
C) nonautomaticȱstabilizer. D) positiveȱdemandȱshock.

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) Theȱeconomicȱimpactȱofȱ________ȱduringȱexpansionaryȱperiodsȱisȱtoȱmoderateȱgrowth.
A) implementationȱlags B) positiveȱdemandȱshocks
C) automaticȱstabilizers D) taxȱcuts

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Theȱeconomicȱimpactȱofȱautomaticȱstabilizersȱduringȱrecessionaryȱperiodsȱisȱto
A) haveȱnoȱimpactȱonȱtheȱrecession. B) moderateȱtheȱrecession.
C) makeȱtheȱrecessionȱworse. D) increaseȱtaxes.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking
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36) Theȱeconomicȱimpactȱofȱautomaticȱstabilizersȱduringȱinflationaryȱperiodsȱisȱto
A) accelerateȱinflationaryȱpressures. B) increaseȱexports.
C) haveȱnoȱimpactȱonȱinflation. D) moderateȱinflationaryȱpressures.

Answer: D
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Theȱeconomicȱimpactȱofȱ________ȱduringȱrecessionaryȱperiodsȱisȱtoȱdecreaseȱtaxes.
A) negativeȱdemandȱshocks B) automaticȱstabilizers
C) recognitionȱlags D) increasingȱtheȱreserveȱrate

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Theȱeconomicȱimpactȱofȱautomaticȱstabilizersȱduringȱrecessionaryȱperiodsȱisȱto
A) increaseȱunemployment. B) increaseȱtaxes.
C) increaseȱgovernmentȱspending. D) decreaseȱmoneyȱgrowth.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Governmentȱspendingȱrisingȱduringȱaȱrecessionȱisȱanȱexampleȱof
A) anȱautomaticȱdestabilizer. B) anȱautomaticȱstabilizer.
C) discretionaryȱeconomicȱpolicy. D) policyȱlags.

Answer: B
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) Anȱexampleȱofȱautomaticȱstabilizersȱis
A) governmentȱspendingȱrisingȱinȱaȱrecession.
B) taxesȱrisingȱinȱaȱrecession.
C) taxesȱfallingȱinȱanȱexpansion.
D) allȱofȱtheȱabove

Answer: A
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking
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41) Anȱexampleȱofȱautomaticȱstabilizersȱis
A) governmentȱspendingȱrisingȱduringȱanȱexpansion.
B) governmentȱspendingȱfallingȱduringȱaȱrecession.
C) taxesȱrisingȱinȱanȱexpansion.
D) deficitȱtargeting.

Answer: C
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱbudgetȱdeficitȱdecreasesȱduringȱeconomicȱboomsȱandȱincreasesȱduringȱrecessions.
Answer: TRUE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱnationȇsȱtotalȱfederalȱdebtȱrepresentsȱtheȱtotalȱofȱallȱaccumulatedȱdeficitsȱminusȱsurpluses
overȱtime.
Answer: TRUE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Definition

3) TheȱlegislativeȱintentȱofȱtheȱGramm-Rudman-HollingsȱActȱwasȱtoȱincreaseȱtheȱnationȇs
spendingȱonȱpublicȱtransfers.
Answer: FALSE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

4) TheȱOmnibusȱBudgetȱReconciliationȱActȱofȱ1993ȱsoughtȱtoȱsharplyȱincreaseȱgovernment
spendingȱforȱhealthȱcareȱreformȱandȱreduceȱtaxes.
Answer: FALSE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Fact

5) Theȱdeficitȱresponseȱindexȱ(DRI)ȱmeasuresȱtheȱchangeȱinȱtheȱbudgetȱdeficitȱinȱresponseȱto
changesȱinȱtheȱnationȇsȱGDP.
Answer: TRUE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Definition
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6) Aȱnegativeȱdemandȱshockȱincreasesȱconsumerȱandȱinvestmentȱspendingȱandȱtendsȱtoȱincrease
theȱbudgetȱdeficit.
Answer: FALSE
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Theȱbudgetȱdeficitȱdecreasesȱduringȱeconomicȱboomsȱandȱincreasesȱduringȱrecessions.
Answer: TRUE
Diff:ȱ1
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Discretionaryȱgovernmentȱpolicyȱȱensuresȱtheȱstabilizationȱofȱtheȱeconomy.
Answer: FALSE
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Ifȱtheȱdeficitȱresponseȱindexȱisȱ-.25ȱandȱtheȱgovernmentȱspendingȱmultiplierȱisȱ4,ȱthenȱaȱȱ$20
billionȱreductionȱinȱgovernmentȱspendingȱwouldȱnotȱchangeȱtheȱgovernmentȱbudgetȱdeficit.
Answer: TRUE
Diff:ȱ2
Topic: FiscalȱPolicy:ȱDeficitȱTargeting
Skill: Analytic
AACSB: AnalyticȱSkills

15.3 TheȱStockȱMarketȱandȱtheȱEconomy

1 MultipleȱChoice

1) Aȱfirmȱissuesȱbondsȱto
A) borrowȱmoney. B) earnȱaȱȱreturn.
C) lendȱmoney. D) influenceȱmonetaryȱpolicy.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱfirmȱmightȱissueȱstockȱto
A) financeȱaȱcapitalȱproject. B) decreaseȱtheȱnumberȱofȱowners.
C) toȱincreaseȱitsȱdebt. D) employȱmoreȱpeople.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱbondȱis
A) aȱshareȱofȱownershipȱinȱaȱcompany.
B) aȱdocumentȱthatȱformallyȱpromisesȱtoȱrepayȱaȱloan.
C) aȱpromiseȱtoȱpayȱaȱdividend.
D) aȱnon-contingentȱpayment.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

4) Ifȱinterestȱratesȱrise,ȱthen
A) theȱvalueȱofȱbondsȱfall. B) theȱvalueȱofȱbondsȱrise.
C) theȱinterestȱpaymentȱbondsȱrises. D) theȱinterestȱpaymentȱonȱbondsȱfalls.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱinterestȱratesȱfall,ȱthen
A) theȱpriceȱofȱfixed-incomeȱsecuritiesȱfall.
B) theȱpriceȱofȱfixed-incomeȱsecuritiesȱrise.
C) theȱcouponȱonȱbondsȱfall.
D) theȱcouponȱonȱbondsȱrise.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Interestȱratesȱandȱbondȱpricesȱare
A) positivelyȱrelated. B) negativelyȱrelated.
C) unrelated. D) fixed.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Theȱfaceȱvalueȱofȱaȱbondȱis
A) whatȱtheȱissuerȱagreesȱtoȱpay.
B) theȱamountȱtheȱissuerȱborrows.
C) theȱinterestȱpaymentȱonȱtheȱbond.
D) theȱamountȱofȱtheȱdividendȱatȱmaturity.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition
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8) FirmsȱcanȱfinanceȱcapitalȱspendingȱbyȱdoingȱallȱofȱtheȱfollowingȱEXCEPT
A) sellingȱstockȱinȱtheȱcompany. B) issuingȱbonds.
C) borrowingȱfromȱaȱbank. D) payingȱdividends.

Answer: D
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Theȱmaturityȱdateȱofȱaȱbondȱis
A) theȱdateȱtheȱbondȱholderȱhasȱheldȱtheȱbondȱlongȱenoughȱtoȱgetȱinterest.
B) theȱdateȱtheȱborrowerȱpromisesȱtoȱpayȱtheȱfaceȱvalueȱtoȱtheȱlender.
C) theȱdateȱtheȱfirstȱinterestȱpaymentȱisȱdue.
D) theȱendȱofȱeachȱperiod.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

10) Whenȱinterestȱratesȱrise,
A) bondȱholdersȱsufferȱaȱloss. B) bondȱissuersȱreceiveȱaȱgain.
C) bondȱbrokersȱreceiveȱaȱcommission. D) shareholdersȱgain.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Toȱfinanceȱaȱcapitalȱexpenditureȱaȱfirmȱcan,
A) buyȱbonds. B) engageȱinȱmonetaryȱpolicy.
C) sellȱstockȱinȱtheȱcompany. D) allȱofȱtheȱabove

Answer: C
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Amongȱtheȱfactorsȱthatȱdetermineȱtheȱpriceȱofȱaȱshareȱofȱstockȱinȱaȱfirmȱis
A) expectedȱdividends.
B) theȱnumberȱofȱworkersȱtheȱfirmȱhas.
C) theȱnumberȱofȱyearsȱtheȱfirmȱhasȱexisted.
D) theȱtimeȱtoȱmaturityȱofȱaȱbond.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13) Theȱcouponȱrateȱonȱaȱbondȱis
A) theȱrateȱofȱreturnȱcalculatedȱasȱtheȱcouponȱdividedȱbyȱtheȱfaceȱvalue.
B) theȱrateȱofȱreturnȱcalculatedȱasȱtheȱcouponȱdividedȱbyȱtheȱmarketȱvalue.
C) theȱrateȱofȱreturnȱcalculatedȱasȱtheȱcouponȱrateȱdividedȱbyȱtheȱmaturityȱdate.
D) theȱrateȱofȱreturnȱcalculatedȱasȱtheȱcouponȱrateȱdividedȱbyȱexpectȱfutureȱearnings.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

14) Aȱbondȱisȱalsoȱcalledȱaȱfixed-incomeȱsecurityȱbecauseȱits
A) faceȱvalueȱdoesȱnotȱchange. B) itsȱmarketȱvalueȱdoesȱnotȱchange.
C) couponȱpaymentȱdoesȱnotȱchange. D) itȱisȱdiscounted.

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Whenȱaȱbondȱmatures,ȱtheȱissuerȱmustȱpayȱtheȱbondholder
A) theȱlastȱcouponȱpayment.
B) theȱlastȱdividend.
C) theȱfaceȱvalue.
D) theȱfaceȱvalueȱplusȱtheȱlastȱcouponȱpayment.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Eachȱperiodȱtheȱbondȱissuerȱpaysȱtheȱbondȱholderȱthe
A) coupon. B) faceȱvalue. C) marketȱvalue. D) dividend.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

17) Ifȱtheȱriskȱassociatedȱwithȱaȱcompanyȱgoesȱup,ȱyouȱwouldȱexpectȱtheȱpriceȱofȱitsȱstockȱto
A) rise. B) fall. C) beȱunaffected. D) fallȱtoȱzero.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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18) Ifȱtheȱexpectedȱfutureȱearningsȱȱofȱaȱcompanyȱgoesȱup,ȱyouȱwouldȱexpectȱtheȱpriceȱofȱitsȱstock
to

A) rise. B) fall. C) beȱunaffected. D) fallȱtoȱzero.
Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Ifȱtheȱinterestȱrateȱfalls,ȱyouȱwouldȱexpectȱtheȱpriceȱofȱanyȱstockȱto
A) rise. B) fall. C) beȱunaffected. D) fallȱtoȱzero.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Youȱwouldȱexpectȱtheȱpriceȱofȱaȱshareȱofȱstockȱtoȱriseȱif
A) theȱexpectedȱdividendȱofȱtheȱstockȱrose. B) theȱeconomyȱwentȱintoȱrecession.
C) theȱpriceȱlevelȱwasȱdeclining. D) interestȱratesȱrise.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Oneȱwouldȱexpectȱtheȱpriceȱofȱaȱshareȱofȱstockȱtoȱfallȱif
A) theȱinterestȱrateȱrises.
B) expectedȱdividendsȱpaidȱonȱtheȱstockȱrise.
C) theȱriskȱofȱtheȱbusinessȱfalls.
D) theȱeconomyȱexpands.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Dividends
A) mustȱbeȱpaidȱannually.
B) areȱaȱreturnȱonȱtheȱmoneyȱriskedȱonȱaȱshareȱofȱstock.
C) areȱsetȱbyȱtheȱSecuritiesȱandȱExchangeȱcommission.
D) areȱguaranteed.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

477



23) Aȱcapitalȱgainȱis
A) whenȱyouȱcanȱsellȱanȱassetȱforȱmoreȱthanȱyouȱpaidȱforȱit.
B) whenȱyouȱincreaseȱtheȱplantȱandȱequipmentȱyouȱown.
C) whenȱyourȱdividendsȱrise.
D) whenȱyourȱcouponȱpaymentȱrises.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Aȱshareȱofȱstock
A) isȱaȱfractionalȱownershipȱofȱtheȱfirm.
B) givesȱtheȱownerȱwithȱotherȱownersȱtheȱrightȱtoȱpickȱtheȱmanagementȱofȱtheȱcompany.
C) doesȱnotȱpromiseȱaȱfixedȱannualȱpayment.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) Theȱbondȱissuerȱis
A) theȱfirmȱwhoȱisȱborrowingȱtheȱmoney.
B) theȱpersonȱwhoȱisȱlendingȱtheȱmoney.
C) theȱinstitutionȱthatȱinsuresȱtheȱbond.
D) theȱinstitutionȱthatȱbrokersȱtheȱsaleȱofȱtheȱbonds.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

26) Theȱbondholderȱis
A) theȱpersonȱwhoȱloanedȱtheȱmoneyȱtoȱtheȱbondȱissuer.
B) theȱpersonȱwhoȱborrowedȱtheȱmoney.
C) theȱinstitutionȱthatȱbrokersȱtheȱsaleȱofȱtheȱbondȱfromȱtheȱlenderȱtoȱtheȱborrower.
D) theȱinstitutionȱthatȱinsuresȱbonds.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

27) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE
A) Interestȱratesȱandȱbondȱpricesȱareȱinverselyȱrelated.
B) Theȱfaceȱvalueȱofȱaȱbondȱmustȱbeȱpaidȱbackȱatȱitsȱmaturityȱdate.
C) Theȱcouponȱrateȱofȱaȱbondȱchangesȱwithȱtheȱinterestȱrate.
D) Theȱcouponȱisȱpaidȱtoȱtheȱbondholderȱeachȱperiod.

Answer: C
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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28) Ifȱyouȱbuyȱaȱ$2,000ȱoneȱyearȱbondȱwithȱaȱ$100ȱcouponȱandȱtheȱinterestȱrateȱgoesȱup
immediately,ȱthenȱyouȱwouldȱexpectȱto

A) receiveȱaȱcapitalȱgain. B) sufferȱaȱcapitalȱloss.
C) receiveȱaȱcapitalȱflow. D) sufferȱaȱcapitalȱoutflow.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Ifȱaȱ$5,000ȱbondȱhasȱaȱ5%ȱcouponȱrate,ȱthenȱtheȱcouponȱpaymentȱeachȱperiodȱis
A) $50. B) $250. C) $1,000. D) $5,000.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

30) Ifȱyouȱbuyȱaȱ$5,000ȱoneȱyearȱbondȱwithȱaȱ$200ȱcouponȱandȱtheȱinterestȱrateȱgoesȱdown
immediately,ȱthenȱyouȱwouldȱexpectȱto

A) receiveȱaȱcapitalȱgain. B) sufferȱaȱcapitalȱloss.
C) receiveȱaȱcapitalȱflow. D) sufferȱaȱcapitalȱoutflow.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Ifȱaȱ$1,000ȱbondȱhasȱaȱ5%ȱcouponȱrate,ȱthenȱtheȱcouponȱpaymentȱeachȱperiodȱis
A) $5. B) $50. C) $5000. D) $1,000.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

32) TheȱStandardȱandȱPoorȇsȱ500ȱindexȱis
A) anȱindexȱofȱaȱbasketȱofȱconsumerȱgoodȱpurchasedȱbyȱtheȱtypicalȱconsumer.
B) anȱindexȱbasedȱonȱtheȱstockȱpricesȱofȱ30ȱactivelyȱtradedȱlargeȱcompanies.
C) anȱindexȱbasedȱonȱtheȱ500ȱlargestȱfirmsȱtradedȱinȱtheȱthreeȱbiggestȱstockȱmarkets.
D) anȱindexȱofȱ5,000ȱcompaniesȱtradedȱonȱtheȱnationalȱassociationȱofȱsecuritiesȱdealers

automaticȱquotationȱsystem.
Answer: C
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact
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33) TheȱDow-JonesȱIndustrialȱAverageȱindexȱisȱallȱofȱtheȱfollowingȱEXCEPT
A) anȱindexȱbasedȱonȱ30ȱactivelyȱtradedȱlargeȱcompaniesȱonȱtheȱNewȱYorkȱStockȱExchange.
B) theȱmostȱwidelyȱfollowedȱU.S.ȱstockȱindex.
C) theȱoldestȱU.S.ȱstockȱindex.
D) representativeȱofȱtheȱU.S.ȱeconomy.

Answer: D
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

34) Ifȱyouȱthinkȱtheȱpriceȱofȱaȱshareȱofȱstockȱreflectsȱitsȱtrueȱvalue,ȱbutȱyouȱbuyȱitȱanywayȱbecause
youȱexpectȱtoȱbeȱableȱtoȱsellȱitȱlaterȱatȱaȱhigherȱprice,ȱthenȱyouȱareȱparticipatingȱin

A) aȱstockȱmarketȱpriceȱbubble. B) insiderȱtrading.
C) hedging. D) fraud.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Ifȱaȱshareȱofȱstockȱisȱcorrectlyȱvaluedȱtoday,ȱaȱbubbleȱinȱtheȱstockȱmarketȱisȱwhenȱyouȱpurchase
aȱstockȱbecause

A) youȱexpectȱfutureȱdividendsȱtoȱrise.
B) youȱexpectȱinterestȱratesȱtoȱfall.
C) youȱexpectȱotherȱpeopleȱwillȱbeȱwillingȱtoȱpayȱmoreȱforȱtheȱstockȱinȱtheȱfuture.
D) youȱexpectȱinterestȱratesȱtoȱrise.

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) Theȱrightȱtoȱnameȱtheȱboardȱofȱdirectorsȱofȱaȱcorporationȱbelongsȱtoȱits
A) employees. B) stockȱholders.
C) bondȱholders. D) allȱofȱtheȱabove

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Theȱownersȱofȱaȱcompanyȱareȱitȇs
A) bondȱholders. B) employees. C) stockholders. D) AȱandȱC

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition
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38) TheȱgeneralȱtrendȱinȱtheȱS&Pȱ500ȱstockȱindexȱsinceȱ1948ȱhasȱbeen
A) flat.
B) increasing.
C) decreasing
D) thereȱhasȱbeenȱnoȱtrendȱbutȱitȱhasȱbeenȱveryȱvolatile.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

39) Fromȱ1995ȱtoȱ2000ȱtheȱstockȱmarketȱasȱmeasuredȱbyȱtheȱS&Pȱ500ȱindex
A) bustȱaȱbubble. B) hadȱaȱrecordȱboom.
C) declinedȱinȱrealȱterms. D) wasȱflat.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

40) Whichȱofȱtheȱfollowingȱchancesȱhasȱtheȱbiggestȱexpectedȱreturn
A) aȱ50%ȱchanceȱofȱwinningȱ$1,600ȱandȱaȱ50%ȱchanceȱofȱwinningȱ$0.
B) aȱ100%ȱchanceȱofȱgettingȱ$800.
C) aȱ50%ȱchanceȱofȱwinningȱ$1,600,ȱȱ25%ȱchanceȱofȱwinningȱ$3,200ȱandȱaȱ25%ȱchanceȱof

losingȱ$3,200.
D) Allȱofȱtheȱaboveȱhaveȱtheȱsameȱexpectedȱreturn.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

41) Whichȱofȱtheȱfollowingȱchancesȱhasȱtheȱbiggestȱexpectedȱreturn
A) aȱ60%ȱchanceȱofȱwinningȱ$2,400ȱandȱaȱ40%ȱchanceȱofȱwinningȱ$0.
B) aȱ100%ȱchanceȱofȱgettingȱ$1,200.
C) aȱ50%ȱchanceȱofȱwinningȱ$1,200,ȱȱ20%ȱchanceȱofȱwinningȱ$2,400ȱandȱaȱ30%ȱchanceȱof

losingȱ$2,400.
D) Allȱofȱtheȱaboveȱhaveȱtheȱsameȱexpectedȱreturn.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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42) Whichȱofȱtheȱfollowingȱchancesȱhasȱtheȱbiggestȱexpectedȱreturn
A) aȱ40%ȱchanceȱofȱwinningȱ$200ȱandȱaȱ60%ȱchanceȱofȱwinningȱ$0.
B) aȱ100%ȱchanceȱofȱgettingȱ$100.
C) aȱ50%ȱchanceȱofȱwinningȱ$200,ȱȱ30%ȱchanceȱofȱwinningȱ$400ȱandȱaȱ20%ȱchanceȱofȱlosing

$400.
D) Allȱofȱtheȱaboveȱhaveȱtheȱsameȱexpectedȱreturn.

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

43) Aȱpersonȱwhoȱstronglyȱwishesȱtoȱavoidȱriskȱwouldȱpickȱwhichȱofȱtheȱfollowingȱchoices?
A) aȱ50%ȱchanceȱofȱwinningȱ$750ȱorȱaȱ50%ȱchanceȱofȱwinningȱ$0.
B) aȱ100%ȱofȱgettingȱ$375.
C) aȱ50%ȱchanceȱofȱgettingȱ$750,ȱȱ25%ȱchanceȱofȱgettingȱ&1,500ȱandȱaȱ25%ȱchanceȱofȱlosing

$1,500.
D) Allȱofȱtheȱaboveȱareȱequalȱtoȱaȱpersonȱwhoȱwishesȱtoȱavoidȱrisk.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

44) Ifȱinterestȱratesȱareȱpositive,ȱwhichȱofȱtheȱfollowingȱhasȱtheȱhighestȱcurrentȱvalue
A) $350ȱaȱyearȱfromȱnow.
B) $350ȱnow.
C) $350ȱtwoȱyearsȱfromȱnow.
D) Allȱofȱtheȱaboveȱhaveȱtheȱsameȱcurrentȱvalue.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

45) Ifȱinterestȱratesȱareȱpositive,ȱȱoneȱdollarȱtoȱdayȱisȱworth
A) moreȱthanȱaȱdollarȱaȱyearȱfromȱnow. B) lessȱthanȱaȱdollarȱaȱyearȱfromȱnow.
C) theȱsameȱasȱaȱdollarȱaȱyearȱfromȱnow. D) nothing.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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46) Aȱboomȱinȱtheȱstockȱmarketȱaffectsȱtheȱeconomyȱbecause
A) wealthȱofȱhouseholdsȱgrowȱasȱtheȱstockȱmarketȱbooms.
B) brokersȱmakeȱaȱlotȱofȱmoney.
C) theȱFEDȱfeelsȱitȱcanȱincreaseȱtheȱmoneyȱsupplyȱwithoutȱworry.
D) theȱstockȱmarketȱboomȱtakesȱpressureȱoffȱsocialȱsecurity.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

47) Aȱboomȱinȱtheȱstockȱmarketȱaffectsȱtheȱeconomyȱbecause
A) firmsȱinvestȱmoreȱasȱdemandȱgrows.
B) consumersȱconsumeȱmoreȱasȱstockȱpricesȱincrease.
C) wealthȱofȱconsumersȱgrowsȱasȱstockȱpricesȱincrease.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

48) Aȱboomȱinȱtheȱstockȱmarketȱaffectsȱtheȱeconomyȱbecause
A) firmsȱinvestȱmoreȱasȱdemandȱgrows.
B) consumersȱconsumeȱlessȱwithȱtheirȱmoneyȱtiedȱupȱinȱassets.
C) theȱstockȱmarketȱcausesȱtheȱmoneyȱsupplyȱtoȱrise.
D) interestȱratesȱfall.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

49) Theȱboomȱinȱtheȱeconomyȱinȱtheȱlateȱ1990sȱwasȱfueledȱby
A) theȱClintonȱfederalȱtaxȱincrease. B) theȱboomȱinȱtheȱstockȱmarket.
C) reductionsȱinȱgovernmentȱspending. D) fallingȱprices.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

50) Theȱsavingȱrateȱisȱlowerȱduringȱaȱstockȱmarketȱboomȱbecause
A) peopleȱareȱunsureȱaboutȱtheȱeconomy.
B) wealthȱisȱincreasingȱbyȱstocksȱrising,ȱsoȱpeopleȱfeelȱlessȱofȱaȱneedȱtoȱsave.
C) peopleȱcanȱnotȱsaveȱasȱmuchȱwhenȱtheyȱareȱbuyingȱstocks.
D) dividendsȱfall.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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51) TheȱP/Eȱofȱaȱstockȱis
A) itsȱpriceȱdividedȱbyȱitsȱdividend.
B) itsȱpriceȱdividedȱbyȱitsȱretainedȱearnings.
C) itsȱpriceȱdividedȱbyȱitsȱrisk.
D) itsȱpriceȱdivideȱbyȱitȱmostȱrecentlyȱreportedȱearningsȱexpressedȱannually.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Definition

52) Ifȱyouȱownedȱaȱbondȱandȱinterestȱratesȱfell,ȱyouȱwouldȱget
A) aȱcapitalȱgain. B) aȱcapitalȱloss.
C) aȱhigherȱcouponȱpayment. D) aȱlowerȱcouponȱpayment.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

53) Ifȱyouȱownȱaȱshareȱofȱstockȱinȱaȱcompanyȱandȱtheȱriskȱassociatedȱwithȱitsȱbusinessȱrisesȱȱyou
wouldȱexpect

A) aȱcapitalȱgain. B) aȱcapitalȱloss.
C) aȱhigherȱdividend. D) aȱbubble.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

54) Theȱvalueȱofȱaȱ$1,000ȱpaymentȱisȱhighestȱifȱyouȱreceiveȱthatȱpayment
A) inȱoneȱyear. B) inȱtwoȱyears. C) inȱthreeȱyears. D) inȱfourȱyears.

Answer: A
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

55) Risingȱstockȱpricesȱincreaseȱinvestmentȱbecause
A) theȱrisingȱpricesȱincreaseȱfirmȱprofitsȱandȱmakeȱinvestmentȱoutȱofȱretainedȱearnings

easier.
B) firmsȱcanȱraiseȱmoreȱmoneyȱperȱshareȱofȱstockȱsold.
C) risingȱstockȱpricesȱguaranteeȱanȱincreasedȱlevelȱofȱretainedȱearnings.
D) interestȱratesȱareȱlower.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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56) Aȱ$1.00ȱchangeȱinȱtheȱvalueȱofȱstocksȱchangesȱconsumptionȱandȱinvestmentȱbyȱabout
A) $1.10. B) $1.00. C) $.10. D) $.04.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

57) Theȱeconomicȱexpansionȱinȱtheȱsecondȱhalfȱofȱtheȱ1990sȱwas
A) heldȱbackȱbyȱtheȱstockȱmarketȱboom.
B) fueledȱbyȱtheȱstockȱmarketȱboom.
C) wasȱunrelatedȱtoȱtheȱstockȱmarketȱboom.
D) delayedȱbyȱtheȱstockȱmarketȱboom.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

58) Theȱstockȱmarketȱboomȱbetweenȱ1995ȱandȱ2000ȱcausedȱtheȱeconomyȱto
A) boom. B) goȱintoȱrecession.
C) goȱintoȱdepression. D) sufferȱaȱhyper-inflation.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

59) Whenȱthereȱisȱaȱstockȱmarketȱcrash
A) wealthȱandȱconsumptionȱrise. B) wealthȱrisesȱandȱconsumptionȱfalls.
C) wealthȱfallsȱandȱconsumptionȱrises. D) wealthȱandȱconsumptionȱfall.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

60) Whenȱthereȱisȱaȱstockȱmarketȱboom
A) wealthȱandȱinvestmentȱrise. B) wealthȱrisesȱandȱinvestmentȱfalls.
C) wealthȱfallsȱandȱinvestmentȱrises. D) wealthȱandȱinvestmentȱfall.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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61) Whenȱthereȱisȱaȱstockȱmarketȱcrash
A) consumptionȱandȱinvestmentȱrise.
B) consumptionȱrisesȱandȱinvestmentȱfalls.
C) consumptionȱfallsȱandȱinvestmentȱrises.
D) consumptionȱandȱinvestmentȱfall.

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

62) Whenȱthereȱisȱaȱrunȱupȱinȱstockȱprices
A) savingȱincreases. B) investmentȱincreases.
C) inflationȱincreases. D) interestȱratesȱdecrease.

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

63) Ifȱtheȱstockȱmarketȱcrashes,ȱthenȱtheȱeconomyȱmust
A) boom. B) goȱintoȱdepression.
C) goȱintoȱaȱrecession. D) cannotȱbeȱdetermined

Answer: D
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

64) AȱstockȱmarketȱboomȱdecreasesȱtheȱFederalȱbudgetȱdeficitȱorȱincreasesȱtheȱFederalȱbudget
surplusȱbecause

A) aȱstockȱmarketȱboomȱincreasesȱuncertainty.
B) aȱstockȱmarketȱboomȱincreasesȱfederalȱspendingȱonȱsupervisionȱofȱtheȱfinancialȱmarkets.
C) aȱstockȱmarketȱboomȱincreasesȱfederalȱtaxȱreceipts.
D) interestȱratesȱareȱlower.

Answer: C
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

65) Aȱstockȱmarketȱboomȱreducesȱsavingȱbecause
A) itȱreducesȱconsumerȱwealth.
B) itȱmakesȱsavingȱmoreȱrisky.
C) savingȱincreasesȱthroughȱstockȱpricesȱrisingȱsoȱpeopleȱfeelȱlessȱofȱaȱneedȱtoȱsave.
D) interestȱratesȱrise.

Answer: C
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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66) Theȱstockȱmarketȱboomȱfromȱ1995ȱtoȱ2000ȱcausedȱtheȱeconomyȱto
A) growȱfasterȱthanȱitȱwouldȱhaveȱotherwise.
B) growȱslowerȱthanȱitȱwouldȱhaveȱotherwise.
C) sufferȱaȱrecession.
D) sufferȱaȱdepression.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

67) Accordingȱtoȱtheȱtextbook,ȱȱinȱreactionȱtoȱtheȱstockȱmarketȱboomȱofȱ1995ȱtoȱ2000,ȱtheȱFED
A) keptȱinterestȱratesȱlowerȱthanȱtheyȱwouldȱhaveȱotherwise.
B) keptȱinterestȱratesȱhigherȱthanȱtheyȱwouldȱhaveȱotherwise.
C) causedȱaȱhyper-inflation.
D) causedȱaȱdepression.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

68) TheȱFEDȱcaresȱaboutȱstockȱmarketȱpricesȱbecause
A) partȱofȱtheirȱjobȱisȱtoȱenforceȱstockȱfraudȱlaws.
B) stockȱmarketȱpricesȱaffectȱtheȱeconomyȱwhichȱtheȱFEDȱcaresȱabout.
C) theȱstockȱmarketȱindexesȱareȱaȱgoodȱmeasureȱofȱinflation.
D) moneyȱsupplyȱincreases.

Answer: B
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

69) Theȱcentralȱbankȱcaresȱaboutȱstockȱmarketȱpricesȱbecause
A) stockȱmarketȱpricesȱmeasureȱinflation.
B) ifȱstockȱmarketȱpricesȱcontract,ȱsoȱdoesȱGDP.
C) ifȱstockȱmarketȱpricesȱrise,ȱtheȱeconomyȱbecomesȱmoreȱspeculative.
D) theyȱaffectȱtheȱeconomy.

Answer: D
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

70) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ293ȱ[605]:ȱAȱstockȱbubbleȱwillȱpopȱonlyȱwhen
A) skepticalȱinvestorsȱactȱsimultaneously.
B) theȱP/Eȱratioȱdoublesȱinȱlessȱthanȱaȱyear.
C) aȱnewȱbubbleȱformsȱforȱaȱdifferentȱsetȱofȱstocks.
D) theȱbondȱmarketȱslows.

Answer: A
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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71) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ293ȱ[605]:ȱTheȱFedȱtakingȱanȱactivistȱapproachȱtoȱdeal
withȱstockȱbubblesȱwouldȱincludeȱwhichȱofȱtheȱfollowingȱactions?

A) openȱmarketȱpurchases B) interestȱrateȱincreases
C) increasedȱgovernmentȱspending D) loweringȱreserveȱrequirements

Answer: B
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Aȱbondȱisȱaȱdebtȱofȱtheȱissuer.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱbondȱholderȱisȱpartȱownerȱofȱtheȱfirm.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Aȱ$2,000ȱbondȱwithȱaȱ5%ȱcouponȱrateȱpaysȱ$100ȱeachȱperiod.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

4) Atȱtheȱdateȱofȱmaturityȱtheȱbondȱholderȱowesȱtheȱbondȱissuerȱtheȱlastȱcouponȱpaymentȱplus
theȱfaceȱvalueȱofȱtheȱbond.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Aȱstockȱisȱpartȱownershipȱinȱtheȱcompany.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Theȱfurtherȱinȱtheȱfutureȱtheȱpaymentȱtheȱmoreȱitȱwillȱbeȱdiscountedȱandȱtheȱlessȱvalueȱitȱhas
today.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

7) Ifȱinterestȱratesȱfall,ȱthenȱbondȱpricesȱrise.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Ifȱtheȱriskȱassociatedȱwithȱtheȱbusinessȱofȱaȱcompanyȱrises,ȱthenȱitsȱstockȱpriceȱwillȱrise.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Theȱbondȱholdersȱselectȱtheȱmanagementȱofȱaȱfirm.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Aȱ$100ȱbondȱtodayȱisȱalwaysȱworthȱlessȱthanȱ$100ȱaȱyearȱfromȱtoday.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

11) Theȱcouponȱisȱwhatȱtheȱbondȱholdersȱowesȱtheȱbondȱissuer.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Firmsȱusuallyȱissueȱstockȱtoȱfinanceȱtheȱdayȱtoȱdayȱoperationȱofȱtheȱcompany.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13) Corporationsȱareȱrequiredȱtoȱpayȱdividends.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Aȱstockȱbubbleȱexistsȱwhenȱtheȱpriceȱofȱaȱstockȱisȱgreaterȱthanȱtheȱdiscountedȱvalueȱofȱits
expectedȱfutureȱdividends.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Aȱstockȱbubbleȱisȱagainstȱinsiderȱtradingȱlawsȱandȱifȱyouȱparticipateȱinȱoneȱyouȱcanȱbe
arrested.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

16) Aȱstockȱmarketȱboomȱincreasesȱwealthȱandȱthusȱconsumption.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) Aȱstockȱmarketȱboomȱincreasesȱwealthȱandȱthusȱsaving.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

18) Aȱstockȱmarketȱboomȱleadsȱtoȱgreaterȱinvestmentȱbyȱfirms.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) TheȱDow-JonesȱIndustrialȱAverageȱindexȱisȱtheȱbroadestȱU.S.ȱstockȱmarketȱindex.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact
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20) TheȱStandardȱ&ȱPoorȇsȱ500ȱindexȱisȱaȱbroadȱindexȱofȱtheȱ500ȱlargestȱfirmsȱfromȱtheȱNewȱYork
StockȱExchange,ȱtheȱNASDAQȱstockȱmarketȱandȱtheȱAmericanȱStockȱExchange.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

21) Fromȱ1995ȱtoȱ2000,ȱtheȱU.S.ȱstockȱmarketȱcrashed.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Fact

22) Bondsȱareȱfixedȱincomeȱsecuritiesȱbecauseȱtheȱcouponȱpaymentȱdoesȱnotȱchangeȱwithȱinterest
rates.
Answer: TRUE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Theȱfaceȱvalueȱofȱaȱbondȱmustȱbeȱpaidȱbackȱtoȱtheȱbondholderȱeachȱperiod.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Ifȱtheȱstockȱmarketȱcrashes,ȱthenȱtheȱeconomyȱwillȱgoȱintoȱaȱrecession.
Answer: FALSE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) Ifȱtheȱstockȱmarketȱbooms,ȱsavingȱrateȱwillȱincrease.
Answer: FALSE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Ifȱtheȱstockȱmarketȱbooms,ȱinvestmentȱwillȱrise.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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27) Ifȱtheȱstockȱmarketȱcrashes,ȱconsumptionȱwillȱfall.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Theȱsavingsȱrateȱisȱlowerȱduringȱaȱstockȱmarketȱboomȱbecauseȱpeopleȇsȱwealthȱisȱrisingȱdueȱto
stockȱpricesȱrising.
Answer: TRUE
Diff:ȱ2
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Whenȱthereȱisȱaȱstockȱmarketȱboom,ȱstockholdersȱhaveȱcapitalȱlosses.
Answer: FALSE
Diff:ȱ1
Topic: TheȱStockȱMarketȱandȱtheȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ16 HouseholdȱandȱFirmȱBehaviorȱinȱthe
Macroeconomy:ȱAȱFurtherȱLook

16.1 Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions

1 MultipleȱChoice

1) Householdsȱareȱsaidȱtoȱhaveȱpositiveȱwealthȱwhen
A) theȱmarketȱvalueȱofȱtheirȱassetsȱisȱzero.
B) theȱvalueȱofȱtheirȱassetsȱisȱgreaterȱthanȱtheȱdebtsȱtheyȱowe.
C) theȱvalueȱofȱtheirȱassetsȱisȱequalȱtoȱtheȱdebtsȱtheyȱowe.
D) theȱvalueȱofȱtheirȱassetsȱisȱlessȱthanȱtheȱdebtsȱtheyȱowe.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Generallyȱspeaking,ȱwealth
A) startsȱoutȱnegative,ȱturnsȱpositive,ȱthenȱapproachesȱzeroȱnearȱtheȱendȱofȱlife.
B) startsȱoutȱpositive,ȱturnsȱnegative,ȱthenȱturnsȱpositiveȱagainȱnearȱtheȱendȱofȱlife.
C) startsȱoutȱzero,ȱturnsȱpositive,ȱthenȱturnsȱnegativeȱnearȱtheȱendȱofȱlife.
D) startsȱoutȱnegative,ȱapproachesȱzero,ȱthenȱturnsȱnegativeȱagainȱnearȱtheȱendȱofȱlife.

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱideaȱofȱtheȱ________ȱisȱthatȱpeopleȱmakeȱlifetimeȱconsumptionȱplans.
A) life-cycleȱtheoryȱofȱconsumption B) invisibleȱhand
C) lawȱofȱdemand D) classicalȱtheoryȱofȱinvestment

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱconsumeȱ________ȱtheyȱearn
duringȱtheirȱmainȱworkingȱyears.

A) moreȱthan B) lessȱthan
C) theȱsameȱas D) anȱamountȱunrelatedȱtoȱwhat

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

493



5) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱconsumeȱ________ȱtheyȱearn
duringȱtheirȱearlyȱandȱlaterȱyears.

A) moreȱthan B) lessȱthan
C) theȱsameȱas D) anȱamountȱunrelatedȱtoȱwhat

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱ________ȱduringȱtheirȱmain
workingȱyears.

A) save B) dissave
C) consumeȱmoreȱthanȱtheyȱearn D) accumulateȱnegativeȱwealth

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱdissaveȱduringȱtheir
________ȱyears.

A) mainȱworking B) early C) later D) bothȱBȱandȱC
Answer: D
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Theȱpathȱofȱconsumptionȱoverȱaȱlifetimeȱisȱlikelyȱtoȱbeȱ________ȱtheȱpathȱofȱincome.
A) muchȱmoreȱstableȱthan B) muchȱlessȱstableȱthan
C) aboutȱtheȱsameȱas D) completelyȱunrelatedȱto

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Theȱlargerȱtheȱpercentageȱofȱpeopleȱwhoȱwork,ȱtheȱ________ȱoutputȱperȱcapita.
A) higherȱtheȱpotential B) lowerȱtheȱpotential
C) higherȱtheȱactual D) lowerȱtheȱactual

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Theȱaverageȱlevelȱofȱoneȇsȱexpectedȱfutureȱincomeȱstreamȱis
A) disposableȱincome. B) permanentȱincome.
C) grossȱincome. D) taxableȱincome.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

11) Aȱmedicalȱstudentȱisȱlikelyȱtoȱconsumeȱmoreȱthanȱaȱhighȱschoolȱstudentȱbecauseȱthe
A) medicalȱstudentȱbasesȱconsumptionȱonȱcurrentȱincomeȱwhileȱtheȱhighȱschoolȱstudent

doesȱnot.
B) highȱschoolȱstudentȱbasesȱconsumptionȱonȱpermanentȱincomeȱwhileȱtheȱmedicalȱstudent

doesȱnot.
C) medicalȱstudentȇsȱpermanentȱincomeȱisȱlikelyȱhigherȱthanȱtheȱhighȱschoolȱstudentȇs

permanentȱincome.
D) medicalȱstudentȱandȱtheȱhighȱschoolȱstudentȱbothȱbaseȱconsumptionȱonȱcurrentȱincome.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Permanentȱincomeȱis
A) currentȱincome.
B) expectedȱfutureȱincome.
C) theȱaverageȱlevelȱofȱexpectedȱfutureȱincome.
D) accumulatedȱwealth.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

13) Aȱchangeȱinȱtaxȱratesȱisȱlikelyȱtoȱaffectȱindividualsȇȱbehaviorȱregardingȱconsumptionȱand
savingȱif

A) theȱchangeȱisȱforȱoneȱyearȱonly.
B) theȱchangeȱisȱnotȱtooȱbig.
C) theȱchangeȱwillȱnotȱincreaseȱtheȱbudgetȱdeficit.
D) theȱchangeȱisȱpermanent.

Answer: D
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Theȱopportunityȱcostȱofȱleisureȱwillȱriseȱif
A) theȱwageȱrateȱincreases. B) theȱwageȱrateȱdecreases.
C) nonlaborȱincomeȱincreases. D) nonlaborȱincomeȱdecreases.

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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15) Theȱsubstitutionȱeffectȱofȱaȱwageȱrateȱincreaseȱsuggestsȱthat
A) individualsȱwillȱsupplyȱmoreȱwork.
B) individualsȱwillȱsupplyȱlessȱwork.
C) individualsȱwillȱconsumeȱmoreȱleisure.
D) individualsȱwillȱsupplyȱmoreȱworkȱandȱconsumeȱmoreȱleisure.

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Theȱincomeȱeffectȱofȱaȱwageȱrateȱincreaseȱshouldȱleadȱto
A) anȱincreaseȱinȱtheȱquantityȱofȱlaborȱsuppliedȱandȱaȱdecreaseȱinȱleisure.
B) anȱincreaseȱinȱtheȱquantityȱofȱlaborȱsuppliedȱandȱanȱincreaseȱinȱleisure.
C) aȱdecreaseȱinȱquantityȱofȱlaborȱsuppliedȱandȱanȱincreaseȱinȱleisure.
D) aȱdecreaseȱinȱtheȱquantityȱofȱlaborȱsuppliedȱandȱaȱdecreaseȱinȱleisure.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

17) Ifȱtheȱincomeȱeffectȱisȱlessȱthanȱtheȱsubstitutionȱeffectȱandȱtheȱwageȱrateȱincreases,ȱindividuals
A) willȱsupplyȱmoreȱwork.
B) willȱsupplyȱlessȱwork.
C) willȱconsumeȱmoreȱleisure.
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Ifȱtheȱincomeȱeffectȱisȱgreaterȱthanȱtheȱsubstitutionȱeffect,ȱtheȱlaborȱsupplyȱcurve
A) isȱhorizontal. B) isȱvertical.
C) hasȱaȱnegativeȱslope. D) hasȱaȱpositiveȱslope.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Ifȱtheȱincomeȱeffectȱisȱequalȱtoȱtheȱsubstitutionȱeffect,ȱtheȱlaborȱsupplyȱcurve
A) isȱhorizontal. B) isȱvertical.
C) hasȱaȱnegativeȱslope. D) hasȱaȱpositiveȱslope.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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20) Mickeyȱgotȱaȱraiseȱfromȱ$14ȱanȱhourȱtoȱ$20ȱanȱhour.ȱAsȱaȱresultȱofȱtheȱwageȱincrease,ȱMickey
desiresȱtoȱworkȱmoreȱhoursȱandȱtakeȱlessȱhoursȱofȱleisure.ȱForȱMickey

A) theȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.
B) theȱincomeȱeffectȱdominatesȱtheȱsubstitutionȱeffect.
C) theȱsubstitutionȱeffectȱmustȱequalȱtheȱincomeȱeffect.
D) theȱsubstitutionȱeffectȱmustȱbeȱzero.

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

21) Carolineȇsȱhourlyȱwageȱrateȱwasȱreducedȱfromȱ$22ȱtoȱ$16.ȱAsȱaȱresultȱofȱtheȱwageȱdecrease,
Carolineȱdesiresȱtoȱworkȱmoreȱhoursȱandȱtakeȱfewerȱhoursȱofȱleisure.ȱForȱCaroline

A) theȱincomeȱeffectȱmustȱbeȱzero.
B) theȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.
C) theȱincomeȱeffectȱdominatesȱtheȱsubstitutionȱeffect.
D) theȱsubstitutionȱeffectȱmustȱequalȱtheȱincomeȱeffect.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

22) Empiricalȱevidenceȱwithȱrespectȱtoȱtheȱlaborȱsupplyȱdecisionȱsuggestsȱthat
A) theȱincomeȱeffectȱseemsȱtoȱdominateȱforȱmostȱpeople,ȱwhichȱmeansȱthatȱtheȱaggregate

laborȱsupplyȱrespondsȱnegativelyȱtoȱanȱincreaseȱinȱtheȱwageȱrate.
B) theȱsubstitutionȱeffectȱseemsȱtoȱdominateȱforȱmostȱpeople,ȱwhichȱmeansȱthatȱthe

aggregateȱlaborȱsupplyȱrespondsȱpositivelyȱtoȱanȱincreaseȱinȱtheȱwageȱrate.
C) theȱsubstitutionȱeffectȱseemsȱtoȱdominateȱforȱmostȱpeople,ȱwhichȱmeansȱthatȱthe

aggregateȱlaborȱsupplyȱrespondsȱnegativelyȱtoȱanȱincreaseȱinȱtheȱwageȱrate.
D) theȱincomeȱeffectȱseemsȱtoȱdominateȱforȱmostȱpeople,ȱwhichȱmeansȱthatȱtheȱaggregate

laborȱsupplyȱrespondsȱpositivelyȱtoȱanȱincreaseȱinȱtheȱwageȱrate.
Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

23) Ifȱtheȱwageȱrateȱfalls,ȱconsumption
A) risesȱbecauseȱtheȱincomeȱandȱsubstitutionȱeffectsȱareȱworkingȱinȱoppositeȱdirectionsȱto

changeȱconsumption.
B) fallsȱbecauseȱtheȱincomeȱandȱsubstitutionȱeffectsȱareȱbothȱworkingȱinȱtheȱsameȱdirection

toȱdecreaseȱconsumption.
C) risesȱbecauseȱtheȱincomeȱandȱsubstitutionȱeffectsȱareȱbothȱworkingȱinȱtheȱsameȱdirection

toȱincreaseȱconsumption.
D) fallsȱbecauseȱtheȱincomeȱandȱsubstitutionȱeffectsȱareȱworkingȱinȱoppositeȱdirectionsȱto

changeȱconsumption.
Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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24) Theȱwageȱrateȱthatȱisȱadjustedȱforȱchangesȱinȱtheȱpriceȱlevelȱoverȱtimeȱisȱthe
A) expectedȱfutureȱwageȱrate. B) nominalȱwageȱrate.
C) realȱwageȱrate. D) moneyȱwageȱrate.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

25) Arnoldȇsȱnominalȱwageȱincreasedȱbyȱ3%,ȱandȱtheȱpricesȱofȱgoodsȱthatȱArnoldȱbuysȱincreased
byȱ5%.ȱArnoldȇsȱrealȱwageȱhas

A) increased.
B) remainedȱconstant.
C) decreased.
D) changedȱbyȱ8%,ȱbutȱtheȱdirectionȱofȱtheȱchangeȱisȱambiguous.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Whenȱtheȱsubstitutionȱeffectȱisȱgreaterȱthanȱtheȱincomeȱeffect,ȱȱJuanitaȱwillȱnotȱsupplyȱmore
workȱif

A) theȱwageȱrateȱandȱtheȱpriceȱlevelȱincreaseȱproportionately.
B) theȱpercentageȱincreaseȱinȱtheȱpriceȱlevelȱisȱgreaterȱthanȱtheȱpercentageȱchangeȱinȱwages.
C) wagesȱareȱfallingȱfasterȱthanȱprices.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ16.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ16.1
Year WageȱRate PriceȱIndex
2006
2007
2008

$7.00
$10.00
$13.00

1.0
1.4
1.9

27) ReferȱtoȱTableȱ16.1.ȱWhatȱisȱtheȱrealȱwageȱrateȱinȱ2007ȱusingȱ2006ȱasȱtheȱbaseȱyear?
A) $9.80 B) $7.14 C) $10.00 D) $14.00

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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28) ReferȱtoȱTableȱ16.1.ȱWhatȱisȱtheȱrealȱwageȱrateȱinȱ2008ȱusingȱ2006ȱasȱtheȱbaseȱyear?
A) $8.86 B) $13.30 C) $6.84 D) $9.29

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱTableȱ16.1.ȱWhatȱisȱtheȱrealȱwageȱrateȱinȱ2008ȱusingȱ2007ȱasȱtheȱbaseȱyear?
A) $9.28 B) $17.64 C) $19.00 D) $9.58

Answer: D
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱTableȱ16.1.ȱWhatȱisȱtheȱrealȱwageȱrateȱinȱ2006ȱusingȱ2008ȱasȱtheȱbaseȱyear?
A) $6.84 B) $13.30 C) $6.00 D) $11.40

Answer: B
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

31) ReferȱtoȱTableȱ16.1.ȱFromȱ2006ȱtoȱ2008ȱnominalȱwages
A) rise. B) fall. C) stayȱtheȱsame. D) riseȱthenȱfall.

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱTableȱ16.1.ȱFromȱ2006ȱtoȱ2008ȱtheȱrealȱwage
A) rises. B) falls.
C) staysȱtheȱsame. D) risesȱthenȱfalls.

Answer: D
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

33) ReferȱtoȱTableȱ16.1.ȱFromȱ2007ȱtoȱ2008ȱtheȱrealȱwage
A) rises. B) falls.
C) staysȱtheȱsame. D) risesȱthenȱfalls.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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34) Holdingȱeverythingȱelseȱconstant,ȱtheȱmoreȱwealthȱaȱhouseholdȱhas,
A) theȱlessȱitȱwillȱconsume,ȱbothȱnowȱandȱinȱtheȱfuture.
B) theȱmoreȱitȱwillȱconsumeȱnow,ȱbutȱtheȱlessȱitȱwillȱconsumeȱinȱtheȱfuture.
C) theȱlessȱitȱwillȱconsumeȱnow,ȱbutȱtheȱmoreȱitȱwillȱconsumeȱinȱtheȱfuture.
D) theȱmoreȱitȱwillȱconsume,ȱbothȱnowȱandȱinȱtheȱfuture.

Answer: D
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱnonlaborȱincome?
A) proprietorsȇȱincome B) wages
C) inheritance D) aȱmonth-payȱbonus

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) Anȱunexpectedȱdecreaseȱinȱnonlaborȱincomeȱwillȱhaveȱ________ȱeffectȱonȱaȱhouseholdȇs
consumption.

A) anȱuncertain B) aȱnegative C) aȱpositive D) no
Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Anȱunexpectedȱdecreaseȱinȱwealthȱorȱnonlaborȱincomeȱleadsȱto
A) anȱuncertainȱeffectȱonȱlaborȱsupply. B) anȱincreaseȱinȱlaborȱsupply.
C) aȱdecreaseȱinȱlaborȱsupply. D) aȱzeroȱeffectȱonȱlaborȱsupply.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) Whichȱofȱtheȱfollowingȱcausesȱanȱindividualȱtoȱincreaseȱhis/herȱsupplyȱofȱlabor?
A) aȱdecreaseȱinȱtheȱrealȱwage B) anȱincreaseȱinȱhis/herȱwealth
C) aȱdecreaseȱinȱnonlaborȱincome D) BothȱAȱandȱCȱareȱcorrect.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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39) Aȱriseȱinȱtheȱinterestȱrate
A) decreasesȱtheȱopportunityȱcostȱofȱconsumingȱtoday.
B) increasesȱtheȱopportunityȱcostȱofȱconsumingȱinȱtheȱfuture.
C) increasesȱtheȱopportunityȱcostȱofȱconsumingȱtoday.
D) decreasesȱtheȱopportunityȱcostȱofȱconsumingȱinȱtheȱfuture.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

40) Whenȱinterestȱratesȱincrease,ȱtheȱsubstitutionȱeffectȱsuggestsȱthatȱindividualsȱwill
A) consumeȱlessȱtoday. B) saveȱlessȱtoday.
C) consumeȱlessȱinȱtheȱfuture. D) saveȱmoreȱandȱconsumeȱmoreȱtoday.

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

41) Assumeȱthatȱhouseholdsȱhaveȱpositiveȱwealth.ȱWhichȱofȱtheȱfollowingȱexplainsȱhowȱthe
incomeȱeffectȱofȱanȱinterestȱrateȱincreaseȱaffectsȱconsumption?

A) Asȱtheȱinterestȱrateȱincreases,ȱtheȱopportunityȱcostȱofȱcurrentȱconsumptionȱfalls,ȱand
thereforeȱcurrentȱconsumptionȱincreases.

B) Asȱtheȱinterestȱrateȱincreases,ȱpermanentȱincomeȱincreasesȱandȱfutureȱconsumption
increases.

C) Asȱtheȱinterestȱrateȱincreases,ȱexpectedȱfutureȱincomeȱincreasesȱandȱfutureȱconsumption
increases.

D) Asȱtheȱinterestȱrateȱincreases,ȱnonlaborȱincomeȱincreasesȱandȱcurrentȱconsumption
increases.

Answer: D
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

42) Atȱtheȱbeginningȱofȱ2008,ȱJoeyȱplannedȱtoȱbuyȱaȱnewȱiPhone,ȱLCDȱTV,ȱandȱmotorcycleȱby
borrowingȱmoney.ȱJoeyȱalreadyȱowesȱ$25,000ȱonȱotherȱloans.ȱHeȱalsoȱplannedȱtoȱbuyȱnew
clothingȱandȱDVDsȱoutȱofȱcurrentȱincome.ȱAnȱincreaseȱinȱinterestȱrates,ȱduringȱ2008,ȱwillȱmost
likely

A) causeȱJoeyȱtoȱdecideȱtoȱborrowȱlessȱmoney,ȱbutȱnotȱchangeȱwhatȱheȱplannedȱtoȱspendȱon
goodsȱpurchasedȱwithȱcurrentȱincome.

B) causeȱJoeyȱtoȱdecideȱtoȱborrowȱmoreȱmoneyȱandȱtoȱspendȱmoreȱonȱgoodsȱpurchasedȱwith
currentȱincome.

C) causeȱJoeyȱtoȱdecideȱtoȱborrowȱmoreȱmoney,ȱbutȱnotȱchangeȱwhatȱheȱplannedȱtoȱspend
onȱgoodsȱpurchasedȱwithȱcurrentȱincome.

D) causeȱJoeyȱtoȱdecideȱtoȱborrowȱlessȱmoneyȱandȱtoȱspendȱlessȱonȱgoodsȱpurchasedȱwith
currentȱincome.

Answer: D
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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43) AssumeȱthatȱBrendaȱhasȱpositiveȱwealth.ȱAsȱtheȱinterestȱrateȱdecreased,ȱBrendaȱreducedȱher
currentȱconsumption.ȱForȱBrenda,

A) theȱsubstitutionȱeffectȱofȱanȱinterestȱrateȱdecreaseȱoutweighsȱtheȱincomeȱeffect
B) theȱincomeȱeffectȱofȱanȱinterestȱrateȱdecreaseȱoutweighsȱtheȱsubstitutionȱeffect.
C) theȱsubstitutionȱeffectȱofȱanȱinterestȱrateȱincreaseȱmustȱbeȱzero.
D) theȱincomeȱeffectȱofȱanȱinterestȱrateȱdecreaseȱmustȱequalȱtheȱsubstitutionȱeffect.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

44) Ifȱanȱindividualȱisȱaȱdebtor,
A) theȱsubstitutionȱeffectȱofȱanȱinterestȱrateȱincreaseȱisȱzero.
B) theȱincomeȱeffectȱofȱanȱinterestȱrateȱincreaseȱisȱzero.
C) theȱincomeȱandȱsubstitutionȱeffectsȱofȱanȱincreaseȱinȱtheȱinterestȱrateȱworkȱinȱtheȱsame

direction.
D) theȱincomeȱandȱsubstitutionȱeffectsȱofȱanȱincreaseȱinȱtheȱinterestȱrateȱworkȱinȱopposite

directions.
Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

45) Assumeȱthatȱtheȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.ȱWhenȱtheȱgovernmentȱraises
taxȱrates,ȱafter-taxȱrealȱwageȱrates

A) fall,ȱconsumptionȱdecreases,ȱandȱlaborȱsupplyȱincreases.
B) fall,ȱconsumptionȱdecreases,ȱandȱlaborȱsupplyȱdecreases.
C) rise,ȱconsumptionȱincreases,ȱandȱlaborȱsupplyȱincreases.
D) fall,ȱconsumptionȱincreases,ȱandȱlaborȱsupplyȱdecreases.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

46) Assumeȱthatȱtheȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.ȱAnȱincreaseȱinȱboth
consumptionȱandȱlaborȱsupplyȱwouldȱresultȱfrom

A) aȱdecreaseȱinȱtaxȱrates. B) aȱdecreaseȱinȱtransferȱpayments.
C) anȱincreaseȱinȱtaxȱrates. D) anȱincreaseȱinȱtransferȱpayments.

Answer: A
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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47) Aȱdecreaseȱinȱtransferȱpaymentsȱwillȱresultȱin
A) aȱdecreaseȱinȱbothȱconsumptionȱandȱlaborȱsupply.
B) aȱdecreaseȱinȱconsumptionȱandȱanȱincreaseȱinȱlaborȱsupply.
C) anȱincreaseȱinȱconsumptionȱandȱaȱdecreaseȱinȱlaborȱsupply.
D) anȱincreaseȱinȱbothȱconsumptionȱandȱlaborȱsupply.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

48) Anȱincreaseȱinȱconsumptionȱandȱaȱdecreaseȱinȱlaborȱsupplyȱwouldȱresultȱfrom
A) anȱincreaseȱinȱtaxȱrates. B) aȱdecreaseȱinȱtransferȱpayments.
C) anȱincreaseȱinȱtransferȱpayments. D) aȱdecreaseȱinȱgovernmentȱspending.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

49) Whichȱofȱtheȱfollowingȱcausesȱanȱincreaseȱinȱlaborȱsupply?
A) whenȱwagesȱandȱtheȱpriceȱlevelȱincreaseȱproportionately
B) aȱdecreaseȱinȱincomeȱtaxȱrates
C) aȱdecreaseȱinȱtheȱgeneralȱpriceȱlevel
D) aȱdecreaseȱinȱtransferȱpayments

Answer: D
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

50) WhichȱofȱtheȱfollowingȱfactorsȱisȱNOTȱoneȱofȱtheȱdeterminantsȱofȱaȱhouseholdȇsȱbudget
constraint?

A) consumerȇsȱpreferences B) income
C) wealth D) prices

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

51) Empiricalȱdataȱsuggestȱthatȱduringȱrecessions,ȱindividualsȱreduceȱmoreȱofȱtheirȱconsumption
of

A) nondurableȱgoods. B) durableȱgoods.
C) services. D) necessities.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact
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52) Overȱtime,ȱspendingȱonȱ________ȱisȱȈsmootherȈȱthanȱspendingȱonȱ________.
A) durableȱgoods;ȱservices B) nondurableȱgoods;ȱdurableȱgoods
C) services;ȱnondurableȱgoods D) durableȱgoods;ȱservice

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

53) Whenȱyourȱincomeȱdecreases,ȱwhichȱofȱtheȱfollowingȱitemsȱareȱyouȱlikelyȱtoȱpostponeȱbuying
first?

A) healthȱinsurance B) food
C) newȱCDȱplayer D) gas

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

54) Purchasesȱofȱnewȱhousesȱareȱtheȱmostȱvolatileȱtypeȱofȱexpendituresȱbecauseȱtheyȱareȱvery
sensitiveȱtoȱ________,ȱwhichȱisȱhighlyȱvolatile.

A) theȱinterestȱrate B) disposableȱincome
C) theȱinflationȱrate D) GDP

Answer: A
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

55) Theȱhighestȱlabor-forceȱparticipationȱrateȱisȱamong
A) prime-ageȱwomen. B) prime-ageȱmen
C) prime-ageȱmenȱandȱwomen. D) non-prime-ageȱmen.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

56) Theȱunconstrainedȱsupplyȱofȱlaborȱrefersȱtoȱtheȱamountȱaȱhouseholdȱ________ȱwithinȱaȱgiven
periodȱatȱtheȱcurrentȱwageȱrateȱifȱitȱcouldȱfindȱtheȱwork.

A) wouldȱlikeȱtoȱwork B) choosesȱnotȱtoȱwork
C) isȱforcedȱtoȱwork D) actuallyȱworks

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

57) Theȱ________ȱrefersȱtoȱtheȱamountȱaȱhouseholdȱactuallyȱworksȱwithinȱaȱgivenȱperiodȱatȱthe
currentȱwageȱrate.

A) constrainedȱsupplyȱofȱlabor B) labor-forceȱparticipationȱrate
C) naturalȱrateȱofȱunemployment D) unconstrainedȱsupplyȱofȱlabor

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition
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58) Theȱlargestȱincreaseȱinȱtheȱlabor-forceȱparticipationȱrateȱsinceȱ1970ȱisȱamong
A) prime-ageȱmen. B) teenagersȱoverȱtheȱageȱofȱ16.
C) prime-ageȱwomen. D) malesȱinȱtheirȱ20s.

Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact

59) Assumeȱhouseholdsȱhaveȱpositiveȱwealth.ȱIfȱtheȱincomeȱeffectȱisȱgreaterȱthanȱtheȱsubstitution
effect,ȱaȱdecreaseȱinȱinterestȱratesȱwill

A) increaseȱsavingȱandȱdecreaseȱconsumptionȱspendingȱbyȱhouseholds.
B) decreaseȱsavingȱandȱincreaseȱconsumptionȱspendingȱbyȱhouseholds.
C) decreaseȱbothȱsavingȱandȱconsumptionȱspendingȱbyȱhouseholds.
D) increaseȱbothȱsavingȱandȱconsumptionȱspendingȱbyȱhouseholds.

Answer: A
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

60) Ifȱtheȱsubstitutionȱeffectȱisȱgreaterȱthanȱtheȱincomeȱeffect,ȱaȱdecreaseȱinȱinterestȱratesȱwill
A) increaseȱsavingȱandȱdecreaseȱconsumptionȱspendingȱbyȱhouseholds.
B) decreaseȱsavingȱandȱincreaseȱconsumptionȱspendingȱbyȱhouseholds.
C) decreaseȱbothȱsavingȱandȱconsumptionȱspendingȱbyȱhouseholds.
D) increaseȱbothȱsavingȱandȱconsumptionȱspendingȱbyȱhouseholds.

Answer: B
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

61) Monetaryȱpolicyȱisȱlessȱeffectiveȱthanȱitȱwasȱinȱtheȱpastȱbecause
A) investmentȱhasȱbecomeȱlessȱsensitiveȱtoȱinterestȱrateȱchanges.
B) theȱsubstitutionȱeffectȱofȱanȱinterestȱrateȱchangeȱonȱconsumptionȱhasȱincreased.
C) theȱincomeȱeffectȱofȱanȱinterestȱrateȱchangeȱonȱconsumptionȱhasȱincreased.
D) theȱgovernmentȱdeficitȱhasȱdecreased.

Answer: C
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Fact
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62) WhichȱofȱtheȱfollowingȱisȱTRUEȱofȱaȱchangeȱinȱnonlaborȱincome?
A) Thereȱisȱnoȱsubstitutionȱeffectȱbecauseȱaȱchangeȱinȱnonlaborȱincomeȱdoesȱnotȱchangeȱthe

trade-offȱbetweenȱworkȱandȱleisure.
B) Thereȱisȱnoȱincomeȱeffectȱbecauseȱaȱchangeȱinȱnonlaborȱincomeȱdoesȱnotȱchangeȱthe

trade-offȱbetweenȱworkȱandȱleisure.
C) Thereȱisȱnoȱsubstitutionȱeffectȱbecauseȱaȱchangeȱinȱnonlaborȱincomeȱdoesȱnotȱchangeȱa

householdȇsȱpermanentȱincome.
D) Thereȱisȱnoȱincomeȱeffectȱbecauseȱaȱchangeȱinȱnonlaborȱincomeȱdoesȱnotȱchangeȱa

householdȇsȱpermanentȱincome.
Answer: A
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

63) Theȱportionȱofȱaȱcorporationȇsȱprofitsȱthatȱtheȱfirmȱpaysȱoutȱeachȱperiodȱtoȱshareholdersȱis
knownȱas

A) capitalȱgains. B) dividends.
C) interest. D) retainedȱearnings.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

64) Anȱincreaseȱinȱdividendȱpaymentsȱwill
A) haveȱnoȱeffectȱonȱlaborȱsupply.
B) leadȱtoȱanȱincreaseȱinȱlaborȱsupply.
C) leadȱtoȱaȱdecreaseȱinȱlaborȱsupply.
D) eitherȱleadȱtoȱanȱincreaseȱorȱdecreaseȱinȱlaborȱsupplyȱdependingȱonȱtheȱrelative

magnitudeȱofȱtheȱincomeȱandȱsubstitutionȱeffects.
Answer: C
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

65) Ifȱaȱpolicymakerȱwantsȱtoȱchangeȱtaxesȱtoȱencourageȱindividualsȱtoȱincreaseȱtheirȱlaborȱsupply,
theȱpolicymakerȱshould

A) reduceȱtaxesȱbyȱaȱlump-sumȱamount.
B) increaseȱtaxesȱbyȱaȱlumpȱsum.
C) reduceȱtheȱincomeȱtaxȱratesȱthatȱindividualsȱpay.
D) increaseȱtheȱincomeȱtaxȱratesȱthatȱindividualsȱpay.

Answer: C
Diff:ȱ3
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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66) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱtransferȱpayment?
A) socialȱSecurityȱpayments B) welfareȱbenefits
C) unemploymentȱcompensation D) dividends

Answer: D
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

67) Cashȱpaymentsȱmadeȱbyȱtheȱgovernmentȱdirectlyȱtoȱhouseholdsȱare
A) dividends. B) transferȱpayments.
C) compensatingȱdifferentialȱpayments. D) nationalȱincomeȱpayments.

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

68) Aȱdecreaseȱinȱnonlaborȱincomeȱleadsȱtoȱ________ȱinȱconsumptionȱandȱ________ȱinȱlabor
supply.

A) aȱdecrease;ȱaȱdecrease B) aȱdecrease;ȱanȱincrease
C) anȱincrease;ȱaȱdecrease D) anȱincrease;ȱanȱincrease

Answer: B
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Anȱunexpectedȱdecreaseȱinȱnonlaborȱincomeȱwillȱhaveȱaȱnegativeȱeffectȱonȱaȱhouseholdȇs
consumption.
Answer: TRUE
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱideaȱofȱtheȱlife-cycleȱtheoryȱofȱconsumptionȱisȱthatȱpeopleȱmakeȱlifetimeȱconsumption
plans.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱtheȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect,ȱȱanȱincreaseȱinȱtransferȱpaymentsȱwill
haveȱaȱpositiveȱeffectȱonȱbothȱconsumptionȱandȱlaborȱsupply.
Answer: FALSE
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱconsumeȱlessȱthanȱtheyȱearn
duringȱtheirȱmainȱworkingȱyears.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Theȱpathȱofȱconsumptionȱoverȱaȱlifetimeȱisȱlikelyȱtoȱbeȱmuchȱmoreȱstableȱthanȱtheȱpathȱof
income.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Accordingȱtoȱtheȱlife-cycleȱtheoryȱofȱconsumption,ȱpeopleȱtendȱtoȱsaveȱduringȱtheirȱmain
workingȱyears.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Theȱrealȱwageȱrateȱisȱtheȱnominalȱwageȱrateȱadjustedȱforȱinflationȱsinceȱsomeȱbaseȱyear.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Definition

8) Ifȱtheȱwageȱrateȱincreases,ȱtheȱsubstitutionȱeffectȱisȱforȱaȱpersonȱtoȱworkȱlessȱandȱtheȱincome
effectȱisȱforȱaȱpersonȱtoȱtakeȱlessȱleisure.
Answer: FALSE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Generallyȱspeaking,ȱwealthȱstartsȱoutȱnegative,ȱturnsȱpositive,ȱthenȱapproachesȱzeroȱnearȱthe
endȱofȱlife.
Answer: TRUE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱsmallerȱtheȱpercentageȱofȱpeopleȱwhoȱwork,ȱtheȱhigherȱtheȱpotentialȱoutputȱperȱcapita.
Answer: FALSE
Diff:ȱ1
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

508



11) Anyȱincreaseȱinȱnonlaborȱincomeȱunambiguouslyȱleadsȱtoȱaȱdecreaseȱinȱconsumptionȱandȱa
decreaseȱinȱlaborȱsupply.
Answer: FALSE
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Aȱdecreaseȱinȱcorporateȱprofits,ȱresultingȱinȱaȱdeclineȱinȱdividendȱpayments,ȱwillȱdecrease
consumptionȱandȱdecreaseȱlaborȱsupply.
Answer: FALSE
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Outputȱisȱlikelyȱtoȱrespondȱmoreȱtoȱsalesȱincreasesȱinȱhigh-outputȱperiodsȱthanȱinȱlow-output
periods,ȱprovidedȱthatȱfirmsȱhaveȱenoughȱcapitalȱandȱlaborȱtoȱsupportȱtheȱoutputȱincrease.
Answer: TRUE
Diff:ȱ2
Topic: Households:ȱConsumptionȱandȱLaborȱSupplyȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

16.2 Firms:ȱInvestmentȱandȱEmploymentȱDecisions

1 MultipleȱChoice

1) Changeȱinȱinventoriesȱequalsȱtheȱdifferenceȱbetween
A) productionȱandȱinvestment. B) salesȱandȱinvestment.
C) productionȱandȱsales. D) investmentȱandȱdepreciation.

Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

2) Aȱcapital-intensiveȱtechnologyȱisȱaȱtechniqueȱofȱproductionȱthat
A) usesȱaȱlargeȱamountȱofȱcapitalȱrelativeȱtoȱlabor.
B) usesȱaȱlargeȱamountȱofȱlaborȱrelativeȱtoȱcapital.
C) reliesȱentirelyȱonȱphysicalȱinputs;ȱnoȱhumanȱlaborȱisȱrequired.
D) isȱusedȱonlyȱinȱcasesȱwhereȱfewȱskilledȱworkersȱareȱavailable.

Answer: A
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition
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3) Aȱfirmȱthatȱchoosesȱtoȱuseȱaȱlabor-intensiveȱtechnologyȱdoesȱsoȱbecause
A) laborȱisȱcheaperȱthanȱcapital. B) capitalȱisȱcheaperȱthanȱlabor.
C) laborȱisȱrelativelyȱcheaperȱthanȱcapital. D) capitalȱisȱmoreȱproductiveȱthanȱlabor.

Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Whenȱaȱlabor-intensiveȱtechnologyȱisȱused,ȱanȱexpansionȱisȱlikelyȱto
A) increaseȱtheȱdemandȱforȱlaborȱwhileȱincreasingȱtheȱdemandȱforȱcapitalȱonlyȱmodestly.
B) increaseȱtheȱdemandȱforȱlaborȱandȱdecreaseȱtheȱdemandȱforȱcapital.
C) substantiallyȱincreaseȱtheȱdemandȱforȱbothȱlaborȱandȱcapital.
D) substantiallyȱincreaseȱtheȱdemandȱforȱcapitalȱwhileȱincreasingȱtheȱdemandȱforȱlaborȱonly

modestly.
Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

5) Whenȱformingȱtheirȱexpectations,ȱfirmsȱgatherȱinformationȱaboutȱallȱtheȱfollowingȱfactors
EXCEPT

A) theȱprojectedȱdemandȱforȱtheirȱspecificȱlineȱofȱproducts.
B) theȱoverallȱhealthȱofȱtheȱmacroeconomy.
C) theȱfutureȱplansȱofȱtheirȱcompetitors.
D) theȱhistoricalȱsupplyȱofȱtheirȱcompetitorsȇȱlineȱofȱproducts.

Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) TheȱphraseȱthatȱwasȱcoinedȱbyȱJohnȱMaynardȱKeynesȱtoȱdescribeȱtheȱfeelingsȱofȱinvestorsȱwas
theȱ________ȱofȱentrepreneurs.

A) optimism B) animalȱspirits C) pessimism D) karma
Answer: B
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Fact

7) Theȱtendencyȱforȱinvestmentȱtoȱincreaseȱwhenȱaggregateȱoutputȱincreasesȱisȱtheȱresultȱofȱthe
________ȱeffect.

A) accelerator B) multiplier C) substitution D) income
Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition
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8) Theȱtendencyȱforȱ________ȱtoȱdecreaseȱwhenȱ________ȱdecreasesȱisȱtheȱresultȱofȱtheȱaccelerator
effect.

A) investment;ȱaggregateȱoutput B) consumption;ȱinvestment
C) saving;ȱconsumption D) aggregateȱoutput;ȱsaving

Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

9) Theȱcostsȱthatȱaȱfirmȱincursȱwhenȱitȱchangesȱitsȱproductionȱlevelȱareȱ________ȱcosts.
A) adjustment B) accelerated C) sunk D) depreciation

Answer: A
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ16.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ16.1

10) ReferȱtoȱFigureȱ16.1.ȱWhichȱofȱtheȱfollowingȱcouldȱcauseȱaȱmovementȱfromȱPointȱBȱtoȱPointȱC?
A) anȱincreaseȱinȱtheȱinterestȱrate B) positiveȱgrowthȱinȱtheȱGDP
C) negativeȱgrowthȱinȱtheȱGDP D) aȱdecreaseȱinȱtheȱinterestȱrate

Answer: D
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ16.1.ȱWhichȱofȱtheȱfollowingȱcouldȱcauseȱaȱmovementȱfromȱPointȱCȱtoȱPointȱB?
A) anȱincreaseȱinȱtheȱinterestȱrate B) positiveȱgrowthȱinȱtheȱGDP
C) negativeȱgrowthȱinȱtheȱGDP D) aȱdecreaseȱinȱtheȱinterestȱrate

Answer: A
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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12) ReferȱtoȱFigureȱ16.1.ȱGrowthȱinȱGDPȱcausesȱaȱ________ȱȱthroughȱtheȱacceleratorȱeffect.
A) shiftȱfromȱI2ȱtoȱI3 B) shiftȱfromȱI3 toȱI2
C) shiftȱfromȱPointȱȱCȱtoȱPointȱȱB D) shiftȱfromȱPointȱȱBȱtoȱPointȱȱC

Answer: B
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) ReferȱtoȱFigureȱ16.1.ȱIfȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱC,ȱpessimismȱaboutȱfutureȱgrowthȱin
GDPȱmovesȱtheȱeconomyȱtoȱPoint

A) B. B) C. C) D. D) E.
Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ16.1.ȱSupposeȱtheȱeconomyȱisȱcurrentlyȱatȱPointȱB.ȱIfȱinvestorsȱareȱoptimistic
aboutȱfutureȱgrowthȱinȱGDP,ȱinvestment

A) movesȱtoȱPointȱC. B) movesȱtoȱPointȱA.
C) movesȱtoȱPointȱD. D) staysȱatȱPointȱB.

Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

15) Ifȱaȱfirmȱisȱableȱtoȱproduceȱtheȱsameȱamountȱofȱoutputȱevenȱafterȱreducingȱitsȱlaborȱworkforce,
thisȱimpliesȱthatȱtheȱfirmȱhas

A) unplannedȱinventories. B) excessȱcapital.
C) excessȱlabor. D) plannedȱinventories.

Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Aȱfirmȱisȱlessȱlikelyȱtoȱinvestȱinȱnewȱcapitalȱif
A) theȱproductivityȱofȱcapitalȱisȱhigh. B) itȱhasȱnoȱexcessȱcapital.
C) itȱdoesȱnotȱexpectȱfutureȱsalesȱtoȱgrow. D) itȱisȱexpandingȱintoȱnewȱmarkets.

Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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17) Theȱunemploymentȱrateȱdoesȱnotȱtendȱtoȱfallȱasȱsoonȱasȱtheȱeconomyȱpullsȱoutȱofȱaȱrecession.
Whichȱofȱtheȱfollowingȱbestȱexplainsȱthis?

A) Firmsȱareȱholdingȱexcessȱlabor,ȱsoȱasȱtheȱeconomyȱpullsȱoutȱofȱtheȱrecession,ȱfirmsȱdoȱnot
needȱtoȱhireȱnewȱworkersȱimmediately.

B) Firmsȇȱoptimismȱaboutȱtheȱstateȱofȱtheȱeconomyȱincreasedȱpriorȱtoȱtheȱeconomyȱpulling
outȱofȱtheȱrecession,ȱsoȱfirmsȱincreasedȱtheirȱemploymentȱearlier.

C) Firmsȱareȱnotȱableȱtoȱfindȱqualifiedȱworkersȱtoȱfillȱtheȱjobȱvacancies.
D) Duringȱrecessionaryȱperiods,ȱfirmsȱswitchȱtoȱmoreȱcapital-intensiveȱproduction

techniques,ȱsoȱtheyȱdoȱnotȱneedȱtoȱincreaseȱemploymentȱasȱtheȱeconomyȱpullsȱoutȱofȱthe
recession.

Answer: A
Diff:ȱ3
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

18) Whichȱofȱtheȱfollowingȱrelationshipsȱisȱcorrect?
A) StockȱofȱInventoriesȱ(EndȱofȱPeriod)ȱ= StockȱofȱInventoriesȱ(BeginningȱofȱPeriod)ȱ-

Productionȱ+ȱSales
B) StockȱofȱInventoriesȱ(EndȱofȱPeriod)ȱ= StockȱofȱInventoriesȱ(BeginningȱofȱPeriod)ȱ-

Productionȱ-ȱSales
C) StockȱofȱInventoriesȱ(EndȱofȱPeriod)ȱ= StockȱofȱInventoriesȱ(BeginningȱofȱPeriod)ȱ+

Productionȱ-ȱSales
D) StockȱofȱInventoriesȱ(EndȱofȱPeriod)ȱ= StockȱofȱInventoriesȱ(BeginningȱofȱPeriod)ȱ+

Productionȱ+ȱSales
Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

19) Atȱtheȱbeginningȱofȱ2008,ȱtheȱShadesȱofȱGrayȱCompanyȱhasȱ8,000ȱpairsȱofȱsunglassesȱinȱstock.
Duringȱ2008,ȱtheȱcompanyȱproducesȱ120,000ȱpairsȱofȱsunglassesȱandȱsellsȱ112,000ȱpairsȱof
sunglasses.ȱTheȱShadesȱofȱGrayȱCompanyȇsȱstockȱofȱinventoryȱatȱtheȱendȱofȱ2008ȱisȱ________
pairsȱofȱsunglasses.

A) 0 B) 4,000 C) 8,000 D) 16,000
Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

20) Theȱdesiredȱlevelȱofȱinventoriesȱisȱtheȱlevelȱatȱwhichȱtheȱextraȱcostȱ(inȱlostȱsales)ȱfromȱlowering
inventoriesȱbyȱaȱsmallȱamountȱis

A) greaterȱthanȱtheȱextraȱgainȱ(inȱinterestȱrevenueȱandȱdecreasedȱstorageȱcosts).
B) zero.
C) lessȱthanȱtheȱextraȱgainȱinȱ(inȱinterestȱrevenueȱandȱdecreasedȱstorageȱcosts).
D) justȱequalȱtoȱtheȱextraȱgainȱ(inȱinterestȱrevenueȱandȱdecreasedȱstorageȱcosts).

Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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21) TheȱUniqueȱToyȱCompanyȱrentsȱspaceȱbyȱtheȱsquareȱfootȱinȱaȱwarehouseȱtoȱstoreȱitsȱinventory.
TheȱownerȱofȱtheȱwarehouseȱjustȱdoubledȱtheȱrentȱheȱchargesȱtheȱUniqueȱToyȱCompany.
Everythingȱelseȱequal,ȱtheȱrentȱincreaseȱisȱlikelyȱtoȱ________ȱUniqueȇsȱoptimalȱlevelȱof
inventory.

A) notȱchange B) increase C) decrease D) reduceȱtoȱzero
Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

22) Anȱunexpectedȱincreaseȱinȱinventoriesȱhas
A) noȱeffectȱonȱfutureȱproduction. B) aȱpositiveȱeffectȱonȱfutureȱproduction.
C) aȱnegativeȱeffectȱonȱcurrentȱproduction. D) aȱnegativeȱeffectȱonȱfutureȱproduction.

Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Ifȱaȱfirmȇsȱsalesȱturnȱoutȱtoȱbeȱmoreȱthanȱexpected,ȱinventoriesȱwillȱbe
A) lowerȱthanȱexpected,ȱandȱthereȱwillȱbeȱmoreȱproductionȱinȱtheȱfuture.
B) lowerȱthanȱexpected,ȱandȱthereȱwillȱbeȱlessȱproductionȱinȱtheȱfuture.
C) higherȱthanȱexpected,ȱandȱthereȱwillȱbeȱmoreȱproductionȱinȱtheȱfuture.
D) higherȱthanȱexpected,ȱandȱthereȱwillȱbeȱlessȱproductionȱinȱtheȱfuture.

Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

24) Whichȱofȱtheȱfollowingȱstatementsȱisȱtrue?
A) Productionȱandȱsalesȱwillȱfluctuateȱbyȱtheȱsameȱamountȱandȱinȱtheȱsameȱdirectionȱover

time.
B) Productionȱwillȱnotȱfluctuateȱoverȱtime,ȱbutȱaȱfirmȇsȱsalesȱwillȱfluctuateȱoverȱtime.
C) Productionȱwillȱfluctuateȱsomewhatȱoverȱtime,ȱbutȱnotȱasȱmuchȱasȱsalesȱfluctuatesȱover

time.
D) Productionȱandȱsalesȱwillȱbothȱfluctuateȱbyȱtheȱsameȱamountȱoverȱtime,ȱbutȱinȱdifferent

directions.
Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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25) Dueȱtoȱanȱincreaseȱinȱtheȱbirthrate,ȱtheȱSolidȱWoodȱFurnitureȱCompanyȱexpectsȱanȱincreaseȱin
theȱsaleȱofȱitsȱcribsȱoverȱtheȱnextȱfewȱyears.ȱTheȱSolidȱWoodȱFurnitureȱCompanyȱwillȱmost
likely

A) keepȱcurrentȱproductionȱconstant,ȱbutȱplanȱtoȱincreaseȱproductionȱinȱtheȱfuture.
B) increaseȱcurrentȱproduction.
C) decreaseȱcurrentȱproductionȱsoȱthatȱitȱcanȱincreaseȱproductionȱinȱtheȱfuture.
D) notȱchangeȱitsȱcurrentȱinvestmentȱplans,ȱbutȱplanȱtoȱincreaseȱinvestmentȱinȱtheȱfuture.

Answer: B
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

26) Generallyȱspeaking,ȱinvestmentȱdoesȱ________ȱwhenȱGDPȱdoesȱ________.
A) well;ȱpoorly B) poorly;ȱwell
C) well;ȱwell D) notȱchange;ȱwell

Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Whichȱofȱtheȱfollowingȱtypesȱofȱexpendituresȱisȱmoreȱvolatileȱthanȱplantȱandȱequipment
investment?

A) consumptionȱofȱdurableȱgoods B) consumptionȱofȱservices
C) housingȱinvestment D) consumptionȱofȱnondurableȱgoods

Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Fact

28) Whichȱofȱtheȱfollowingȱtypesȱofȱinvestmentsȱisȱtheȱmostȱvolatile?
A) inventoryȱinvestment B) plantȱinvestment
C) housingȱinvestment D) equipmentȱinvestment

Answer: A
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Fact

29) Productivityȱfluctuatesȱalongȱaȱbusinessȱcycleȱbecause
A) firmsȱusuallyȱkeepȱexcessȱlabor.
B) workersȱtendȱtoȱbecomeȱmoreȱproductiveȱduringȱexpansions.
C) workersȱtendȱtoȱbecomeȱlessȱproductiveȱduringȱexpansions.
D) BothȱBȱandȱCȱareȱcorrect.

Answer: A
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) Providedȱthatȱfirmsȱhaveȱsufficientȱcapitalȱandȱlaborȱtoȱsupportȱanȱoutputȱincrease,ȱmonetary
andȱfiscalȱpolicyȱareȱlikelyȱtoȱbeȱtheȱmostȱeffectiveȱwhen

A) pricesȱandȱinventoryȱstocksȱareȱbothȱhigh.
B) outputȱandȱinventoryȱstocksȱareȱbothȱhigh.
C) outputȱisȱlowȱandȱinventoryȱstocksȱareȱlow.
D) outputȱisȱlowȱandȱinventoryȱstocksȱareȱhigh.

Answer: C
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Ifȱinventoryȱstocksȱareȱlowȱandȱfirmsȱhaveȱenoughȱcapitalȱandȱlaborȱtoȱsupportȱanȱoutput
increase,

A) monetaryȱandȱfiscalȱpolicyȱwillȱbeȱveryȱeffective.
B) fiscalȱpolicyȱwillȱbeȱeffective,ȱbutȱmonetaryȱpolicyȱwillȱbeȱineffective.
C) monetaryȱpolicyȱwillȱbeȱeffective,ȱbutȱfiscalȱpolicyȱwillȱbeȱineffective.
D) neitherȱmonetaryȱnorȱfiscalȱpolicyȱwillȱbeȱeffective.

Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) Thereȱisȱanȱincreaseȱinȱaggregateȱdemand,ȱandȱfirmsȱdoȱnotȱhaveȱsufficientȱcapitalȱandȱlaborȱto
supportȱanȱoutputȱincrease.ȱInȱthisȱcase,ȱinventoryȱstocksȱwill

A) continueȱtoȱfall,ȱandȱthereȱwillȱbeȱaȱlargeȱincreaseȱinȱtheȱpriceȱlevel.
B) continueȱtoȱincrease,ȱandȱthereȱwillȱbeȱaȱlargeȱincreaseȱinȱtheȱpriceȱlevel.
C) continueȱtoȱfall,ȱandȱtheȱpriceȱlevelȱwillȱfall.
D) remainȱunchanged,ȱandȱtheȱpriceȱlevelȱwillȱremainȱunchanged.

Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

33) Theȱtwoȱchannelsȱthroughȱwhichȱmonetaryȱpolicyȱcanȱinfluenceȱbehaviorȱinȱtheȱgoodsȱmarket
are

A) investmentȱandȱgovernmentȱspending.
B) investmentȱandȱconsumption.
C) governmentȱspendingȱandȱconsumption.
D) taxationȱandȱinvestment.

Answer: B
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking
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34) Ifȱfirmsȱbelieveȱthatȱaȱdownturnȱinȱsalesȱandȱoutputȱisȱtemporaryȱandȱthatȱincreasedȱoutput
willȱbeȱneededȱinȱtheȱfuture,ȱtheyȱmayȱchooseȱto

A) fireȱallȱtheirȱworkers. B) sellȱoffȱtheȱplant.
C) closeȱaȱplantȱpermanently. D) reassignȱtheirȱworkersȱtoȱdifferentȱjobs.

Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Atȱlowȱlevelsȱofȱoutput,ȱtheȱeconomyȱcanȱexpandȱwithȱlittleȱorȱnoȱincreaseȱinȱtheȱoverallȱprice
levelȱbecause

A) atȱlowȱlevelsȱofȱoutputȱtheȱaggregateȱsupplyȱcurveȱisȱnegativelyȱsloped.
B) peopleȱwillȱbeȱexpectingȱtheȱpriceȱlevelȱtoȱfall.
C) thereȱisȱexcessȱsupplyȱsoȱpricesȱareȱkeptȱlow.
D) firmsȱlikelyȱholdȱexcessȱlaborȱandȱcapital,ȱandȱproductionȱcanȱbeȱincreasedȱwithout

causingȱinputȱpricesȱtoȱincrease.
Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) Whichȱofȱtheȱfollowingȱisȱaȱwayȱinȱwhichȱaȱfirmȱcanȱaddȱtoȱitsȱcapitalȱstock?
A) expandingȱitsȱlaborȱforce B) plantȱandȱequipmentȱinvestment
C) purchasingȱrawȱmaterials D) unplannedȱinventoryȱdisinvestment

Answer: B
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) Purchasesȱbyȱfirmsȱofȱadditionalȱmachines,ȱfactories,ȱorȱbuildingsȱwithinȱaȱgivenȱperiodȱis
A) plannedȱinventoryȱinvestment. B) unplannedȱinventoryȱinvestment.
C) plantȱandȱequipmentȱinvestment. D) investmentȱinȱhumanȱcapital.

Answer: C
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

38) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ305ȱ[617]:ȱLowerȱhomeȱprices
A) threatenȱtheȱeconomyȇsȱgrowthȱbyȱmakingȱconsumersȱfeelȱlessȱwealthy.
B) accelerateȱtheȱeconomyȇsȱgrowthȱbyȱmakingȱconsumersȱfeelȱmoreȱwealthy.
C) threatenȱtheȱeconomyȇsȱgrowthȱdespiteȱmakingȱconsumersȱfeelȱmoreȱwealthy.
D) accelerateȱtheȱeconomyȇsȱgrowthȱdespiteȱmakingȱconsumersȱfeelȱlessȱwealthy.

Answer: A
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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39) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ305ȱ[617]:ȱLowerȱhomeȱprices
A) makeȱitȱmoreȱdifficultȱforȱhomeȱownersȱtoȱborrowȱagainstȱtheȱvalueȱofȱtheirȱhomes.
B) erodeȱtheȱvalueȱofȱbanksȇȱcollateral.
C) promptȱbanksȱtoȱȱtightenȱlendingȱstandards.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Accordingȱtoȱtheȱacceleratorȱeffect,ȱthereȱisȱaȱtendencyȱforȱinvestmentȱtoȱdecreaseȱwhen
aggregateȱoutputȱdecreases,ȱthusȱacceleratingȱtheȱdeclineȱofȱoutput.
Answer: TRUE
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱmostȱvolatileȱtypeȱofȱinvestmentȱisȱinventoryȱinvestment.
Answer: TRUE
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Fact

3) Theȱoptimalȱlevelȱofȱinventoriesȱisȱtheȱlevelȱatȱwhichȱtheȱextraȱcostȱ(inȱlostȱsales)ȱfromȱlowering
inventoriesȱbyȱaȱsmallȱamountȱisȱgreaterȱthanȱtheȱgainȱ(inȱinterestȱrevenueȱandȱdecreased
storageȱcosts).
Answer: FALSE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Anȱunexpectedȱincreaseȱinȱinventoriesȱhasȱaȱnegativeȱeffectȱonȱfutureȱproduction.
Answer: TRUE
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱtheȱsubstitutionȱeffectȱisȱlargerȱthanȱtheȱincomeȱeffect,ȱaȱdecreaseȱinȱtaxȱratesȱwillȱleadȱtoȱan
increaseȱinȱtheȱlaborȱsupply.
Answer: TRUE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills
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6) Aȱpermanentȱtaxȱcutȱofȱ10%ȱwouldȱcauseȱanȱincreaseȱinȱconsumption,ȱȱoutput,ȱandȱtheȱprice
levelȱandȱaȱdecreaseȱinȱunemploymentȱȱequalȱtoȱthatȱcausedȱbyȱaȱȱtemporaryȱtaxȱcutȱofȱ10%.
Answer: FALSE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Analytic
AACSB: AnalyticȱSkills

7) Investmentȱaffectsȱoutput,ȱbutȱoutputȱdoesȱnotȱaffectȱinvestment.
Answer: FALSE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Laborȱintensiveȱtechnologyȱisȱaȱproductionȱtechniqueȱthatȱusesȱaȱlargeȱamountȱofȱlaborȱrelative
toȱcapital.
Answer: TRUE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

9) Capitalȱintensiveȱtechnologyȱisȱaȱproductionȱtechniqueȱthatȱusesȱaȱsmallȱamountȱofȱcapital
relativeȱtoȱlabor.
Answer: FALSE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

10) AȱphraseȱcoinedȱbyȱJohnȱMaynardȱKeynesȱtoȱdescribeȱinvestorsȇȱfeelingsȱisȱȈAnimalȱSpirits.Ȉ
Answer: TRUE
Diff:ȱ2
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Fact

11) Theȱcostsȱthatȱaȱfirmȱincursȱwhenȱitȱchangesȱitsȱproductionȱlevelȱareȱadjustmentȱcosts.
Answer: TRUE
Diff:ȱ1
Topic: Firms:ȱInvestmentȱandȱEmploymentȱDecisions
Skill: Definition

16.3 ProductivityȱandȱtheȱBusinessȱCycle

1 MultipleȱChoice

1) Theȱamountȱofȱoutputȱproducedȱbyȱanȱaverageȱworkerȱinȱoneȱhourȱis
A) aȱproductionȱquota. B) theȱmarginalȱrevenueȱproductȱofȱlabor.
C) theȱmarginalȱproductȱofȱlabor. D) laborȱproductivity.

Answer: D
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Definition
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2) Productivityȱtendsȱto
A) riseȱduringȱcontractions. B) riseȱduringȱexpansions.
C) fallȱduringȱexpansions. D) riseȱthroughoutȱtheȱbusinessȱcycle.

Answer: B
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Productivityȱtendsȱto
A) riseȱduringȱcontractions. B) fallȱduringȱexpansions.
C) fallȱduringȱcontractions. D) riseȱthroughoutȱtheȱbusinessȱcycle.

Answer: C
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) NancyȇsȱNailȱSalonȱemploysȱfiveȱworkers.ȱEachȱworkerȱworksȱeightȱhoursȱperȱday.ȱTheȱfive
workersȱareȱableȱtoȱserveȱ20ȱcustomersȱperȱday.ȱTheȱlaborȱproductivityȱisȱthereforeȱ________
customer(s)ȱperȱperson/hour.

A) 0.5 B) 1 C) 2 D) 4
Answer: A
Diff:ȱ2
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills

5) Aȱfirmȱisȱholdingȱexcessȱlabor.ȱThisȱwill
A) increaseȱtheȱamountȱofȱcapitalȱemployed.
B) decreaseȱtheȱproductivityȱofȱcapital.
C) increaseȱlaborȱproductivity.
D) reduceȱlaborȱproductivity.

Answer: D
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Duringȱeconomicȱexpansions,
A) employmentȱrisesȱbyȱaȱhigherȱpercentageȱthanȱoutput,ȱandȱtheȱratioȱofȱoutputȱtoȱworkers

falls.
B) outputȱrisesȱbyȱaȱlargerȱpercentageȱthanȱemployment,ȱandȱtheȱratioȱofȱoutputȱtoȱworkers

rises.
C) employmentȱrisesȱbyȱaȱlargerȱpercentageȱthanȱoutput,ȱandȱtheȱratioȱofȱoutputȱtoȱworkers

rises.
D) outputȱrisesȱbyȱaȱlargerȱpercentageȱthanȱemployment,ȱandȱtheȱratioȱofȱoutputȱtoȱworkers

falls.
Answer: B
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Duringȱeconomicȱdownswings,
A) outputȱfallsȱfasterȱthanȱemployment,ȱandȱtheȱratioȱofȱoutputȱtoȱworkersȱfalls.
B) employmentȱfallsȱfasterȱthanȱoutput,ȱandȱtheȱratioȱofȱoutputȱtoȱworkersȱfalls.
C) employmentȱfallsȱfasterȱthanȱoutput,ȱandȱtheȱratioȱofȱoutputȱtoȱworkersȱrises.
D) outputȱfallsȱfasterȱthanȱemployment,ȱandȱtheȱratioȱofȱoutputȱtoȱworkersȱrises.

Answer: A
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Whenȱtheȱeconomyȱisȱinȱaȱslump,ȱlaborȱproductivityȱtendsȱtoȱfallȱbecauseȱfirmsȱhave
A) excessȱcapital. B) excessȱlabor.
C) tooȱlittleȱcapital. D) tooȱlittleȱlabor.

Answer: B
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Theȱlong-runȱpotentialȱofȱtheȱeconomyȱdeclinesȱasȱoutputȱperȱworkerȱfallsȱduringȱa

recession.
B) Theȱlong-runȱpotentialȱofȱtheȱeconomyȱincreasesȱasȱoutputȱperȱworkerȱrisesȱduringȱan

expansion.
C) Theȱlong-runȱpotentialȱofȱtheȱeconomyȱincreasesȱasȱoutputȱperȱworkerȱrisesȱduringȱan

expansion,ȱbutȱtheȱlong-runȱpotentialȱofȱtheȱeconomyȱdoesnȇtȱchangeȱasȱoutputȱper
workerȱfallsȱduringȱaȱrecession.

D) Changesȱinȱoutputȱperȱworkerȱoverȱtheȱbusinessȱcycleȱhaveȱnothingȱtoȱdoȱwithȱthe
long-runȱpotentialȱofȱtheȱeconomy.

Answer: D
Diff:ȱ2
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

521



10) Whenȱoutputȱincreasesȱbyȱ1%,ȱtheȱnumberȱofȱjobsȱdoesȱnotȱtendȱtoȱriseȱbyȱ1%ȱinȱtheȱshortȱrun.
Whichȱofȱtheȱfollowingȱstatementsȱrepresentsȱoneȱofȱtheȱreasonsȱwhyȱthisȱisȱtrue?

A) Aȱfirmȱisȱlikelyȱtoȱmeetȱsomeȱofȱtheȱincreaseȱinȱoutputȱbyȱincreasingȱtheȱnumberȱofȱhours
workedȱperȱjob.

B) Aȱfirmȱisȱlikelyȱtoȱmeetȱsomeȱofȱtheȱincreaseȱinȱoutputȱbyȱdecreasingȱtheȱnumberȱofȱhours
workedȱperȱjob.

C) Firmsȱareȱlikelyȱtoȱmeetȱsomeȱofȱtheȱincreaseȱinȱoutputȱbyȱreducingȱlaborȱproductivity.
D) Firmsȱareȱlikelyȱtoȱmeetȱpartȱofȱtheȱincreaseȱinȱoutputȱbyȱeliminatingȱanyȱexcessȱcapital

theyȱmayȱhave.
Answer: A
Diff:ȱ2
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills

11) Whenȱoutputȱincreasesȱbyȱ1%,ȱtheȱunemploymentȱrateȱdoesȱnotȱtendȱtoȱfallȱbyȱ1%ȱinȱtheȱshort
runȱbecause

A) aȱfirmȱisȱlikelyȱtoȱmeetȱsomeȱofȱtheȱincreaseȱinȱoutputȱbyȱincreasingȱtheȱnumberȱofȱhours
workedȱperȱjob.

B) theȱnumberȱofȱpeopleȱwhoȱbecomeȱemployedȱisȱlessȱthanȱtheȱnumberȱofȱnewȱjobsȱcreated.
C) asȱoutputȱincreases,ȱtheȱsizeȱofȱtheȱlaborȱforceȱincreases.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ16.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ16.2

12) ReferȱtoȱFigureȱ16.2.ȱBetweenȱtimesȱt3 andȱt4,ȱlaborȱis
A) moreȱproductiveȱbecauseȱgrowthȱinȱemploymentȱexceedsȱgrowthȱinȱoutput.
B) moreȱproductiveȱbecauseȱgrowthȱinȱemploymentȱisȱlessȱthanȱgrowthȱinȱoutput.
C) lessȱproductiveȱbecauseȱgrowthȱinȱemploymentȱexceedsȱgrowthȱinȱoutput.
D) lessȱproductiveȱbecauseȱgrowthȱinȱemploymentȱisȱlessȱthanȱgrowthȱinȱoutput.

Answer: B
Diff:ȱ3
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ16.2.ȱLaborȱproductivityȱatȱtimeȱt3 is
A) largerȱthanȱlaborȱproductivityȱatȱtimeȱt1.
B) lessȱthanȱlaborȱproductivityȱatȱtimeȱt4.
C) largerȱthanȱlaborȱproductivityȱatȱtimeȱt2.
D) largerȱthanȱlaborȱproductivityȱatȱtimeȱt2,ȱbutȱlessȱthanȱlaborȱproductivityȱatȱtimeȱt4.

Answer: B
Diff:ȱ3
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills

14) ReferȱtoȱFigureȱ16.2.ȱLaborȱproductivityȱatȱtimeȱt2 is
A) largerȱthanȱlaborȱproductivityȱatȱtimeȱt1.
B) lessȱthanȱlaborȱproductivityȱatȱtimeȱt4.
C) lessȱthanȱlaborȱproductivityȱatȱtimeȱt3.
D) largerȱthanȱlaborȱproductivityȱatȱtimeȱt1,ȱbutȱlessȱthanȱlaborȱproductivityȱatȱtimeȱt3.

Answer: A
Diff:ȱ3
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Analytic
AACSB: AnalyticȱSkills
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2 True/False

1) Productivityȱfluctuatesȱoverȱtheȱbusinessȱcycle,ȱtendingȱtoȱfallȱduringȱexpansionsȱandȱrise
duringȱcontractions.
Answer: FALSE
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Laborȱproductivityȱrisesȱduringȱaȱrecessionȱasȱfirmsȱretainȱtheirȱmoreȱexperiencedȱworkers.
Answer: FALSE
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Asȱtheȱeconomyȱstartsȱtoȱexpand,ȱlaborȱproductivityȱrisesȱasȱfirmȱstartȱusingȱanyȱexcessȱlabor
theyȱkeptȱduringȱtheȱrecession.
Answer: TRUE
Diff:ȱ1
Topic: ProductivityȱandȱtheȱBusinessȱCycle
Skill: Conceptual
AACSB: ReflectiveȱThinking

16.4 TheȱShort-RunȱRelationshipȱBetweenȱOutputȱandȱUnemployment

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱTRUEȱofȱaȱchangeȱinȱdividendȱpayments?
A) Thereȱisȱnoȱsubstitutionȱeffectȱbecauseȱaȱchangeȱinȱdividendȱpaymentsȱdoesȱnotȱchange

theȱtrade-offȱbetweenȱworkȱandȱleisure.
B) Thereȱisȱnoȱincomeȱeffectȱbecauseȱaȱchangeȱinȱdividendȱpaymentsȱdoesȱnotȱchangeȱthe

trade-offȱbetweenȱworkȱandȱleisure.
C) Thereȱisȱnoȱsubstitutionȱeffectȱbecauseȱaȱchangeȱinȱdividendȱpaymentsȱdoesȱnotȱchangeȱa

householdȇsȱpermanentȱincome.
D) Thereȱisȱnoȱincomeȱeffectȱbecauseȱaȱchangeȱinȱdividendȱpaymentsȱdoesȱnotȱchangeȱa

householdȇsȱpermanentȱincome.
Answer: A
Diff:ȱ3
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills
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2) Theȱgovernmentȱreducesȱtheȱcorporateȱprofitsȱtax.ȱAsȱaȱresult,ȱcorporateȱprofitsȱincrease.ȱThis
will

A) haveȱnoȱeffectȱonȱhouseholds.
B) increaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱincreaseȱandȱlabor

supplyȱtoȱincrease.
C) increaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱincreaseȱandȱlabor

supplyȱtoȱdecrease.
D) increaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱincreaseȱandȱlabor

supplyȱtoȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱrelativeȱmagnitudeȱofȱtheȱincomeȱand
substitutionȱeffects.

Answer: C
Diff:ȱ3
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

3) Theȱgovernmentȱincreasesȱtheȱcorporateȱprofitsȱtax.ȱAsȱaȱresult,ȱcorporateȱprofitsȱdecrease.
Thisȱwill

A) haveȱnoȱeffectȱonȱhouseholds.
B) decreaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱdecreaseȱandȱlabor

supplyȱtoȱdecrease.
C) decreaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱdecreaseȱandȱlabor

supplyȱtoȱincrease.
D) decreaseȱtheȱnonlaborȱincomeȱofȱhouseholds,ȱcausingȱconsumptionȱtoȱdecreaseȱandȱlabor

supplyȱtoȱdecreaseȱorȱincreaseȱdependingȱonȱtheȱrelativeȱmagnitudeȱofȱtheȱincomeȱand
substitutionȱeffects.

Answer: C
Diff:ȱ3
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

4) OkunȇsȱLawȱstatesȱthatȱtheȱunemploymentȱrateȱdecreasesȱabout
A) 1ȱpercentageȱpointȱforȱeveryȱ1%ȱincreaseȱinȱGDP.
B) 3ȱpercentageȱpointsȱforȱeveryȱ1%ȱincreaseȱinȱGDP.
C) 1ȱpercentageȱpointȱforȱeveryȱ3%ȱincreaseȱinȱGDP.
D) 1ȱpercentageȱpointȱforȱeveryȱ2%ȱincreaseȱinȱGDP.

Answer: C
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

5) AccordingȱtoȱOkunȇsȱLaw,ȱifȱGDPȱincreasedȱbyȱ6%,ȱtheȱunemploymentȱrateȱwouldȱdecreaseȱby
A) 1ȱpercentageȱpoint. B) 2ȱpercentageȱpoints.
C) 3ȱpercentageȱpoints. D) 6ȱpercentageȱpoints.

Answer: B
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills
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6) IfȱOkunȇsȱLawȱholdsȱtrue,ȱthenȱaȱ9%ȱincreaseȱinȱGDPȱwouldȱleadȱtoȱaȱ________ȱpercentage
pointȱdecreaseȱinȱtheȱunemploymentȱrate.

A) 3 B) 2 C) 1 D) 6
Answer: A
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

7) Althoughȱtheȱrelationshipȱbetweenȱoutputȱandȱtheȱunemploymentȱrateȱisȱnotȱasȱsimpleȱas
OkunȇsȱLawȱrepresentsȱitȱtoȱbe,ȱitȱisȱtrueȱthat

A) aȱ1%ȱincreaseȱinȱoutputȱtendsȱtoȱcorrespondȱtoȱaȱgreaterȱthanȱ1%ȱdecreaseȱinȱthe
unemploymentȱrate.

B) aȱ1%ȱincreaseȱinȱoutputȱtendsȱtoȱcorrespondȱtoȱaȱlessȱthanȱ1%ȱdecreaseȱinȱthe
unemploymentȱrate.

C) aȱ1%ȱincreaseȱinȱoutputȱtendsȱtoȱcorrespondȱtoȱaȱ1%ȱdecreaseȱinȱtheȱunemploymentȱrate.
D) aȱ1%ȱincreaseȱinȱoutputȱwillȱhaveȱnoȱeffectȱonȱtheȱunemploymentȱrate.

Answer: B
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

8) OkunȇsȱLawȱhas
A) beenȱprovenȱtoȱbeȱcompletelyȱincorrectNthereȱisnȇtȱaȱnegativeȱrelationshipȱbetweenȱGDP

andȱtheȱunemploymentȱrate.
B) provenȱtoȱbeȱcorrectȱoverȱtimeȱinȱthatȱasȱGDPȱincreasesȱbyȱ3%,ȱthereȱhasȱbeenȱaȱ1

percentageȱpointȱdeclineȱinȱunemployment.
C) notȱturnedȱoutȱtoȱbeȱaȱlawNtheȱrelationshipȱbetweenȱchangesȱinȱGDPȱandȱthe

unemploymentȱrateȱisȱmoreȱcomplexȱthanȱOkunȇsȱLawȱindicates.
D) beenȱprovenȱfalse,ȱbecauseȱthereȱisȱaȱpositiveȱrelationshipȱbetweenȱchangesȱinȱGDPȱand

theȱunemploymentȱrate.
Answer: C
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

9) WhichȱofȱtheȱfollowingȱisȱNOTȱoneȱofȱtheȱȈslippagesȈȱbetweenȱchangesȱinȱoutputȱandȱchanges
inȱtheȱunemploymentȱrate?

A) Asȱtheȱsizeȱofȱtheȱlaborȱforceȱincreases,ȱtheȱinterestȱrateȱincreases,ȱandȱthereforeȱoutput
falls.

B) Theȱpercentageȱincreaseȱinȱtheȱnumberȱofȱjobsȱisȱlessȱthanȱtheȱpercentageȱincreaseȱin
output.

C) Theȱlaborȱforceȱincreasesȱwhenȱoutputȱincreases.
D) Theȱchangeȱinȱtheȱnumberȱofȱjobsȱandȱtheȱchangeȱinȱtheȱnumberȱofȱpeopleȱemployedȱare

notȱequal.
Answer: A
Diff:ȱ2
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Anȱincreaseȱinȱoutputȱwillȱcauseȱtheȱunemploymentȱrateȱtoȱfallȱbyȱaȱlargerȱpercentageȱif
A) firmsȱareȱholdingȱexcessȱlabor.
B) firmsȱarenȇtȱholdingȱexcessȱlabor.
C) firmsȱhaveȱtheirȱworkersȱworkȱmoreȱovertime.
D) firmsȱhireȱworkersȱwhoȱwereȱalreadyȱemployedȱbyȱotherȱfirmsȱtoȱworkȱforȱthem

part-time.
Answer: B
Diff:ȱ2
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

11) Inȱgeneral,ȱtheȱrelationshipȱbetweenȱoutputȱandȱunemployment
A) hasȱbeenȱquiteȱstableȱoverȱtheȱlongȱrun.
B) dependsȱonȱtheȱstateȱofȱtheȱeconomyȱatȱtheȱtimeȱofȱtheȱoutputȱchange.
C) hasȱbeenȱcompletelyȱunpredictableȱoverȱtime.
D) isȱaȱsimpleȱone,ȱasȱrepresentedȱbyȱOkunȇsȱLaw.

Answer: B
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Peopleȱwhoȱhaveȱtwoȱjobs,
A) areȱcountedȱtwiceȱinȱtheȱjobȱdata,ȱbutȱonlyȱonceȱinȱtheȱpersons-employedȱdata.
B) areȱcountedȱtwiceȱinȱbothȱtheȱjobȱdataȱandȱtheȱpersons-employedȱdata.
C) areȱcountedȱonceȱinȱtheȱjobȱdata,ȱbutȱtwiceȱinȱtheȱpersons-employedȱdata.
D) areȱcountedȱonceȱinȱbothȱtheȱjobȱdataȱandȱtheȱpersons-employedȱdata.

Answer: A
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

13) Theȱslippageȱbetweenȱoutputȱandȱtheȱunemploymentȱrateȱoccursȱbecauseȱtheȱunemployment
rateȱisȱcalculatedȱfromȱdataȱon

A) theȱnumberȱofȱjobs.
B) theȱnumberȱofȱpeopleȱwhoȱdoȱnotȱwantȱtoȱwork.
C) theȱnumberȱofȱpeopleȱemployed.
D) theȱcivilianȱadultȱpopulation.

Answer: C
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact
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14) Theȱunemploymentȱrateȱis
A) theȱdifferenceȱbetweenȱtheȱnumberȱofȱpeopleȱinȱtheȱlaborȱforceȱandȱtheȱnumberȱofȱpeople

employed.
B) oneȱplusȱtheȱemploymentȱrate.
C) oneȱminusȱtheȱemploymentȱrate.
D) theȱratioȱofȱtheȱlaborȱforceȱtoȱtheȱnumberȱofȱpeopleȱunemployed.

Answer: C
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Definition

15) Theȱemploymentȱrateȱisȱtheȱratioȱofȱtheȱnumberȱofȱpeople
A) unemployedȱtoȱtheȱnumberȱofȱpeopleȱemployed.
B) unemployedȱtoȱtheȱnumberȱofȱpeopleȱinȱtheȱlaborȱforce.
C) inȱtheȱlaborȱforceȱtoȱtheȱnumberȱofȱpeopleȱemployed.
D) employedȱtoȱtheȱnumberȱofȱpeopleȱinȱtheȱlaborȱforce.

Answer: D
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Definition

16) Ifȱtheȱnumberȱofȱpeopleȱemployedȱisȱ190ȱmillionȱandȱtheȱnumberȱofȱpeopleȱinȱtheȱlaborȱforceȱis
200ȱmillion,ȱthenȱtheȱemploymentȱrateȱis

A) 5%. B) 10%. C) 90%. D) 95%.
Answer: D
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

17) Ifȱtheȱemploymentȱrateȱisȱ93%,ȱthenȱtheȱunemploymentȱrateȱis
A) 7%.
B) 13%.
C) 97%.
D) unknownȱbasedȱonȱtheȱinformationȱgiven.

Answer: A
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Analytic
AACSB: AnalyticȱSkills

18) Theȱdeclineȱinȱtheȱmeasuredȱunemploymentȱrateȱthatȱresultsȱwhenȱpeopleȱwhoȱwantȱtoȱwork,
butȱwhoȱcannotȱfindȱwork,ȱdropȱoutȱofȱtheȱranksȱofȱtheȱunemployedȱandȱtheȱlaborȱforceȱisȱthe

A) leisure-preferenceȱeffect. B) discouraged-workerȱeffect.
C) surplusȱlaborȱeffect. D) disguisedȱunemploymentȱeffect.

Answer: B
Diff:ȱ2
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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19) Ifȱdiscouragedȱworkersȱwereȱcountedȱasȱunemployed,ȱthenȱasȱoutputȱincreasedȱthe
unemploymentȱrateȱwould

A) notȱchangeȱatȱall.
B) fallȱbyȱmoreȱthanȱifȱdiscouragedȱworkersȱareȱnotȱcountedȱasȱunemployed.
C) fallȱbyȱlessȱthanȱifȱdiscouragedȱworkersȱareȱnotȱcountedȱasȱunemployed.
D) increaseȱbyȱlessȱthanȱifȱdiscouragedȱworkersȱareȱnotȱcountedȱasȱunemployed.

Answer: B
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) Theȱmeasuredȱunemploymentȱrateȱdoesȱnotȱfallȱasȱmuchȱasȱoneȱmightȱexpectȱwhenȱoutput
increasesȱbecause,ȱasȱtheȱeconomyȱexpands,

A) moreȱpeopleȱenterȱtheȱlaborȱforce. B) firmsȱwantȱtoȱhireȱadditionalȱworkers.
C) moreȱpeopleȱfindȱjobs. D) moreȱpeopleȱleaveȱtheȱlaborȱforce.

Answer: A
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Asȱtheȱeconomyȱexpands,ȱtheȱlaborȱforceȱ________,ȱandȱasȱtheȱeconomyȱcontracts,ȱtheȱlabor
forceȱ________.

A) increases;ȱdecreases B) increases;ȱincreases
C) decreases;ȱdecreases D) decreases;ȱincreases

Answer: A
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Recentȱresearchȱandȱdataȱhaveȱshownȱthatȱtheȱrelationshipȱbetweenȱoutputȱand
unemploymentȱisȱasȱstableȱasȱOkunȇsȱLawȱpredicts.
Answer: FALSE
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

2) Whenȱanȱeconomyȱexpandsȱtheȱunemploymentȱrateȱisȱslowȱtoȱdropȱbecauseȱtheȱlaborȱforce
expandsȱtoo.
Answer: TRUE
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Whenȱfirmsȱholdȱexcessȱlabor,ȱtheȱunemploymentȱrateȱdropsȱfasterȱduringȱanȱexpansion.
Answer: FALSE
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱrelationshipȱbetweenȱoutputȱgrowthȱandȱunemploymentȱdependsȱonȱtheȱstateȱofȱthe
economy.
Answer: TRUE
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Forȱeveryȱ3%ȱgrowthȱinȱoutput,ȱtheȱunemploymentȱrateȱalwaysȱdeclinesȱ1%.
Answer: FALSE
Diff:ȱ1
Topic: TheȱRelationshipȱBetweenȱOutputȱandȱUnemployment
Skill: Fact

16.5 TheȱSizeȱofȱtheȱMultiplier

1 MultipleȱChoice

1) Firmsȱreportȱthatȱtheirȱworkersȱareȱworkingȱsixȱhoursȱofȱovertimeȱperȱweek.ȱTheȱgovernment
reportsȱthatȱtheȱunemploymentȱrateȱisȱ3.5%.ȱInȱthisȱsituation,ȱtheȱmultiplierȱisȱlikelyȱtoȱbe

A) negative. B) large.
C) small. D) infinitelyȱlarge.

Answer: C
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Asȱtheȱeconomyȱapproachesȱfullȱemployment,ȱtheȱsizeȱofȱtheȱmultiplierȱwill
A) remainȱunchanged. B) becomeȱnegative.
C) becomeȱlarger. D) becomeȱsmaller.

Answer: D
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱgovernmentȱspendingȱmultiplierȱisȱlikelyȱtoȱbeȱsmallerȱduringȱperiodsȱof
A) highȱoutputȱandȱhighȱunemployment. B) highȱoutputȱandȱlowȱunemployment.
C) lowȱoutputȱandȱlowȱunemployment. D) lowȱoutputȱandȱhighȱunemployment.

Answer: B
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) Theȱgovernmentȱspendingȱmultiplierȱisȱlikelyȱtoȱbeȱlargerȱduringȱperiodsȱof
A) highȱoutputȱandȱlowȱunemployment. B) lowȱoutputȱandȱlowȱunemployment.
C) lowȱoutputȱandȱhighȱunemployment. D) highȱoutputȱandȱhighȱunemployment.

Answer: C
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱtheȱeconomyȱhasȱautomaticȱstabilizersȱbuiltȱin,ȱtheȱmultiplierȱwill
A) beȱsmallerȱthanȱitȱwouldȱhaveȱbeenȱinȱtheȱabsenceȱofȱautomaticȱstabilizers.
B) beȱlargerȱthanȱitȱwouldȱhaveȱbeenȱinȱtheȱabsenceȱofȱautomaticȱstabilizers.
C) beȱzero.
D) beȱinfinitelyȱlargerȱthanȱitȱwouldȱhaveȱbeenȱinȱtheȱabsenceȱofȱautomaticȱstabilizers.

Answer: A
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Increasesȱinȱtheȱinterestȱrateȱcrowdȱoutȱbothȱconsumptionȱandȱinvestmentȱspending,ȱand

thisȱreducesȱtheȱsizeȱofȱtheȱmultiplier.
B) Increasesȱinȱtheȱinterestȱrateȱcrowdȱoutȱbothȱconsumptionȱandȱinvestmentȱspending,ȱand

thisȱincreasesȱtheȱsizeȱofȱtheȱmultiplier.
C) Increasesȱinȱtheȱinterestȱrateȱhaveȱnoȱeffectȱonȱtheȱsizeȱofȱtheȱmultiplierȱbecauseȱhigher

interestȱratesȱcauseȱconsumptionȱtoȱincrease,ȱwhichȱoffsetsȱtheȱcrowdingȱoutȱof
investment.

D) Increasesȱinȱtheȱinterestȱrateȱcauseȱtheȱsizeȱofȱtheȱmultiplierȱtoȱbeȱsmallerȱifȱtheȱeconomy
isȱonȱtheȱflatȱportionȱofȱtheȱASȱcurveȱandȱtoȱbeȱlargerȱifȱtheȱeconomyȱisȱonȱtheȱsteep
portionȱofȱtheȱASȱcurve.

Answer: A
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

7) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Theȱmultiplierȱeffectsȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱtemporaryȱareȱsmaller

thanȱthoseȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱpermanent.
B) Theȱmultiplierȱeffectsȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱtemporaryȱareȱlarger

thanȱthoseȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱpermanent.
C) Theȱmultiplierȱeffectsȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱtemporaryȱareȱtheȱsame

asȱthoseȱforȱpolicyȱchangesȱthatȱareȱperceivedȱtoȱbeȱpermanent.
D) Thereȱisȱnoȱrelationshipȱbetweenȱtheȱsizeȱofȱtheȱmultiplierȱeffectȱandȱwhetherȱpolicy

changesȱareȱperceivedȱtoȱbeȱtemporaryȱorȱpermanent.
Answer: A
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking
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8) Supposeȱthatȱtheȱvalueȱofȱtheȱmultiplierȱhasȱincreasedȱinȱrecentȱyears.ȱWhichȱofȱtheȱfollowing
couldȱhaveȱcausedȱthis?

A) Consumptionȱhasȱbecomeȱmoreȱsensitiveȱtoȱchangesȱinȱtheȱinterestȱrate.
B) Theȱcostsȱofȱinventoryȱstorageȱhaveȱfallen.
C) Changesȱinȱtheȱwayȱtheȱunemploymentȱcompensationȱfundȱisȱfinancedȱhaveȱmadeȱit

moreȱexpensiveȱforȱfirmsȱtoȱlayȱoffȱworkers.
D) ȈBuyȱAmericaȈȱcampaignsȱlaunchedȱbyȱmanyȱunionsȱhaveȱsucceededȱinȱreducingȱthe

demandȱforȱimportedȱgoods.
Answer: D
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

9) Ifȱitȱbecomesȱmoreȱexpensiveȱforȱfirmsȱtoȱholdȱexcessȱcapitalȱandȱlabor,ȱtheȱmultiplierȱwill
A) decrease.
B) remainȱunchanged.
C) increase.
D) eitherȱincreaseȱorȱdecreaseȱdependingȱonȱtheȱvalueȱofȱtheȱMPC.

Answer: C
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Firmsȱhaveȱinventoriesȱthatȱtheyȱcanȱdrawȱdownȱtoȱmeetȱanȱincreaseȱinȱdemand.ȱThisȱwill
A) haveȱnoȱeffectȱonȱtheȱmultiplier,ȱbecauseȱtheȱMPC remainsȱunchanged.
B) increaseȱtheȱsizeȱofȱtheȱmultiplier,ȱbecauseȱfirmsȱwillȱbeȱableȱtoȱrespondȱmoreȱquicklyȱtoȱa

changeȱinȱdemand.
C) decreaseȱtheȱsizeȱofȱtheȱmultiplier,ȱbecauseȱoutputȱwillȱnotȱimmediatelyȱrespondȱto

changesȱinȱdemand.
D) eitherȱincreaseȱorȱdecreaseȱtheȱmultiplier,ȱdependingȱonȱtheȱsizeȱofȱtheȱMPC.

Answer: C
Diff:ȱ3
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Analytic
AACSB: AnalyticȱSkills

11) Supposeȱthatȱinputȱpricesȱrespondȱveryȱquicklyȱtoȱoutputȱprice.ȱThisȱwill
A) reduceȱtheȱvalueȱofȱtheȱmultiplier.
B) increaseȱtheȱvalueȱofȱtheȱmultiplier.
C) haveȱnoȱeffectȱonȱtheȱvalueȱofȱtheȱmultiplier.
D) eitherȱincreaseȱorȱdecreaseȱtheȱvalueȱofȱtheȱmultiplierȱdependingȱonȱtheȱvalueȱofȱthe
MPC.

Answer: A
Diff:ȱ3
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking
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12) Inȱpractice,ȱtheȱsizeȱofȱtheȱmultiplierȱisȱabout
A) 1. B) 1.4. C) 2.5. D) 3.

Answer: B
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Fact

13) Theȱmultiplierȱreachesȱitsȱpeakȱaboutȱ________ȱmonthsȱafterȱaȱspendingȱincreaseȱbegan.
A) 3 B) 6ȱtoȱ9 C) 9ȱtoȱ12 D) 12ȱtoȱ15

Answer: C
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Fact

14) IfȱtheȱeconomyȱisȱonȱtheȱsteepȱpartȱofȱtheȱAS curve,ȱtheȱmultiplierȱwillȱbe
A) largerȱthanȱitȱwouldȱbeȱifȱtheȱeconomyȱwereȱonȱtheȱflatȱportionȱofȱtheȱASȱcurve.
B) smallerȱthanȱitȱwouldȱbeȱifȱtheȱeconomyȱwereȱonȱtheȱflatȱportionȱofȱtheȱASȱcurve.
C) constantȱregardlessȱofȱwhereȱtheȱeconomyȱisȱonȱtheȱAS curve.
D) infinite,ȱasȱcomparedȱtoȱzeroȱifȱtheȱeconomyȱisȱonȱtheȱflatȱportionȱofȱtheȱASȱcurve.

Answer: B
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Firmsȱbelieveȱthatȱtheȱcurrentȱeconomicȱdownturnȱwillȱbeȱlong-lastingȱandȱhaveȱdecidedȱto
holdȱveryȱlittleȱexcessȱlabor.ȱTheȱgovernmentȱreportsȱthatȱtheȱunemploymentȱrateȱisȱ12.5%.ȱThe
governmentȱhasȱdecidedȱtoȱstimulateȱtheȱeconomyȱbyȱincreasingȱgovernmentȱspending.ȱInȱthis
situationȱtheȱmultiplierȱisȱlikelyȱtoȱbe

A) negative. B) zero. C) small. D) large.
Answer: D
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱpresenceȱofȱautomaticȱstabilizersȱincreasesȱtheȱsizeȱofȱtheȱmultiplier.
Answer: FALSE
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱcloserȱtheȱeconomyȱisȱtoȱfullȱemployment,ȱtheȱlargerȱtheȱmultiplierȱis.
Answer: FALSE
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Temporaryȱpolicyȱchangesȱhaveȱmoreȱeffectȱthanȱpermanentȱones.
Answer: FALSE
Diff:ȱ1
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱlessȱinventoriesȱfirmsȱhold,ȱtheȱlargerȱtheȱmultiplier.
Answer: TRUE
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) TheȱȈcrowdingȱoutȈȱeffectȱdecreasesȱplannedȱinvestmentȱandȱdecreasesȱtheȱvalueȱofȱthe
multiplier.
Answer: TRUE
Diff:ȱ2
Topic: TheȱSizeȱofȱtheȱMultiplier
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ17 Long-RunȱGrowth

17.1 TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry

1 MultipleȱChoice

1) Economicȱgrowthȱisȱdefinedȱasȱanȱincreaseȱin
A) nominalȱGDP. B) investment.
C) householdȱconsumption. D) realȱoutput.

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

2) Economicȱgrowthȱis
A) anȱincreaseȱinȱlaborȱforce.
B) aȱone-yearȱincreaseȱinȱinvestment.
C) sustainedȱincreaseȱinȱoutputȱoverȱaȱlongȱperiodȱofȱtime.
D) sustainedȱincreaseȱinȱworkersȇȱproductivity.

Answer: C
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

3) TheȱperiodȱofȱrapidȱandȱsustainedȱincreaseȱinȱrealȱoutputȱperȱcapitaȱthatȱbeganȱinȱtheȱWestern
WorldȱwithȱtheȱIndustrialȱRevolutionȱisȱknownȱasȱtheȱperiodȱof

A) socialȱprogress. B) technologicalȱchange.
C) creativeȱdestruction. D) modernȱeconomicȱgrowth.

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

4) Whichȱofȱtheȱfollowingȱindicatorsȱisȱusedȱmoreȱoftenȱtoȱmeasureȱeconomicȱgrowth?
A) RealȱGDP B) NominalȱGDP
C) Population D) PerȱcapitaȱrealȱGDP

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Fact
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5) Economicȱgrowthȱisȱtheȱprocessȱof
A) producingȱmoreȱconsumerȱproducts.
B) increasingȱrealȱoutput.
C) expandingȱtheȱproductionȱpossibilitiesȱfrontier.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ17.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ17.1

6) ReferȱtoȱFigureȱ17.1.ȱEconomicȱgrowthȱisȱrepresentedȱby
A) aȱmovementȱfromȱPointȱA toȱPointȱB alongȱppf1.
B) aȱmovementȱfromȱPointȱB toȱPointȱC.
C) aȱmovementȱfromȱPointȱB toȱPointȱA.
D) aȱshiftȱinȱtheȱproductionȱpossibilitiesȱfrontierȱfromȱppf2 toȱppf1.

Answer: B
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ17.1.ȱWhichȱofȱtheȱfollowingȱcausesȱtheȱppf toȱshiftȱfromȱppf2ȱtoȱppf3?
A) technologicalȱprogress B) aȱdecreaseȱinȱcapitalȱstock
C) aȱdecreaseȱinȱtheȱlaborȱforce D) anȱincreaseȱinȱtheȱpopulation

Answer: A
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills
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8) ReferȱtoȱFigureȱ17.1.ȱWhichȱofȱtheȱfollowingȱcausesȱtheȱppf toȱshiftȱfromȱppf2ȱtoȱppf1?
A) technologicalȱprogress B) aȱdecreaseȱinȱcapitalȱstock
C) anȱincreaseȱinȱtheȱlaborȱforce D) anȱincreaseȱinȱperȱcapitaȱincome

Answer: B
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ17.1.ȱȱAnȱeconomicȱdeclineȱisȱrepresentedȱbyȱaȱmovementȱfrom
A) pointȱAȱtoȱpointȱB. B) pointȱDȱtoȱpointȱA.
C) pointȱCȱtoȱpointȱA D) pointȱBȱtoȱpointȱA.

Answer: C
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ17.1.ȱȱEconomicȱgrowthȱisȱrepresentedȱby
A) aȱmovementȱfromȱpointȱDȱtoȱpointȱC. B) aȱmovementȱfromȱpointȱAȱtoȱpointȱC.
C) aȱmovementȱfromȱpointȱDȱtoȱpointȱA. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ17.1.ȱWhichȱofȱtheȱfollowingȱCANNOTȱcauseȱaȱmovementȱfromȱPointȱA to
PointȱC?

A) anȱexpansionaryȱmonetaryȱpolicy
B) technologicalȱprogress
C) anȱincreaseȱinȱcapitalȱstock
D) anȱincreaseȱinȱtheȱproductivityȱofȱworkers

Answer: A
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Analytic
AACSB: AnalyticȱSkills

12) Whichȱofȱtheȱfollowingȱisȱaȱsourceȱofȱeconomicȱgrowth?
A) moreȱresources B) activeȱeconomicȱpolicies
C) technology D) bothȱAȱandȱC

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13) Economicȱgrowthȱallowsȱaȱsocietyȱtoȱconsume
A) moreȱgoodsȱperȱperson. B) aȱhigherȱqualityȱofȱgoods.
C) aȱwiderȱvarietyȱofȱgoods. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Economicȱgrowthȱallowsȱaȱsocietyȱtoȱconsume
A) moreȱgoodsȱperȱperson. B) moreȱthanȱitȱshould.
C) moreȱthanȱisȱsustainable. D) exactlyȱwhatȱitȱneeds.

Answer: A
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Forȱeconomicȱgrowthȱtoȱincreaseȱlivingȱstandards,
A) societyȱmustȱdiscoverȱwaysȱofȱusingȱavailableȱresourcesȱmoreȱefficiently.
B) theȱchoicesȱavailableȱtoȱconsumersȱmustȱincrease.
C) theȱrateȱofȱgrowthȱmustȱexceedȱtheȱrateȱofȱpopulationȱincrease.
D) societyȱmustȱacquireȱmoreȱresources.

Answer: C
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ17.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ17.2

16) ReferȱtoȱFigureȱ17.2.ȱTheȱhighestȱunemploymentȱrateȱoccursȱwhenȱtheȱeconomyȱisȱatȱPoint
________.

A) A B) B C) C D) D

Answer: A
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking
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17) ReferȱtoȱFigureȱ17.2.ȱAnȱeconomyȱthatȱchoosesȱtoȱbeȱatȱPointȱ________ȱcanȱachieveȱhigher
economicȱgrowthȱrateȱinȱtheȱfuture.

A) A B) B C) C D) D

Answer: B
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) ReferȱtoȱFigureȱ17.2.ȱPointȱ________ȱcanȱnotȱbeȱproducedȱbyȱtheȱpeopleȱofȱthisȱsociety.
A) A B) B C) C D) D

Answer: D
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Theȱstrictȱdefinitionȱofȱeconomicȱgrowthȱthatȱservesȱtoȱincreaseȱlivingȱstandardsȱis
A) anȱincreaseȱinȱrealȱGDPȱperȱcapita.
B) anȱincreaseȱinȱnominalȱGDPȱperȱcapita.
C) anȱincreaseȱinȱcapitalȱaccumulationȱperȱcapita.
D) anȱincreaseȱinȱinvestmentȱperȱcapita.

Answer: A
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

20) InȱPolynomia,ȱrealȱGDPȱincreasedȱbyȱ8%ȱandȱtheȱpopulationȱincreasedȱbyȱ3%ȱinȱ2008.ȱInȱ2008,
Polynomiaȱexperienced

A) economicȱgrowth,ȱbutȱnotȱanȱincreaseȱinȱlivingȱstandards.
B) economicȱgrowthȱandȱanȱincreaseȱinȱlivingȱstandards.
C) noȱeconomicȱgrowth,ȱbutȱanȱincreaseȱinȱlivingȱstandards.
D) anȱeconomicȱdecline.

Answer: B
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) InȱVidalia,ȱrealȱGDPȱincreasedȱbyȱ6%ȱandȱtheȱpopulationȱincreasedȱbyȱ9%ȱinȱ2008.ȱInȱ2008,
Vidaliaȱexperienced

A) economicȱgrowth,ȱbutȱnotȱanȱincreaseȱinȱlivingȱstandards.
B) economicȱgrowthȱandȱanȱincreaseȱinȱlivingȱstandards.
C) noȱeconomicȱgrowth,ȱbutȱanȱincreaseȱinȱlivingȱstandards.
D) anȱeconomicȱdecline.

Answer: A
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking
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22) TheȱrelationshipȱYȱ=ȱf(L,K)ȱis
A) aȱproductionȱfunction.
B) aȱtechnologicalȱrelationshipȱbetweenȱinputsȱandȱtotalȱoutput.
C) aȱtechnologicalȱrelationshipȱbetweenȱinputsȱandȱGDP.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

2 True/False

1) Averageȱproductivityȱofȱlaborȱisȱmeasuredȱasȱtheȱadditionalȱoutputȱproducedȱbyȱanȱadditional
worker.

Answer: FALSE
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

2) Humanȱcapitalȱincreasesȱwithȱon-the-jobȱtraining.
Answer: TRUE
Diff:ȱ2
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱproductionȱpossibilityȱfrontierȱshowsȱtheȱmaximumȱoutputȱaȱnationȱcanȱproduceȱwith
availableȱresources.
Answer: TRUE
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Definition

4) Technologicalȱprogressȱshiftsȱtheȱproductionȱpossibilityȱcurveȱawayȱfromȱtheȱorigin.
Answer: TRUE
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Ifȱaȱsocietyȱgetsȱmoreȱcapital,ȱitsȱproductionȱpossibilityȱcurveȱincreases.
Answer: TRUE
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Ifȱaȱsocietyȱacquiresȱmoreȱhumanȱcapital,ȱperȱcapitaȱproductionȱwillȱfallȱunlessȱitȱgetsȱmore
physicalȱcapitalȱtoo.
Answer: FALSE
Diff:ȱ1
Topic: TheȱGrowthȱProcess:ȱFromȱAgricultureȱtoȱIndustry
Skill: Conceptual
AACSB: ReflectiveȱThinking

17.2 TheȱSourcesȱofȱEconomicȱGrowth

1 MultipleȱChoice

1) Theȱmathematicalȱrepresentationȱofȱtheȱtechnologicalȱrelationshipȱbetweenȱinputsȱandȱnational
outputȱisȱknownȱasȱthe

A) aggregateȱsupplyȱfunction. B) productionȱpossibilitiesȱfrontier.
C) aggregateȱproductionȱfunction. D) input-outputȱtable.

Answer: C
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

2) Theȱaggregateȱproductionȱfunctionȱisȱtheȱmathematicalȱrepresentationȱofȱtheȱtechnological
relationshipȱbetween

A) nationalȱoutputȱandȱfiscalȱpolicy.
B) nationalȱoutputȱandȱinputs.
C) fiscalȱandȱmonetaryȱpolicyȱchangesȱandȱnationalȱoutput.
D) theȱrateȱofȱcapitalȱaccumulationȱandȱnationalȱoutput.

Answer: B
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

3) TheȱaggregateȱproductionȱfunctionȱisȱYȱ=ȱ2K0.5L0.5.ȱIfȱthereȱareȱ225ȱunitsȱofȱcapitalȱandȱ196
unitsȱofȱlabor,ȱaggregateȱoutputȱis

A) 420ȱunits. B) 508ȱunits. C) 700ȱunits. D) 842ȱunits.
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

4) TheȱaggregateȱproductionȱfunctionȱisȱYȱ=ȱ5K0.5L0.5.ȱIfȱthereȱareȱ49ȱunitsȱofȱcapitalȱandȱ16ȱunits
ofȱlabor,ȱaggregateȱoutputȱis

A) 60ȱunits B) 70ȱunits. C) 140ȱunits. D) 325ȱunits.
Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills
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5) TheȱaggregateȱproductionȱfunctionȱisȱY = 3KL.ȱIfȱthereȱareȱ30ȱunitsȱofȱcapitalȱandȱ40ȱunitsȱof
labor,ȱaggregateȱoutputȱis

A) 3,600ȱunits. B) 2,500ȱunits. C) 2,100ȱunits. D) 400ȱunits.
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

6) Convergenceȱtheoryȱsuggestsȱthatȱgapsȱinȱ________ȱtendȱtoȱcloseȱoverȱtime.
A) nationalȱincome B) populationȱlevels
C) unemploymentȱrates D) inflationȱrates

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Whichȱofȱtheȱfollowingȱcountriesȱhadȱtheȱhighestȱaverageȱgrowthȱrateȱperȱyearȱfrom
1999-2007?

A) China B) theȱUnitedȱStates
C) Zimbabwe D) Japan

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

8) Theȱaverageȱproductivityȱofȱlaborȱmeasures
A) totalȱoutputȱproducedȱbyȱworkers.
B) theȱadditionalȱoutputȱproducedȱbyȱanȱadditionalȱworker.
C) outputȱperȱworker.
D) capitalȱperȱworker.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ17.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ17.3

9) ReferȱtoȱFigureȱ17.3.ȱWhichȱofȱtheȱfollowingȱmovementsȱrepresentsȱanȱincreaseȱinȱtheȱlabor
force?

A) AȱtoȱD B) B toȱC C) A toȱB D) AȱtoȱC
Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ17.3.ȱWhichȱofȱtheȱfollowingȱmovementsȱrepresentsȱanȱincreaseȱinȱthe
productivityȱofȱlabor?

A) AȱtoȱC B) A toȱB C) D toȱA D) CȱtoȱB
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ17.3.ȱWhichȱofȱtheȱfollowingȱmovementsȱrepresentsȱaȱdecreaseȱinȱthe
productivityȱofȱlabor?

A) AȱtoȱC B) A toȱB C) B toȱD D) CȱtoȱA
Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ17.3.ȱWhichȱofȱtheȱfollowingȱmovementsȱrepresentsȱaȱdecreaseȱinȱtheȱlabor
force?

A) AȱtoȱD B) D toȱC C) A toȱB D) AȱtoȱC
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ17.3.ȱWhichȱofȱtheȱfollowingȱmovementsȱrepresentsȱanȱincreaseȱtheȱamountȱof
capital?

A) AȱtoȱD B) D toȱC C) A toȱB D) AȱtoȱC
Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

14) Ifȱtheȱcapitalȱstockȱremainsȱfixedȱwhileȱtheȱsupplyȱofȱlaborȱincreases,ȱitȱisȱlikelyȱthat
A) theȱproductivityȱofȱlaborȱwillȱrise.
B) theȱproductivityȱofȱlaborȱwillȱfall.
C) theȱproductivityȱofȱlaborȱwillȱnotȱchange.
D) outputȱperȱcapitaȱwillȱrise.

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

15) Diminishingȱreturnsȱtoȱaȱfactorȱimpliesȱthatȱwithȱcapitalȱfixed,
A) asȱlaborȱincreasesȱoutputȱalwaysȱincreases.
B) asȱoutputȱincreases,ȱlaborȱincreases.
C) asȱlaborȱincreases,ȱoutputȱdecreases.
D) asȱlaborȱincreases,ȱlaborȱproductivityȱeventuallyȱdecreases.

Answer: D
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) ThomasȱMalthusȱandȱDavidȱRicardoȱbelievedȱthatȱtoȱincreaseȱagriculturalȱoutput,ȱpeople
wouldȱbeȱforcedȱto

A) farmȱmore-productiveȱland,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱincrease.

B) farmȱless-productiveȱland,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱdiminish.

C) farmȱless-productiveȱland,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱincrease.

D) farmȱmore-productiveȱland,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱdiminish.

Answer: B
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact
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17) ThomasȱMalthusȱandȱDavidȱRicardoȱbelievedȱthatȱtoȱincreaseȱagriculturalȱoutput,ȱpeople
wouldȱbeȱforcedȱto

A) farmȱlandȱmoreȱintensively,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱdiminish.

B) farmȱlandȱlessȱintensively,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱinȱpopulation
wouldȱincrease.

C) farmȱlandȱmoreȱintensively,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱin
populationȱwouldȱincrease.

D) farmȱlandȱlessȱintensively,ȱinȱwhichȱcaseȱtheȱreturnsȱtoȱsuccessiveȱincreasesȱinȱpopulation
wouldȱdiminish.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

18) ThomasȱMalthusȱandȱDavidȱRicardoȱbelievedȱthatȱreturnsȱtoȱsuccessiveȱincreaseȱinȱpopulation
wouldȱdeclineȱbecauseȱtoȱincreaseȱagriculturalȱoutput,ȱpeopleȱwouldȱbeȱforced

A) toȱfarmȱtheȱlandȱmoreȱintensivelyȱandȱtoȱfarmȱlessȱproductiveȱland.
B) toȱfarmȱtheȱlandȱlessȱintensivelyȱandȱtoȱfarmȱmoreȱproductiveȱland.
C) toȱfarmȱtheȱlandȱmoreȱintensivelyȱandȱtoȱfarmȱmoreȱproductiveȱland.
D) toȱfarmȱfarmȱlandȱlessȱintensivelyȱandȱtoȱfarmȱlessȱproductiveȱland.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

19) BothȱMalthusȱandȱRicardoȱfailedȱtoȱaccountȱforȱtheȱeffectȱofȱ________ȱonȱagricultural
production.

A) diminishingȱreturns B) technologicalȱchange
C) capitalȱdepreciation D) increasingȱreturns

Answer: B
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

20) Withȱaȱfixedȱamountȱofȱcapital,ȱ300ȱworkersȱproduceȱ9,000ȱcars.ȱTheȱaverageȱlabor
productivityȱis

A) 0.03. B) 3. C) 27. D) 30.

Answer: D
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

21) Ifȱlaborȱproductivityȱinȱaȱsteelȱmineȱisȱ3.5ȱtonsȱperȱworker,ȱthenȱ400ȱsteelȱworkersȱwithȱaȱfixed
amountȱofȱcapitalȱproduce

A) 87.5ȱtons. B) 1,400ȱtons. C) 1,750ȱtons. D) 4,000ȱtons.
Answer: B
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills
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22) Anȱincreaseȱinȱtheȱcapitalȱstock
A) canȱincreaseȱoutput,ȱevenȱifȱitȱisȱnotȱaccompaniedȱbyȱanȱincreaseȱinȱtheȱlaborȱforce.
B) providesȱvaluableȱservicesȱdirectly,ȱbutȱnotȱindirectly.
C) canȱincreaseȱoutput,ȱbutȱonlyȱifȱitȱisȱaccompaniedȱbyȱanȱincreaseȱinȱtheȱlaborȱforce.
D) cannotȱincreaseȱoutput,ȱevenȱifȱitȱisȱaccompaniedȱbyȱanȱincreaseȱinȱtheȱlaborȱforce.

Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Anȱincreaseȱinȱcapitalȱstock
A) enhancesȱlaborȱproductivity. B) providesȱvaluableȱservicesȱdirectly.
C) causesȱeconomicȱgrowth. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Laborȱproductivityȱincreasesȱwhen
A) laborȱandȱoutputȱincreaseȱproportionately.
B) capitalȱincreasesȱandȱlaborȱremainsȱconstant.
C) outputȱdecreasesȱandȱlaborȱincreases.
D) capital/laborȱratioȱdecreases.

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Investmentȱinȱprivateȱcapitalȱisȱaȱsourceȱofȱeconomicȱgrowth,ȱbutȱinvestmentȱinȱpublic

capitalȱisȱnot.
B) Investmentȱinȱpublicȱcapitalȱisȱaȱsourceȱofȱeconomicȱgrowth,ȱbutȱinvestmentȱinȱprivate

capitalȱisȱnot.
C) Investmentȱinȱbothȱprivateȱandȱpublicȱcapitalȱisȱconduciveȱtoȱeconomicȱgrowthȱand

higherȱproductivity.
D) Neitherȱinvestmentȱinȱprivateȱnorȱpublicȱcapitalȱhasȱanyȱeffectȱonȱeconomicȱgrowthȱand

productivity.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills
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26) Aȱcompanyȱusesȱ200ȱworkersȱandȱ50ȱunitsȱofȱcapitalȱtoȱproduceȱ1,000ȱunitsȱofȱoutput.ȱȱIts
averageȱlaborȱproductivityȱis

A) 4. B) 5. C) 20. D) 25.

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

27) Aȱcompanyȱusesȱ100ȱworkersȱandȱ30ȱunitsȱofȱcapitalȱtoȱproduceȱ500ȱunitsȱofȱoutput.ȱIfȱthis
companyȱincreasesȱitsȱcapitalȱtoȱ50ȱunitsȱand,ȱasȱaȱresult,ȱitsȱoutputȱincreasesȱbyȱ300ȱunits,ȱthe
productivityȱofȱlaborȱ________ȱtoȱ________ȱunitsȱperȱworker.

A) increases;ȱ8 B) increases;ȱ1 C) increases;ȱ3 D) decreases;ȱ4
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

28) Anȱimportantȱsourceȱofȱincreasingȱproductivityȱis
A) anȱincreaseȱinȱtheȱratioȱofȱcapitalȱtoȱlabor.
B) anȱincreaseȱinȱtheȱratioȱofȱlaborȱtoȱcapital.
C) aȱdecreaseȱinȱtheȱratioȱofȱcapitalȱtoȱlabor.
D) fasterȱgrowthȱinȱtheȱlaborȱforceȱthanȱinȱtheȱcapitalȱstock.

Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Inȱallȱeconomiesȱexperiencingȱmodernȱeconomicȱgrowth,
A) laborȱexpandsȱatȱaȱmoreȱrapidȱpaceȱthanȱcapital.
B) capitalȱandȱlaborȱexpandȱatȱaȱconstantȱrate.
C) capitalȱexpandsȱatȱaȱmoreȱrapidȱpaceȱthanȱlabor.
D) capitalȱexpands,ȱbutȱlaborȱremainsȱconstant.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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30) Whichȱofȱtheȱfollowingȱisȱanȱinvestmentȱinȱinfrastructure?
A) SouthstarȱSteelȱhasȱtwoȱofficeȱbuildingsȱseparatedȱbyȱone-halfȱmile.ȱTheȱcompanyȱlaysȱa

fiberȱopticȱcableȱbetweenȱtheȱbuildingsȱtoȱtakeȱadvantageȱofȱnewȱtechnology.
B) Theȱfederalȱgovernmentȱmakesȱitȱeasierȱforȱcollegeȱstudentsȱtoȱobtainȱloansȱandȱthis

increasesȱtheȱnumberȱofȱstudentsȱattendingȱcollege.
C) TheȱcityȱofȱRobesoniaȱbuildsȱaȱnewȱsewageȱtreatmentȱplant.
D) Residentsȱofȱaȱsuburbanȱhousingȱdevelopmentȱhireȱaȱprivateȱsecurityȱforceȱbecauseȱthey

haveȱbeenȱconcernedȱaboutȱcrime.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Increasedȱinvestmentsȱinȱinfrastructureȱorȱpublicȱcapitalȱwouldȱmostȱlikely
A) causeȱaȱdecreaseȱinȱtheȱgrowthȱrate,ȱbecauseȱtheyȱwouldȱrequireȱaȱreductionȱinȱprivate

investment.
B) haveȱnoȱimpactȱonȱgrowth,ȱbecauseȱtheyȱdoȱnotȱaffectȱtheȱprivateȱsector.
C) ȱincreaseȱgrowth.
D) reduceȱgrowthȱinȱaȱdevelopingȱcountry.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) Anȱincreaseȱinȱhumanȱcapital
A) increasesȱtheȱproductivityȱofȱlabor.
B) decreasesȱtheȱproductivityȱofȱlabor.
C) increasesȱtheȱproductivityȱofȱlaborȱonlyȱifȱthereȱisȱaȱcorrespondingȱtechnologicalȱchange.
D) increasesȱtheȱcapital-laborȱratio.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) WhichȱofȱtheȱfollowingȱisȱNOTȱanȱinvestmentȱinȱhumanȱcapital?
A) localȱgovernmentsȱbeginȱprovidingȱfreeȱhepatitisȱvaccinationsȱtoȱanyȱresidentȱwhoȱwants

one
B) theȱPrecisionȱToolȱCompanyȱteachesȱallȱitsȱworkersȱhowȱtoȱrepairȱallȱtheȱmachinesȱinȱthe

factory
C) olderȱworkersȱreturnȱtoȱschoolȱtoȱupdateȱtheirȱskills
D) theȱFerrisȱAdvertisingȱAgencyȱreplacesȱitsȱsecretariesȇȱtypewritersȱwithȱpersonal

computers

Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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34) WhichȱofȱtheȱfollowingȱisȱNOTȱanȱinvestmentȱinȱhumanȱcapital?
A) anȱindividualȱdecidesȱtoȱenrollȱinȱaȱvocationalȱtrainingȱprogram
B) aȱfirmȱengagesȱinȱon-the-jobȱtraining
C) theȱgovernmentȱexpandsȱitsȱprogramsȱtoȱimproveȱhealthȱcare
D) theȱgovernmentȱincreasesȱtheȱlevelȱofȱunemploymentȱbenefits

Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Supposeȱthatȱgrowthȱinȱoutputȱthatȱcanȱbeȱattributedȱtoȱgrowthȱinȱlaborȱandȱcapitalȱisȱ6%.ȱIf
outputȱgrowsȱatȱaȱrateȱofȱ6%,ȱitȱmustȱbeȱtheȱcaseȱthat

A) theȱeconomyȱisȱnotȱexperiencingȱtechnologicalȱprogress.
B) growthȱinȱlaborȱforceȱexceedsȱgrowthȱinȱcapital.
C) growthȱinȱcapitalȱexceedsȱgrowthȱinȱlabor.
D) theȱeconomyȱisȱexperiencingȱtechnologicalȱprogress.

Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

36) Supposeȱthatȱgrowthȱinȱoutputȱthatȱcanȱbeȱattributedȱtoȱgrowthȱinȱlaborȱandȱcapitalȱisȱ2%.ȱIf
outputȱgrowsȱatȱaȱrateȱofȱ5%,ȱitȱmustȱbeȱtheȱcaseȱthat

A) growthȱinȱlaborȱexceedsȱgrowthȱinȱcapital.
B) growthȱinȱcapitalȱexceedsȱgrowthȱinȱlabor.
C) theȱeconomyȱisȱexperiencingȱtechnologicalȱprogress.
D) theȱeconomyȱisȱnotȱspendingȱenoughȱonȱacquiringȱhumanȱcapital.

Answer: C
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

37) Thinkingȱupȱaȱnewȱideaȱisȱanȱexampleȱof
A) anȱinvention. B) anȱinnovation.
C) humanȱcapitalȱaccumulation. D) socialȱoverheadȱcapital.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition
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38) Aȱfirmȱusedȱtoȱproduceȱaȱproductȱusingȱthreeȱunitsȱofȱlaborȱandȱoneȱunitȱofȱcapital.ȱTheȱfirm
discoversȱthatȱitȱcanȱproduceȱmoreȱoutputȱatȱaȱlowerȱcostȱifȱitȱcombinesȱtwoȱunitsȱofȱlaborȱwith
twoȱunitsȱofȱcapital.ȱThisȱisȱanȱexampleȱof

A) anȱinnovation. B) anȱinvention.
C) increasingȱreturns. D) economicȱgrowth.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Aȱresearcherȱdiscoveredȱtheȱadhesiveȱthatȱallowsȱaȱpieceȱofȱpaperȱtoȱbeȱattachedȱtoȱaȱsurface
temporarilyȱandȱthenȱremovedȱandȱreattachedȱmanyȱtimes.ȱȱItȱwasȱmanyȱyearsȱbeforeȱaȱuse
wasȱfoundȱforȱthisȱadhesive.ȱWhichȱofȱtheȱfollowingȱisȱTRUE?

A) Theȱdiscoveryȱrepresentsȱanȱinventionȱandȱtheȱfindingȱofȱaȱuseȱforȱtheȱadhesive
representsȱanȱinnovation.

B) Theȱdiscoveryȱrepresentsȱanȱinnovationȱandȱtheȱfindingȱofȱaȱuseȱforȱtheȱadhesive
representsȱanȱinvention.

C) Thisȱisȱanȱexampleȱofȱanȱinventionȱonly.
D) Thisȱisȱanȱexampleȱofȱanȱinnovationȱonly.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) Sinceȱ1978,ȱgrowthȱinȱChinaȱhasȱbeen
A) quiteȱrapidȱdespiteȱaȱrelativelyȱweakȱsetȱofȱpropertyȱrightsȱprotections.
B) quiteȱrapidȱbecauseȱofȱaȱrelativelyȱstrongȱsetȱofȱpropertyȱrightsȱprotections.
C) relativelyȱslowȱbecauseȱofȱaȱrelativelyȱweakȱsetȱofȱpropertyȱrightsȱprotections.
D) relativelyȱslowȱdespiteȱaȱrelativelyȱstrongȱsetȱofȱpropertyȱrightsȱprotections.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

41) Anyȱinvestmentȱmadeȱinȱaȱcountryȱbyȱresidentsȱoutsideȱthatȱcountryȱis
A) foreignȱdirectȱinvestment. B) foreignȱexchange.
C) grossȱprivateȱdomesticȱinvestment. D) netȱexports.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

42) Whichȱofȱtheȱfollowingȱwillȱresultȱinȱincreasedȱproductivity?
A) advancesȱinȱmanagerialȱknowledge B) governmentȱregulations
C) taxation D) populationȱincreases

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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43) Relaxedȱtruckingȱregulationsȱincreaseȱtheȱmaximumȱweightȱaȱtractor-trailerȱcombinationȱcan
haul,ȱfromȱ40ȱtonsȱtoȱ60ȱtons.ȱThisȱchangeȱinȱregulationsȱreducesȱtheȱtransportationȱcostsȱper
tonȱandȱis

A) capitalȱsavingȱonly. B) laborȱsavingȱonly.
C) anȱexternalȱdiseconomyȱofȱscale. D) bothȱcapitalȱsavingȱandȱlaborȱsaving.

Answer: D
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

44) Theȱintroductionȱofȱroboticsȱisȱanȱexampleȱof
A) aȱlabor-savingȱinnovation. B) aȱcapital-savingȱinnovation.
C) anȱexternalȱeconomyȱofȱscale. D) anȱexternalȱdiseconomyȱofȱscale.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

45) Anȱaccountingȱfirmȱpurchasedȱtwoȱcomputersȱandȱfoundȱthatȱtwoȱworkersȱusingȱthe
computersȱcouldȱdoȱtheȱsameȱworkȱitȱusedȱtoȱtakeȱfourȱworkersȱtoȱdo.ȱThisȱintroductionȱof
computersȱisȱanȱexampleȱof

A) aȱlabor-savingȱinnovation.
B) aȱcapital-savingȱinnovation.
C) bothȱcapitalȱandȱlaborȱsavingȱinnovation.
D) neitherȱaȱcapitalȱnorȱaȱlaborȱsavingȱinnovation.

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

46) Improvedȱproductionȱmanagementȱdoublesȱtheȱnumberȱofȱairȱconditionersȱthatȱcanȱbe
produced.ȱThisȱmanagerialȱinnovationȱis

A) capitalȱsaving. B) laborȱsaving.
C) bothȱcapitalȱsavingȱandȱlaborȱsaving. D) anȱexternalȱeconomyȱofȱscale.

Answer: C
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

47) Externalȱeconomiesȱofȱscaleȱareȱcostȱsavingsȱachievedȱwhen
A) firmsȱbecomeȱmoreȱefficient. B) theȱsizeȱofȱindustriesȱbecomeȱlarger.
C) capital/laborȱratioȱbecomesȱsmaller. D) thereȱareȱcapital-savingȱinnovations.

Answer: B
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition
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48) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱanȱexternalȱeconomyȱofȱscale?
A) Asȱmoreȱfirmsȱhiredȱcomputerȱprogrammers,ȱmoreȱschoolsȱbeganȱtrainingȱcomputer

programmersȱandȱfirmsȱwereȱableȱtoȱspendȱlessȱmoneyȱonȱtrainingȱemployeesȱtoȱbe
computerȱprogrammers.

B) Aȱmovingȱcompanyȱbuysȱcomputersȱforȱitsȱofficeȱstaffȱandȱasȱaȱresultȱcanȱreduceȱitsȱoffice
staffȱbyȱ10%.

C) Asȱaȱshirtȱmanufacturerȱbuysȱmoreȱcottonȱcloth,ȱtheȱclothȱsupplierȱreducesȱtheȱpriceȱper
yardȱofȱcloth.

D) TheȱU.S.ȱgovernmentȱeliminatesȱrestrictionsȱonȱhiringȱnon-U.S.ȱcitizens.
Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

49) Ifȱthereȱareȱconstantȱreturnsȱtoȱscale,ȱaȱ3%ȱincreaseȱinȱinputsȱshouldȱincreaseȱoutputȱbyȱ3%.ȱBut
ifȱasȱaȱresultȱofȱincreasingȱinputsȱbyȱ3%ȱoutputȱincreasedȱbyȱ5%,ȱthen

A) allȱ5%ȱofȱtheȱincreaseȱinȱoutputȱresultedȱfromȱtheȱincreaseȱinȱinputs.
B) allȱ5%ȱofȱtheȱincreaseȱinȱoutputȱmustȱhaveȱresultedȱfromȱanȱincreaseȱinȱfactor

productivity.
C) 2%ȱofȱtheȱincreaseȱinȱoutputȱresultedȱfromȱtheȱincreaseȱinȱinputs,ȱandȱ3%ȱofȱtheȱincrease

inȱoutputȱresultedȱfromȱanȱincreaseȱinȱfactorȱproductivity.
D) 3%ȱofȱtheȱincreaseȱinȱoutputȱresultedȱfromȱtheȱincreaseȱinȱinputs,ȱandȱ2%ȱofȱtheȱincrease

inȱoutputȱresultedȱfromȱanȱincreaseȱinȱfactorȱproductivity.
Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Analytic
AACSB: AnalyticȱSkills

50) WhichȱofȱtheȱfollowingȱfactorsȱwouldȱNOTȱcontributeȱtoȱanȱincreaseȱinȱmeasuredȱfactor
productivity?

A) anȱadvanceȱinȱmanagerialȱknowledge
B) theȱimpositionȱofȱadditionalȱenvironmentalȱregulations
C) anȱincreaseȱinȱexpendituresȱonȱresearchȱandȱdevelopment
D) theȱintroductionȱofȱrobotics

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

51) Increasedȱenvironmentalȱregulationȱisȱlikelyȱto
A) increaseȱmeasuredȱproductivity,ȱbutȱdecreaseȱoutput.
B) increaseȱmeasuredȱproductivityȱandȱincreaseȱoutput.
C) haveȱnoȱeffectȱonȱeitherȱproductivityȱorȱoutput.
D) decreaseȱmeasuredȱproductivityȱandȱdecreaseȱoutput.

Answer: D
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Ifȱanȱeconomyȱexperiencesȱgrowthȱinȱproductivityȱwithoutȱgrowthȱinȱitsȱlaborȱforce,ȱitȱwill
grow.

Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱdecreaseȱinȱcapital/laborȱratioȱenhancesȱeconomicȱgrowth.

Answer: FALSE
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Convergenceȱtheoryȱsuggestsȱthatȱwhenȱlessȱdevelopedȱcountriesȱbeginȱtoȱdevelop,ȱthey
typicallyȱhaveȱhigherȱgrowthȱratesȱasȱtheyȱcatchȱupȱwithȱmoreȱdevelopedȱnations.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

4) Fromȱ1999-2007,ȱChinaȱhadȱanȱaverageȱgrowthȱrateȱperȱyearȱthatȱwasȱmoreȱthanȱthreeȱtimesȱas
highȱasȱthatȱinȱtheȱU.S.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

5) Laborȱproductivityȱcanȱincreaseȱevenȱifȱtheȱlaborȱforceȱincreases.
Answer: TRUE
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Anȱincreaseȱinȱhumanȱcapitalȱwillȱdecreaseȱoutput.
Answer: FALSE
Diff:ȱ2
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Toȱincreaseȱgrowthȱtheȱgovernmentȱcouldȱalterȱtheȱtaxȱcodeȱtoȱencourageȱsavings.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Conceptual
AACSB: ReflectiveȱThinking
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8) Anȱinventionȱisȱanȱadvanceȱinȱknowledge.

Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

9) Sinceȱ1978,ȱgrowthȱinȱChinaȱhasȱbeenȱquiteȱstrongȱdespiteȱaȱrelativelyȱweakȱsetȱofȱproperty
rightsȱprotections.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

10) Foreignȱdirectȱinvestmentȱisȱanyȱinvestmentȱmadeȱinȱaȱcountryȱbyȱresidentsȱoutsideȱthat
country.

Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Definition

11) Inȱ2007,ȱtheȱWorldȱBankȱestimatedȱthatȱthereȱwereȱ72ȱmillionȱprimaryȱagedȱschoolȱchildrenȱin
theȱworldȱwhoȱwereȱnotȱinȱschool.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

12) AȱkeyȱproblemȱfacingȱSub-SaharanȱAfricaȱinȱtermsȱofȱhumanȱcapitalȱisȱhealth.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱEconomicȱGrowth
Skill: Fact

17.3 GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates

1 MultipleȱChoice

1) TheȱU.S.ȱeconomyȱexperiencedȱtheȱweakestȱeconomicȱgrowth
A) duringȱtheȱ1930s. B) duringȱtheȱ1940s.
C) duringȱtheȱ1960s. D) duringȱtheȱ1970s.

Answer: A
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

2) TheȱU.S.ȱeconomyȱexperiencedȱtheȱstrongestȱeconomicȱgrowthȱduringȱthe
A) 1930s. B) 1940s. C) 1960s. D) 1990s.

Answer: B
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact
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3) Whichȱpartȱofȱtheȱworldȱexperiencedȱtheȱstrongestȱeconomicȱgrowthȱduringȱtheȱperiodsȱofȱthe
1980sȱandȱ1990s?

A) Europeanȱcountries B) NorthȱAmericaȱexcludingȱMexico
C) Africa D) AsiaȱexcludingȱJapan

Answer: D
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

4) AccordingȱtoȱEdwardȱDenison,ȱtheȱlargestȱsourceȱofȱgrowthȱinȱtheȱU.S.ȱeconomyȱduringȱthe
periodȱ1973-1979ȱwas

A) increaseȱinȱinputs.
B) increaseȱinȱeconomiesȱofȱscale.
C) increaseȱinȱproductivity.
D) increaseȱinȱpollutionȱabatementȱtechniques.

Answer: A
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

5) AccordingȱtoȱEdwardȱDenison,ȱincreasesȱinȱinputsȱinȱtheȱU.S.ȱduringȱtheȱ1970sȱwasȱresponsible
forȱ________ȱofȱtheȱgrowthȱrateȱinȱoutput.

A) lessȱthanȱ50% B) moreȱthanȱ50%ȱbutȱlessȱthanȱ60%
C) onlyȱ20% D) overȱ90%

Answer: D
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

6) AccordingȱtoȱEdwardȱDenison,ȱaboutȱ________ȱofȱtheȱU.S.ȱgrowthȱinȱoutputȱoverȱtheȱentire
periodȱfromȱ1929ȱtoȱ1982ȱhasȱcomeȱfromȱincreasesȱinȱfactorsȱofȱproductionȱandȱaboutȱ________
hasȱcomeȱfromȱincreasesȱinȱproductivity.

A) one-half;ȱone-half B) one-third;ȱtwo-thirds
C) two-thirds;ȱone-third D) one-fourth;ȱthree-fourths

Answer: A
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

7) AccordingȱtoȱEdwardȱDenison,ȱtheȱleastȱamountȱofȱgrowthȱinȱtheȱU.S.ȱattributedȱtoȱincreasesȱin
productivityȱwasȱduringȱthe

A) 1920s. B) 1940s. C) 1970s. D) 1990s.

Answer: C
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact
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8) Betweenȱ1950ȱandȱ1990,
A) realȱGDPȱincreasedȱatȱaȱfasterȱrateȱthanȱpopulation,ȱsoȱrealȱGDPȱperȱcapitaȱincreased.
B) realȱGDPȱincreased,ȱbutȱpopulationȱincreasedȱatȱaȱfasterȱrate,ȱsoȱrealȱGDPȱperȱcapitaȱfell.
C) realȱGDPȱfellȱandȱpopulationȱincreased,ȱsoȱrealȱperȱcapitaȱGDPȱfell.
D) realȱGDPȱfellȱatȱaȱfasterȱrateȱthanȱtheȱdecreaseȱinȱtheȱpopulation,ȱsoȱrealȱGDPȱperȱcapita

increased.

Answer: A
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

9) Theȱmostȱremarkableȱgrowthȱperformanceȱsinceȱ1982ȱhasȱtakenȱplaceȱin
A) Japan. B) France.
C) theȱUnitedȱStates. D) AsiaȱexcludingȱJapan.

Answer: D
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

10) WhichȱofȱtheȱfollowingȱwasȱNOTȱoneȱofȱtheȱlikelyȱcausesȱofȱtheȱproductivityȱproblemȱinȱthe
1970s?

A) aȱreductionȱinȱgovernmentȱregulation
B) reducedȱresearchȱandȱdevelopmentȱspending
C) aȱslowdownȱinȱinvestmentȱspending
D) lowȱsavingȱrates

Answer: A
Diff:ȱ2
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

11) WhichȱofȱtheȱfollowingȱwasȱNOTȱoneȱofȱtheȱlikelyȱcausesȱofȱtheȱproductivityȱproblemȱinȱthe
1970s?

A) theȱincreaseȱinȱenergyȱpricesȱinȱtheȱ1970s
B) highȱsavingȱrates
C) anȱincreaseȱinȱgovernmentȱregulation
D) aȱslowdownȱinȱinvestmentȱspending

Answer: B
Diff:ȱ2
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

12) Whichȱofȱtheȱfollowingȱwasȱoneȱofȱtheȱlikelyȱcausesȱofȱtheȱproductivityȱproblemȱofȱtheȱ1970s?
A) rapidȱgrowthȱinȱinvestmentȱspending
B) aȱreductionȱinȱgovernmentȱregulation
C) lowȱsavingȱrates
D) anȱincreaseȱinȱresearchȱandȱdevelopmentȱspending

Answer: C
Diff:ȱ2
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact
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13) Higherȱenergyȱpricesȱinȱtheȱ1970sȱreducedȱlaborȱproductivityȱbecause
A) energyȱandȱcapitalȱareȱsubstituteȱinputs.
B) theȱriseȱinȱenergyȱpricesȱtendedȱtoȱpushȱfirmsȱawayȱfromȱlabor-intensiveȱmeasuresȱand

towardȱmoreȱcapital-intensiveȱtechniques.
C) aȱgreatȱdealȱofȱinvestmentȱwentȱintoȱtransformingȱtheȱexistingȱcapitalȱstockȱintoȱmore

energy-efficientȱforms.
D) laborȱproductivityȱhasȱbeenȱlowerȱwhenȱusedȱwithȱmoreȱcapital-intensiveȱtechniques.

Answer: C
Diff:ȱ2
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

14) Whichȱofȱtheȱfollowingȱcausedȱtheȱproductivityȱproblemȱofȱtheȱ1970sȱinȱtheȱU.S.?
A) lowȱsavingȱrate
B) increasedȱgovernmentalȱregulations
C) lowȱspendingȱonȱresearchȱandȱdevelopment
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

15) ManyȱeconomistsȱbelieveȱthatȱtheȱU.S.ȱgrowthȱsinceȱtheȱmid-1990sȱwithȱlittleȱinflationary
pressureȱisȱdueȱto

A) expansionaryȱfiscalȱandȱmonetaryȱpolicies.
B) continuousȱincreasesȱinȱtheȱproductivityȱofȱlabor.
C) continuousȱreductionsȱinȱaggregateȱsupply.
D) increasesȱinȱtheȱaggregateȱdemandȱthatȱexceededȱincreasesȱinȱtheȱaggregateȱsupply.

Answer: B
Diff:ȱ2
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

2 True/False

1) EdwardȱDenisonȱhasȱestimatedȱthatȱgrowthȱofȱknowledgeȱwasȱtheȱsingleȱmostȱimportant
factorȱcontributingȱtoȱincreasesȱinȱtheȱproductivityȱofȱinputsȱfromȱ1929ȱtoȱ1982.
Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

2) Theȱ1970sȱwasȱaȱperiodȱofȱhighȱproductivityȱgrowthȱinȱtheȱUnitedȱStates.
Answer: FALSE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact
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3) Economistsȱagreeȱthatȱtheȱcauseȱofȱtheȱslowȱeconomicȱgrowthȱduringȱtheȱ1970sȱwasȱtheȱtight
monetaryȱpolicy.
Answer: FALSE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

4) TheȱU.S.ȱgrowthȱrateȱinȱtheȱ19thȱcenturyȱwasȱfasterȱthanȱitȱwasȱinȱtheȱ20thȱcentury.
Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

5) Geographyȱplaysȱaȱroleȱinȱaȱnationȇsȱorȱregionȇsȱproductivity.
Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

6) ZuliuȱHuȱandȱMohsinȱKhanȱhaveȱstatedȱthatȱtheȱproductivityȱgainsȱinȱChinaȱoverȱtheȱpastȱ20
yearsȱare,ȱinȱlargeȱpart,ȱaȱresultȱofȱmarketȱreformsȱfromȱincorporatingȱbusinessȱintoȱtheȱpublic
sector.

Answer: FALSE
Diff:ȱ1
Topic: GrowthȱandȱProductivityȱinȱtheȱUnitedȱStates
Skill: Fact

17.4 EconomicȱGrowthȱandȱPublicȱPolicyȱinȱtheȱUnitedȱStates

1 MultipleȱChoice

1) SomeȱeconomistsȱclaimȱthatȱtheȱSocialȱSecurityȱsystemȱinȱtheȱUnitedȱStatesȱisȱbiasedȱagainst
saving.ȱTheirȱargumentȱisȱthat

A) theȱSocialȱSecurityȱsystemȱdiscouragesȱpeopleȱfromȱmakingȱrisky,ȱbutȱprofitable,
investments.

B) privateȱpensionȱplansȱareȱbetterȱmanagedȱthanȱtheȱSocialȱSecurityȱfundsȱandȱareȱusedȱfor
moreȱproductiveȱinvestments.

C) theȱSocialȱSecurityȱsystemȱreducesȱtheȱincentiveȱforȱpeopleȱtoȱsaveȱbyȱproviding
guaranteedȱretirementȱincomes.

D) SocialȱSecurityȱtaxesȱareȱusedȱtoȱfinanceȱonlyȱinvestmentsȱinȱpublicȱinfrastructureȱandȱare
notȱavailableȱforȱbusinessȱinvestment.

Answer: C
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact
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2) Publicȱsubsidizationȱofȱresearchȱandȱdevelopmentȱhasȱbeenȱjustifiedȱonȱtheȱgroundsȱthat
A) thereȱareȱnoȱprivateȱreturnsȱtoȱresearchȱandȱdevelopment.
B) socialȱreturnsȱtoȱresearchȱandȱdevelopmentȱexceedȱtheȱprivateȱreturns.
C) onlyȱlargeȱcorporationsȱhaveȱtheȱfinancialȱresourcesȱtoȱundertakeȱresearchȱand

development.
D) basicȱresearchȱcannotȱbeȱundertakenȱbyȱprivateȱfirms.

Answer: B
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

3) Thoseȱwhoȱargueȱthatȱresearchȱandȱdevelopmentȱspending,ȱespeciallyȱonȱbasicȱresearch,
shouldȱbeȱsubsidizedȱbyȱtheȱpublicȱsectorȱbelieveȱthat

A) theȱbenefitsȱfromȱresearchȱandȱdevelopmentȱcannotȱbeȱadequatelyȱcapturedȱbyȱthose
undertakingȱtheȱresearch.

B) privateȱspendingȱonȱresearchȱandȱdevelopmentȱisȱtooȱhigh.
C) theȱsocialȱreturnsȱfromȱresearchȱandȱdevelopmentȱareȱhighȱcomparedȱwithȱtheȱsocial

returnsȱfromȱotherȱpublicȱinvestmentȱprojects.
D) theȱrateȱofȱreturnȱonȱinvestmentsȱinȱresearchȱandȱdevelopmentȱisȱveryȱhigh.

Answer: A
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) WhichȱofȱtheȱfollowingȱpoliciesȱhasȱNOTȱbeenȱsuggestedȱasȱaȱmeansȱofȱincreasingȱtheȱrateȱof
economicȱgrowthȱinȱtheȱUnitedȱStates?

A) increasingȱresearchȱandȱdevelopmentȱspending
B) reducingȱgovernmentȱregulation
C) loweringȱtheȱsavingsȱrate
D) enactmentȱofȱanȱindustrialȱpolicy

Answer: C
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

5) WhichȱofȱtheȱfollowingȱpoliciesȱshouldȱtheȱgovernmentȱNOTȱadoptȱifȱitsȱgoalȱisȱtoȱenhance
economicȱgrowth?

A) improveȱtheȱqualityȱofȱeducation
B) imposeȱmoreȱregulationȱonȱproducers
C) enactȱpoliciesȱtoȱincreaseȱtheȱsavingȱrate
D) enactȱpoliciesȱtoȱencourageȱresearchȱandȱdevelopment

Answer: B
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Governmentȱinvolvementȱinȱtheȱallocationȱofȱcapitalȱacrossȱmanufacturingȱsectorsȱis
A) supplyȱmanagement. B) industrialȱpolicy.
C) regulatoryȱpolicy. D) balancedȱgrowthȱpolicy.

Answer: B
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Definition

7) TheȱpublicȱpolicyȱofȱȈtargetingȈȱindustriesȱforȱspecialȱandȱrapidȱinvestmentȱis
A) internationalȱtradeȱpolicy. B) growthȱpolicy.
C) fiscalȱpolicy. D) industrialȱpolicy.

Answer: D
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Definition

8) Whichȱofȱtheȱfollowingȱisȱanȱexampleȱofȱanȱindustrialȱpolicy?
A) aȱsubsidyȱtoȱagriculturalȱproducersȱthatȱmakesȱitȱeasierȱforȱthemȱtoȱexportȱtheirȱproducts
B) anȱincreaseȱinȱtheȱageȱatȱwhichȱpeopleȱareȱeligibleȱforȱfullȱSocialȱSecurityȱretirement

benefits
C) anȱinvestmentȱtaxȱcreditȱthatȱisȱavailableȱtoȱallȱfirms
D) anȱacrossȱtheȱboardȱincreaseȱinȱtheȱtaxȱonȱimportedȱgoods

Answer: A
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Criticsȱofȱindustrialȱpolicyȱargueȱthatȱtheȱgovernmentȱshouldȱnotȱbeȱinvolvedȱinȱtheȱallocation
ofȱcapitalȱacrossȱmanufacturingȱsectorsȱbecause

A) theȱJapaneseȱgovernmentȱisȱalreadyȱpracticingȱindustrialȱpolicy,ȱandȱbecauseȱofȱits
experience,ȱitȱisȱmuchȱbetterȱatȱitȱthanȱtheȱUnitedȱStatesȱwouldȱbe.

B) theȱUnitedȱStatesȱisȱlosingȱoutȱinȱinternationalȱcompetition.
C) theȱgovernmentȱdoesȱnotȱhaveȱenoughȱinformationȱonȱtheȱprofitabilityȱandȱriskinessȱof

industrialȱinvestmentsȱtoȱmakeȱtheȱcorrectȱdecisions.
D) investmentsȱareȱalwaysȱrisky,ȱandȱtheȱU.S.ȱgovernmentȱcannotȱaffordȱtoȱbearȱtheȱrisk.

Answer: C
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact
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10) Thoseȱwhoȱfavorȱindustrialȱpolicyȱargueȱthat
A) becauseȱotherȱcountriesȱfollowȱthisȱpractice,ȱtheȱUnitedȱStatesȱmustȱalsoȱuseȱindustrial

policyȱsoȱasȱnotȱtoȱloseȱoutȱinȱinternationalȱcompetition.
B) theȱgovernmentȱshouldȱhelpȱfinanceȱinvestmentȱinȱtheȱprivateȱsectorȱbecauseȱitȱhasȱsuch

easyȱaccessȱtoȱfunds.
C) itȱisȱanȱeffectiveȱwayȱtoȱreduceȱtheȱgovernmentȱdeficit.
D) theȱgovernmentȱisȱtheȱbestȱjudgeȱofȱhowȱriskyȱinvestmentsȱareȱbecauseȱitȱhasȱmore

informationȱthanȱfirms.

Answer: A
Diff:ȱ2
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

11) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ329ȱ[641]:ȱInȱtheȱUnitedȱStates,ȱfirmsȱareȱincreasingly
lookingȱatȱ________ȱtoȱlowerȱhealthȱcareȱcosts.

A) tryingȱtoȱchangeȱproductionȱtechnology
B) increasingȱcapitalȱinvestment
C) eliminatingȱmedicalȱbenefits
D) sendingȱemployeesȱtoȱotherȱcountries

Answer: A
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy:ȱEconomicsȱinȱPractice
Skill: Fact

12) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ329ȱ[641]:ȱInȱtheȱUnitedȱStates,ȱaȱgrowingȱnumberȱof
companiesȱhaveȱdiscoveredȱtheyȱcanȱsaveȱmoneyȱandȱimproveȱemployeeȱproductivityȱby

A) openingȱon-siteȱmedicalȱclinics.
B) passingȱonȱhealthȱcareȱcostsȱtoȱemployees.
C) onlyȱpayingȱforȱcatastrophicȱhealthȱcareȱexpenses.
D) notȱprovidingȱhealthȱcareȱbenefits.

Answer: A
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy:ȱEconomicsȱinȱPractice
Skill: Fact

13) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ332ȱ[644]:ȱImprovementsȱinȱtechnologyȱhaveȱarguably
madeȱitȱ________ȱtoȱaccuratelyȱmeasureȱproductivityȱchanges.

A) increasinglyȱdifficult B) muchȱeasier
C) perfectlyȱpossible D) impossible

Answer: A
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking
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14) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ332ȱ[644]:ȱ________ȱmayȱbeȱunderreportedȱdueȱto
improvementsȱinȱtechnology.

A) Productivityȱchanges B) Theȱsizeȱofȱtheȱlaborȱforce
C) Theȱcapital-to-laborȱratio D) Productionȱquantities

Answer: A
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Theȱpurposeȱofȱtheȱinvestmentȱtaxȱcredit enactedȱinȱ1961ȱisȱtoȱprovideȱtaxȱreductionȱforȱfirms
thatȱinvestȱinȱnewȱcapital.
Answer: TRUE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

2) Economicȱgrowthȱalwaysȱleadsȱtoȱaȱmoreȱequitableȱdistributionȱofȱincome.

Answer: FALSE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Economistsȱestimateȱthatȱtheȱrateȱofȱreturnȱonȱresearchȱandȱdevelopmentȱisȱ5%.

Answer: FALSE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

4) Industrialȱpolicyȱrefersȱtoȱtheȱgovernmentȇsȱchoosingȱtheȱindustriesȱwhichȱshouldȱreceive
capital.

Answer: TRUE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Definition

5) TheȱȈNoȱChildȱLeftȱBehindȱActȈȱofȱ2001ȱincreasesȱstateȱaccountabilityȱforȱstudentȱperformance.

Answer: TRUE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

6) Thereȱisȱconsiderableȱdisputeȱaboutȱhowȱtoȱmeasureȱeducationalȱprogress.
Answer: TRUE
Diff:ȱ1
Topic: EconomicȱGrowthȱandȱPublicȱPolicy
Skill: Fact

562



17.5 GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability

1 MultipleȱChoice

1) Theȱrelationȱbetweenȱgrowth,ȱasȱmeasuredȱinȱ________,ȱisȱanȱinvertedȱU.
A) perȱcapitaȱincomeȱandȱpollution B) incomeȱandȱexpenditure
C) savingȱandȱinvestment D) humanȱcapitalȱandȱphysicalȱcapital

Answer: A
Diff:ȱ2
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Asȱgrowthȱprogressesȱandȱcountriesȱbecomeȱricher,ȱpollution
A) tendsȱtoȱfall. B) risesȱexponentially.
C) rarelyȱchanges. D) levelsȱdouble.

Answer: A
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) AnȱexplanationȱforȱtheȱȈinvertedȱUȈȱisȱthatȱincreasedȱindustrializationȱandȱgrowthȱinitially
________ȱtheȱenvironment,ȱandȱinȱtheȱlongȱrun,ȱenvironmentalȱqualityȱ________.

A) degrades;ȱcontinuesȱtoȱgetȱworse B) improves;ȱimprovesȱevenȱmore
C) improves;ȱgetsȱworse D) degrades;ȱimproves

Answer: D
Diff:ȱ2
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Inȱ2000,ȱtheȱUnitedȱNationsȱunanimouslyȱadoptedȱtheȱ________,ȱaȱsetȱofȱquantifiable,
time-basedȱtargetsȱforȱdevelopingȱcountriesȱtoȱmeet.

A) 21stȱCenturyȱEquityȱInitiative B) GlobalȱWarmingȱReductionȱAct
C) MillenniumȱDevelopmentȱGoals D) CarbonȱFootprintȱEradicationȱMeasure

Answer: C
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact

5) TheȱMillenniumȱDevelopmentȱGoalsȱadoptedȱbyȱtheȱUnitedȱNationsȱincludedȱtargetsȱfor
whichȱofȱtheȱfollowing?

A) education B) incomeȱgrowth
C) environmentalȱprotection D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact
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6) AccordingȱtoȱpredictionsȱmadeȱbyȱtheȱClubȱofȱRomeȱinȱ1972,ȱtheȱcollapseȱofȱtheȱworld
economyȱwillȱoccurȱbecauseȱof

A) theȱworldȇsȱlimitedȱcapacityȱtoȱproduceȱfood.
B) theȱdepletionȱofȱnonrenewableȱresources.
C) theȱever-increasingȱbirthrateȱinȱdevelopedȱcountries.
D) lowȱsavingȱratesȱand,ȱtherefore,ȱlowȱratesȱofȱcapitalȱaccumulation.

Answer: B
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact

7) AȱweaknessȱinȱtheȱClubȱofȱRomeȇsȱstudyȱentitledȱTheȱLimitsȱtoȱGrowthȱisȱthat
A) itȱassumedȱtheȱrateȱofȱpopulationȱgrowthȱwouldȱslow.
B) itȱdidȱnotȱaccountȱforȱtechnologicalȱchange.
C) itȱassumedȱaȱconstantȱdemandȱforȱproducts.
D) itȱassumedȱaȱdecliningȱinvestmentȱrate.

Answer: B
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact

8) Muchȱofȱtheȱgrowthȱinȱ________ȱisȱdueȱtoȱexport-manufacturing,ȱandȱ________ȱhaveȱbased
theirȱgrowthȱonȱresourceȱextraction.

A) Sub-SaharanȱAfrica;ȱmostȱCentralȱAmericanȱnations
B) SoutheastȱAsia;ȱmanyȱAfricanȱnations
C) WesternȱEurope;ȱtheȱformerȱSoviet-blocȱcountries
D) SouthȱAmerica;ȱNorthȱAmericanȱcountries

Answer: B
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact

2 True/False

1) Asȱgrowthȱprogressesȱandȱcountriesȱbecomeȱricher,ȱpollutionȱtendsȱtoȱfall.
Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) TheȱMillenniumȱDevelopmentȱGoalsȱadoptedȱbyȱtheȱUnitedȱNationsȱincludedȱtargetsȱfor
conservationȱmanagement.

Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact
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3) Inȱgeneral,ȱenvironmentalȱpollutionȱgenerallyȱdeclinesȱafterȱgrowthȱhasȱledȱtoȱhighȱperȱcapita
incomes.

Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact

4) MuchȱofȱSoutheastȱAsiaȱhasȱfueledȱitsȱgrowthȱthroughȱexport-ledȱmanufacturing.

Answer: TRUE
Diff:ȱ1
Topic: GrowthȱandȱtheȱEnvironmentȱandȱIssuesȱofȱSustainability
Skill: Fact
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Chapterȱ18 DebatesȱinȱMacroeconomics:
Monetarism,ȱNewȱClassicalȱTheory,
andȱSupply-SideȱEconomics

18.1 KeynesianȱEconomics

1 MultipleȱChoice

1) WhoȱwroteȱtheȱGeneralȱTheoryȱofȱEmployment,ȱInterest,ȱandȱMoney?
A) AdamȱSmith B) DavidȱRicardo
C) MiltonȱFriedman D) JohnȱMaynardȱKeynes

Answer: D
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

2) Keynesianȱeconomicsȱincludesȱtheȱideaȱthat
A) economicȱpoliciesȱareȱineffective.
B) theȱeconomyȱisȱbasicallyȱstable.
C) pricesȱadjustȱtoȱclearȱtheȱmarkets.

D) laborȱmarketsȱdonȇtȱalwaysȱclearȱdueȱtoȱwageȱrigidities.
Answer: D
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

3) AmongȱtheȱpropositionsȱofȱtheȱKeynesianȱschoolȱofȱthoughtȱis
A) economicȱpoliciesȱareȱineffective.
B) aggregateȱsupplyȱmanagementȱisȱtheȱkeyȱtoȱaȱstableȱeconomy.

C) aggregateȱdemandȱdeterminesȱequilibriumȱoutput.
D) rationalȱexpectations.

Answer: C
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

4) Keynesȱbelievedȱwhichȱofȱtheȱfollowing?

A) Theȱgovernmentȱhasȱaȱroleȱtoȱplayȱinȱfightingȱinflation,ȱbutȱnotȱinȱfighting
unemployment.

B) Theȱgovernmentȱhasȱaȱroleȱtoȱplayȱinȱfightingȱunemployment,ȱbutȱnotȱinȱfighting
inflation.

C) Theȱgovernmentȱdoesȱnotȱhaveȱaȱroleȱtoȱplayȱinȱfightingȱinflationȱorȱunemployment.

D) Theȱgovernmentȱhasȱaȱroleȱtoȱplayȱinȱfightingȱinflationȱandȱunemployment.

Answer: D
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact
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5) Manyȱeconomistsȱchallengedȱtheȱideaȱofȱactivistȱgovernmentȱinterventionȱinȱtheȱeconomy

followingȱthe
A) inflationȱofȱtheȱ1970sȱandȱearlyȱ1980s. B) recessionȱofȱ1974-1975.
C) recessionȱofȱ1980-1982. D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

2 True/False

1) Keynesiansȱbelieveȱthatȱgovernmentȱpoliciesȱcanȱimproveȱeconomicȱperformance.

Answer: TRUE
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

2) Keynesiansȱbelieveȱthatȱtheȱeconomyȱwillȱneverȱwillȱreachȱaȱfullȱemploymentȱequilibrium.

Answer: FALSE
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

3) LoweringȱtaxesȱisȱaȱcontractionaryȱKeynesianȱpolicy.
Answer: FALSE
Diff:ȱ2
Topic: KeynesianȱEconomics
Skill: Definition

4) Keynesiansȱbelieveȱtheȱeconomyȱcanȱbeȱmanagedȱusingȱmonetaryȱandȱfiscalȱpolicy.
Answer: TRUE
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact

5) Manyȱeconomistsȱchallengedȱtheȱideaȱofȱpassiveȱgovernmentȱinvolvementȱinȱtheȱeconomy

followingȱtheȱinflationȱofȱtheȱ1970sȱandȱearlyȱ1980s,ȱandȱtheȱrecessionsȱofȱ1974 -1975ȱand
1980-1982.

Answer: FALSE
Diff:ȱ1
Topic: KeynesianȱEconomics
Skill: Fact
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18.2 Monetarism

1 MultipleȱChoice

1) Whichȱofȱtheȱfollowingȱschoolsȱofȱeconomicȱthoughtȱwillȱrecommendȱanȱexpansionaryȱfiscal
policyȱtoȱreduceȱtheȱunemploymentȱrate?

A) theȱmonetaryȱschools B) theȱclassicalȱschool
C) theȱKeynesianȱschool D) theȱrationalȱexpectationȱschool

Answer: C
Diff:ȱ1
Topic: Monetarism
Skill: Fact

2) TheȱratioȱofȱnominalȱGDPȱtoȱtheȱstockȱofȱmoneyȱisȱthe
A) moneyȱmultiplier. B) velocityȱofȱmoney.

C) realȱGDP. D) GDPȱdeflator.
Answer: B
Diff:ȱ1
Topic: Monetarism
Skill: Definition

3) Theȱvelocityȱofȱmoneyȱis
A) theȱnumberȱofȱtimesȱaȱdollarȱbillȱexchangesȱhandsȱinȱaȱyear.
B) theȱratioȱofȱdepositsȱtoȱmoneyȱsupply.
C) theȱnumberȱofȱtimesȱtheȱFedȱincreasesȱmoneyȱsupplyȱinȱaȱyear.
D) theȱrelationshipȱbetweenȱmoneyȱsupplyȱandȱmoneyȱdemand.

Answer: A
Diff:ȱ1
Topic: Monetarism
Skill: Definition

4) Theȱvelocityȱofȱmoneyȱisȱtheȱratioȱof
A) realȱGDPȱtoȱtheȱstockȱofȱmoney.

B) theȱoverallȱpriceȱlevelȱtoȱtheȱstockȱofȱmoney.

C) nominalȱGDPȱtoȱtheȱstockȱofȱmoney.

D) nominalȱGDPȱtoȱtheȱoverallȱpriceȱlevel.
Answer: C
Diff:ȱ1
Topic: Monetarism
Skill: Definition

5) Aȱvelocityȱofȱ6ȱmeansȱmoneyȱchangesȱhands,ȱonȱaverage,ȱevery
A) 6ȱyears. B) 6ȱmonths.

C) 2ȱmonths. D) 1/6ȱofȱaȱmonth.

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) Aȱvelocityȱofȱ________ȱmeansȱmoneyȱchangesȱhands,ȱonȱaverage,ȱeveryȱ4ȱmonths.

A) 0.25 B) 1.25 C) 3 D) 4

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) IfȱnominalȱGDPȱisȱ$400ȱbillionȱandȱtheȱmoneyȱsupplyȱisȱ$50ȱbillion,ȱtheȱvelocityȱofȱmoneyȱis
A) 0.125. B) 8. C) 12. D) 20.

Answer: B
Diff:ȱ1
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

8) Theȱvelocityȱofȱmoneyȱisȱ4.ȱIfȱnominalȱGDPȱisȱ$1,200ȱbillionȱthenȱtheȱstockȱofȱmoney

A) isȱ$300ȱbillion. B) isȱ$400ȱbillion.
C) isȱ$500ȱbillion. D) isȱ$4,800ȱbillion.

Answer: A
Diff:ȱ1
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

9) Supposeȱthatȱtheȱstockȱofȱmoneyȱisȱ$150ȱbillionȱandȱnominalȱGDPȱisȱ$750ȱbillion.ȱTheȱvelocity
ofȱmoneyȱis

A) 4. B) 5. C) 16.7. D) 600.

Answer: B
Diff:ȱ1
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

10) Ifȱtheȱstockȱofȱmoneyȱisȱ$60ȱbillion,ȱvelocityȱisȱ5,ȱandȱrealȱoutputȱisȱ$100ȱbillion,ȱwhatȱisȱthe
priceȱlevel?

A) 0.12 B) 1.4 C) 3 D) 6

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

11) Ifȱtheȱstockȱofȱmoneyȱisȱ$40ȱbillion,ȱvelocityȱisȱ3,ȱandȱrealȱoutputȱisȱ$60ȱbillion,ȱwhatȱisȱtheȱprice
level?

A) 0.5 B) 2 C) 2.5 D) 4

Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills
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12) Ifȱrealȱoutputȱisȱ$25ȱbillion,ȱtheȱpriceȱlevelȱisȱ5,ȱandȱvelocityȱisȱ5,ȱwhatȱisȱtheȱstockȱofȱmoney?

A) $1ȱbillion B) $10ȱbillion C) $25ȱbillion D) $625ȱbillion
Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

13) Ifȱrealȱoutputȱisȱ$10ȱbillion,ȱtheȱpriceȱlevelȱisȱ3,ȱandȱvelocityȱisȱ6,ȱwhatȱisȱtheȱstockȱofȱmoney?

A) $1.8ȱbillion B) $5ȱbillion C) $19ȱbillion D) $180ȱbillion
Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

14) Ifȱtheȱstockȱofȱmoneyȱisȱ$100ȱbillion,ȱvelocityȱisȱ4,ȱandȱtheȱpriceȱlevelȱisȱ5,ȱwhatȱisȱincome?

A) $5ȱbillion B) $80ȱbillion C) $125ȱbillion D) $2,000ȱbillion
Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

15) Ifȱtheȱstockȱofȱmoneyȱisȱ$250ȱbillion,ȱvelocityȱisȱ5,ȱandȱtheȱpriceȱlevelȱisȱ10,ȱwhatȱisȱrealȱoutput?
A) $5ȱbillion B) $125ȱbillion C) $500ȱbillion D) $12,500ȱbillion

Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

16) Ifȱincomeȱisȱ$20ȱbillion,ȱtheȱpriceȱlevelȱisȱ5,ȱandȱtheȱstockȱofȱmoneyȱisȱ$10ȱbillion,ȱwhatȱisȱthe
incomeȱvelocityȱofȱmoney?

A) 0.4 B) 2.5 C) 4 D) 10

Answer: D
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

17) Ifȱincomeȱisȱ$30ȱbillion,ȱtheȱpriceȱlevelȱisȱ3,ȱandȱtheȱstockȱofȱmoneyȱisȱ$18ȱbillion,ȱwhatȱisȱthe
velocityȱofȱmoney?

A) 1.4 B) 1.8 C) 5 D) 180

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills
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18) Theȱquantityȱtheoryȱofȱmoneyȱimpliesȱthatȱaȱ3%ȱincreaseȱinȱtheȱmoneyȱsupplyȱwillȱeventually
cause

A) aȱ3%ȱincreaseȱinȱrealȱGDP.
B) aȱ3%ȱincreaseȱinȱdisposableȱincome.

C) aȱ3%ȱincreaseȱinȱtheȱpriceȱlevel.
D) aȱ3%ȱdecreaseȱinȱtheȱunemploymentȱrate.

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Whichȱofȱtheȱfollowingȱisȱassumedȱconstantȱinȱtheȱquantityȱtheoryȱofȱmoney?

A) moneyȱsupply B) velocity C) theȱpriceȱlevel D) output

Answer: B
Diff:ȱ1
Topic: Monetarism
Skill: Fact

20) Accordingȱtoȱtheȱquantityȱtheoryȱofȱmoney,ȱnominalȱGDPȱwillȱdoubleȱifȱtheȱmoneyȱsupplyȱis
A) reducedȱbyȱone-half. B) reducedȱthreefold.
C) doubled. D) tripled.

Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Theȱquantityȱtheoryȱofȱmoneyȱcanȱbeȱwrittenȱas
A)MVȱ=ȱPY. B) M/V = PY. C) MV = P/Y. D)MPȱ=ȱVP.

Answer: A
Diff:ȱ1
Topic: Monetarism
Skill: Definition

22) Velocityȱisȱnotȱconstantȱif
A) theȱmoneyȱsupplyȱdoesȱnotȱdependȱonȱtheȱinterestȱrate.
B) theȱsupplyȱofȱmoneyȱdependsȱonȱtheȱinterestȱrate.
C) theȱpriceȱlevelȱincreasesȱasȱaggregateȱoutputȱincreases.
D) theȱdemandȱforȱmoneyȱdependsȱonȱtheȱinterestȱrate.

Answer: D
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking
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23) Ifȱtheȱdemandȱforȱmoneyȱdependsȱonȱtheȱinterestȱrate,ȱvelocityȱis
A) notȱconstant,ȱandȱtheȱquantityȱtheoryȱofȱmoneyȱdoesȱhold.
B) notȱconstant,ȱandȱtheȱquantityȱtheoryȱofȱmoneyȱdoesȱnotȱhold.
C) constant,ȱandȱtheȱquantityȱtheoryȱofȱmoneyȱdoesȱnotȱhold.
D) constant,ȱandȱtheȱquantityȱtheoryȱofȱmoneyȱdoesȱhold.

Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

24) Ifȱtheȱequationȱforȱtheȱquantityȱtheoryȱofȱmoneyȱisȱlookedȱonȱasȱaȱdemand-for-money

equation,ȱthenȱtheȱdemandȱforȱmoneyȱdependsȱȱon
A) nominalȱincomeȱbutȱnotȱonȱtheȱinterestȱrate.
B) nominalȱincomeȱandȱtheȱinterestȱrate.
C) realȱincomeȱbutȱnotȱonȱtheȱinterestȱrate.
D) realȱincomeȱandȱtheȱinterestȱrate.

Answer: A
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) Ifȱtheȱdemandȱforȱmoneyȱdependsȱonȱtheȱinterestȱrate,ȱthenȱaȱ15%ȱincreaseȱinȱtheȱmoney

supplyȱwillȱincrease
A) nominalȱGDPȱbyȱ15%. B) nominalȱGDPȱbyȱlessȱthanȱ15%.

C) nominalȱGDPȱbyȱmoreȱthanȱ30%. D) realȱGDPȱbyȱ30%.

Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) Assumeȱthatȱtheȱdemandȱforȱmoneyȱdependsȱonȱtheȱinterestȱrate.ȱAȱdecreaseȱinȱtheȱmoney

supplyȱwillȱcause
A) theȱinterestȱrateȱtoȱincrease,ȱtheȱquantityȱdemandedȱofȱmoneyȱtoȱdecrease,ȱandȱthe

velocityȱofȱmoneyȱtoȱdecrease.
B) theȱinterestȱrateȱtoȱincrease,ȱtheȱquantityȱdemandedȱofȱmoneyȱtoȱdecrease,ȱandȱthe

velocityȱofȱmoneyȱtoȱincrease.
C) theȱinterestȱrateȱtoȱdecrease,ȱtheȱquantityȱdemandedȱofȱmoneyȱtoȱdecrease,ȱandȱthe

velocityȱofȱmoneyȱtoȱincrease.
D) theȱinterestȱrateȱtoȱdecrease,ȱtheȱquantityȱdemandedȱofȱmoneyȱtoȱincrease,ȱandȱthe

velocityȱofȱmoneyȱtoȱdecrease.
Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills
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27) WhichȱofȱtheȱfollowingȱstatementsȱisȱNOTȱconsistentȱwithȱtheȱquantityȱtheoryȱofȱmoney?

A) Theȱvelocityȱofȱmoneyȱcanȱbeȱaffectedȱbyȱhowȱfrequentlyȱworkersȱareȱpaid.
B) Theȱvelocityȱofȱmoneyȱcanȱbeȱaffectedȱbyȱtheȱdevelopmentȱofȱnewȱfinancialȱinstruments,

suchȱasȱinterest-bearingȱcheckingȱaccounts.
C) Theȱvelocityȱofȱmoneyȱcanȱbeȱaffectedȱbyȱtheȱmannerȱinȱwhichȱtheȱbankingȱsystemȱclears

transactionsȱbetweenȱbanks.
D) Velocityȱcanȱchangeȱwithȱchangesȱinȱtheȱinterestȱrate.

Answer: D
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) Velocityȱwillȱbeȱconstantȱifȱtheȱdemandȱforȱmoneyȱwithȱrespectȱtoȱtheȱinterestȱrateȱis
A) unitaryȱelastic. B) perfectlyȱinelastic.
C) perfectlyȱelastic. D) elastic,ȱbutȱnotȱperfectlyȱelastic.

Answer: B
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) Empiricalȱevidenceȱsuggestsȱthat,ȱsinceȱ1960,ȱtheȱvelocityȱofȱmoneyȱhasȱbeen
A) constant. B) decreasing.

C) rising. D) fluctuatingȱaroundȱzero.
Answer: C
Diff:ȱ1
Topic: Monetarism
Skill: Fact

30) WhichȱofȱtheȱfollowingȱisȱTRUE?
A) MeasuringȱmoneyȱsupplyȱusingȱM2ȱreducesȱfluctuationsȱinȱvelocity.
B) MeasuringȱmoneyȱsupplyȱusingȱM1ȱreducesȱfluctuationsȱinȱvelocity.
C) MeasuringȱmoneyȱsupplyȱusingȱM2ȱincreasesȱfluctuationsȱinȱvelocity.
D) Velocityȱdoesȱnotȱdependȱonȱwhichȱmoneyȱsupplyȱmeasurementȱweȱuse.

Answer: A
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) TheȱFedȱincreasesȱmoneyȱsupply.ȱInȱthisȱcase,ȱtheȱtimeȱlagȱproblemȱofȱmonetaryȱpolicyȱmay

A) increaseȱtheȱvelocityȱofȱmoneyȱinȱtheȱshortȱrun.
B) increaseȱrealȱGDPȱinȱtheȱshortȱrun.
C) decreaseȱtheȱvelocityȱofȱmoneyȱinȱtheȱshortȱrun.
D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ3
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

573



32) Itȱisȱdifficultȱtoȱtestȱwhetherȱtheȱvelocityȱofȱmoneyȱisȱconstantȱoverȱtime,ȱbecause
A) thereȱhasȱbeenȱveryȱlittleȱvariationȱinȱtheȱmoneyȱsupplyȱoverȱtime.

B) thereȱmayȱbeȱaȱtimeȱlagȱbetweenȱaȱchangeȱinȱtheȱmoneyȱsupplyȱandȱitsȱeffectsȱonȱnominal

GDP.

C) thereȱisȱonlyȱoneȱdefinitionȱofȱtheȱmoneyȱsupply.
D) itȱisȱdifficultȱtoȱmeasureȱtheȱvalueȱofȱnominalȱGDPȱoverȱtime.

Answer: B
Diff:ȱ3
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) Oneȱofȱtheȱmainȱinsightsȱofȱmonetarismȱisȱthat
A) sustainedȱinflationȱisȱaȱpurelyȱmonetaryȱphenomenon.

B) theȱgovernmentȱcanȱeffectivelyȱmanageȱaggregateȱdemandȱbyȱusingȱitsȱspendingȱand
taxingȱpowers.

C) velocityȱisȱunstableȱandȱsubjectȱtoȱwideȱfluctuations.
D) inflationȱcanȱcontinueȱindefinitelyȱwithoutȱtheȱcooperationȱofȱtheȱFederalȱReserve.

Answer: A
Diff:ȱ1
Topic: Monetarism
Skill: Fact

34) TheȱȈstrictȱmonetaristȈȱviewȱindicatesȱthatȱanȱincreaseȱinȱmoneyȱsupply
A) increasesȱbothȱPȱandȱY. B) increasesȱY only.

C) increasesȱPȱonly. D) increasesȱP andȱdecreasesȱY.
Answer: C
Diff:ȱ2
Topic: Monetarism
Skill: Fact

35) Inflationȱcannotȱcontinueȱindefinitelyȱwithout

A) increasesȱinȱtheȱinterestȱrate. B) increasesȱinȱaggregateȱoutput.
C) increasesȱinȱinvestment. D) increasesȱinȱtheȱmoneyȱsupply.

Answer: D
Diff:ȱ1
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) Theȱleadingȱspokesmanȱforȱmonetarismȱoverȱtheȱlastȱfewȱdecadesȱwas

A) JohnȱKennethȱGalbraith. B) MiltonȱFriedman.

C) RobertȱE.ȱLucas. D) PaulȱSamuelson.

Answer: B
Diff:ȱ1
Topic: Monetarism
Skill: Fact
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37) Aȱmonetaristȱwouldȱadvocateȱ________ȱmoneyȱsupplyȱduringȱrecessionsȱandȱ________ȱmoney

supplyȱduringȱperiodsȱofȱhighȱinflation.
A) increasing;ȱincreasing B) decreasing;ȱincreasing
C) increasing;ȱdecreasing D) noneȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: Monetarism
Skill: Fact

38) Monetaristsȱargueȱthatȱtheȱmoneyȱsupplyȱshould
A) growȱatȱaȱrateȱequalȱtoȱtheȱaverageȱgrowthȱofȱrealȱoutput.
B) growȱatȱaȱrateȱslowerȱthanȱtheȱaverageȱgrowthȱofȱrealȱoutput.
C) growȱatȱaȱrateȱgreaterȱthanȱtheȱaverageȱgrowthȱofȱrealȱoutput.
D) beȱheldȱconstantȱoverȱtheȱbusinessȱcycle.

Answer: A
Diff:ȱ1
Topic: Monetarism
Skill: Fact

39) MonetaristsȱandȱKeynesians
A) disagreeȱonȱtheȱspeedȱatȱwhichȱwagesȱchange.
B) agreeȱonȱtheȱimpactȱofȱfiscalȱpolicyȱonȱtheȱeconomy.

C) disagreeȱonȱhowȱtheȱFedȱchangesȱmoneyȱsupply.
D) agreeȱonȱtheȱusefulnessȱofȱdiscretionaryȱpolicy.

Answer: A
Diff:ȱ2
Topic: Monetarism
Skill: Fact

40) Monetaristsȱbelieve
A) theȱeconomyȱisȱstable.
B) theȱeconomyȱisȱrigid.
C) theȱeconomyȱdoesȱnotȱequilibrateȱquickly.
D) theȱeconomyȱisȱunstable.

Answer: A
Diff:ȱ2
Topic: Monetarism
Skill: Fact

41) Monetaristsȱbelieveȱthatȱrealȱoutputȱisȱdeterminedȱby
A) governmentȱspending.
B) theȱrateȱofȱgrowthȱofȱtheȱmoneyȱsupply.
C) governmentȱplanning.
D) aggregateȱsupply.

Answer: D
Diff:ȱ2
Topic: Monetarism
Skill: Fact
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2 True/False

1) Monetaristsȱbelieveȱthatȱtheȱunderlyingȱeconomyȱisȱstable.
Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱmonetaristȱwouldȱadvocateȱdecreasingȱtheȱgrowthȱrateȱofȱmoneyȱsupplyȱduringȱaȱrecession.
Answer: FALSE
Diff:ȱ1
Topic: Monetarism
Skill: Fact

3) FluctuationsȱinȱvelocityȱtendȱtoȱincreaseȱwhenȱmeasuredȱusingȱM1ȱinsteadȱofȱM2.

Answer: TRUE
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Fromȱtheȱperspectiveȱofȱmonetarists,ȱsustainedȱinflationȱisȱaȱpurelyȱmonetaryȱphenomenon,

evenȱifȱvelocityȱisȱnotȱconstantȱoverȱtime.

Answer: TRUE
Diff:ȱ2
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Mostȱmonetaristsȱadvocateȱanȱactivistȱmonetaryȱstabilizationȱpolicy.
Answer: FALSE
Diff:ȱ1
Topic: Monetarism
Skill: Fact

6) Inflationȱcanȱcontinueȱindefinitelyȱwithoutȱincreasesȱinȱtheȱmoneyȱsupply.
Answer: FALSE
Diff:ȱ1
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Mostȱempiricalȱdataȱsupportȱtheȱideaȱthatȱmoneyȱdemandȱdependsȱonȱtheȱinterestȱrate.
Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Fact
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8) Theȱvelocityȱofȱmoneyȱisȱtheȱnumberȱofȱtimesȱaȱdollarȱbillȱchangesȱhands,ȱonȱaverage,ȱduringȱa
year.

Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Definition

9) Theȱquantityȱtheoryȱofȱmoneyȱassumesȱtheȱvelocityȱofȱmoneyȱisȱconstant.
Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Definition

10) Aȱvelocityȱofȱ4ȱmeansȱmoneyȱstaysȱwithȱeachȱownerȱforȱanȱaverageȱofȱ4ȱyears.
Answer: FALSE
Diff:ȱ1
Topic: Monetarism
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) IfȱnominalȱGDPȱisȱ$200ȱbillionȱandȱtheȱstockȱofȱmoneyȱisȱ$40ȱbillion,ȱtheȱvelocityȱisȱ5.
Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

12) IfȱnominalȱGDPȱisȱ$500ȱbillion,ȱvelocityȱisȱ$500ȱbillionȱdividedȱbyȱtheȱstockȱofȱmoney.

Answer: TRUE
Diff:ȱ1
Topic: Monetarism
Skill: Analytic
AACSB: AnalyticȱSkills

18.3 NewȱClassicalȱMacroeconomics

1 MultipleȱChoice

1) Traditionalȱmacroeconomicȱmodelsȱassumeȱthatȱpeopleȇsȱexpectationsȱofȱinflation
A) areȱdeterminedȱbyȱlookingȱatȱallȱtheȱrelevantȱinformationȱandȱforecastingȱtheȱfuture

inflationȱrate.
B) willȱbeȱzeroȱinȱtheȱfuture.
C) areȱsetȱbyȱassumingȱaȱcontinuationȱofȱpresentȱinflation.
D) areȱsetȱbyȱmerelyȱguessingȱwhatȱtheȱfutureȱinflationȱrateȱwillȱbe.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) TheȱNewȱClassicalȱtheoreticalȱcritiqueȱofȱtheȱexistingȱmacroeconomicȱmodelsȱisȱbasedȱon
A) theȱwayȱpeopleȱformȱtheirȱexpectations.
B) theȱnatureȱofȱtheȱtradeoffȱbetweenȱinflationȱandȱgrowth.

C) wagesȱandȱlaborȱmarketȱequilibrium.

D) theȱlinkȱbetweenȱtheȱmoneyȱmarketȱandȱtheȱgoodsȱmarket.

Answer: A
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

3) Theȱproblemȱwithȱtheȱtraditionalȱmacroeconomicȱtreatmentȱofȱexpectationsȱofȱinflationȱisȱthat
A) theȱmodelȱisȱnotȱconsistentȱwithȱtheȱmicroeconomicȱassumptionȱthatȱindividualsȱare

rational,ȱforward-lookingȱpeople.
B) theȱmodelȱassumesȱthatȱindividualsȱwillȱmerelyȱguessȱatȱwhatȱtheȱinflationȱrateȱwillȱbe.
C) inȱtheȱmodelȱpeopleȱalwaysȱassumeȱthatȱinflationȱwillȱbeȱzero.
D) theȱwayȱpeopleȱformulateȱexpectationsȱinȱthatȱmodelȱassumesȱthatȱindividualsȱareȱhighly

sophisticatedȱinȱtheirȱeconomicȱthinking.
Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Empirically,ȱnewȱclassicalȱeconomistsȱcriticizedȱmacroeconomicȱtheoriesȱinȱtermsȱofȱtheir
inabilityȱinȱexplaining

A) theȱGreatȱDepression. B) theȱstagflationȱofȱtheȱ1970s.
C) hyperinflation. D) theȱhighȱinflationȱofȱtheȱ1980s.

Answer: B
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

5) Theȱrational-expectationsȱhypothesisȱsuggestsȱthatȱtheȱforecastsȱthatȱpeopleȱmakeȱconcerning
futureȱinflationȱrates

A) areȱalwaysȱcorrect.
B) consistentlyȱoverestimateȱtheȱactualȱrateȱofȱinflationȱinȱtheȱfuture.
C) areȱcorrectȱonȱaverage,ȱbutȱareȱsubjectȱtoȱerrorsȱthatȱareȱdistributedȱrandomly.

D) consistentlyȱunderestimateȱtheȱactualȱrateȱofȱinflationȱinȱtheȱfuture.
Answer: C
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact
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6) Theȱrational-expectationsȱhypothesisȱsuggestsȱthatȱerrorsȱinȱforecastingȱfutureȱinflationȱrates
areȱdueȱto

A) random,ȱunpredictableȱevents.
B) theȱfactȱthatȱpeopleȱassumeȱthatȱtheȱcurrentȱinflationȱrateȱwillȱcontinueȱintoȱtheȱfuture.
C) theȱfactȱthatȱpeopleȱconsistentlyȱunderestimateȱfutureȱinflation.
D) theȱfactȱthatȱpeopleȱconsistentlyȱoverestimateȱfutureȱinflation.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

7) Peopleȱareȱsaidȱtoȱhaveȱrationalȱexpectationsȱifȱthey
A) useȱallȱavailableȱinformationȱinȱformingȱtheirȱexpectations.
B) assumeȱthatȱthisȱyearȇsȱinflationȱrateȱwillȱbeȱequalȱtoȱtheȱaverageȱinflationȱrateȱoverȱthe

pastȱ10ȱyears.
C) merelyȱguessȱatȱtheȱinflationȱrate.
D) assumeȱthatȱthisȱyearȇsȱinflationȱrateȱwillȱbeȱtheȱsameȱasȱlastȱyearȇsȱinflationȱrate.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Definition

8) Ifȱfirmsȱhaveȱrationalȱexpectationsȱandȱifȱtheyȱsetȱpricesȱandȱwagesȱonȱthisȱbasis,ȱthenȱprices
andȱwages

A) willȱalwaysȱbeȱatȱmarket-clearingȱlevels.
B) will,ȱonȱaverage,ȱbeȱsetȱatȱmarket-clearingȱlevels.
C) willȱalwaysȱbeȱaboveȱmarket-clearingȱlevels.
D) willȱneverȱbeȱsetȱatȱmarket-clearingȱlevels.

Answer: B
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Ifȱfirmsȱhaveȱrationalȱexpectationsȱandȱifȱtheyȱsetȱpricesȱandȱwagesȱonȱthisȱbasis,ȱthenȱon
average

A) pricesȱandȱwagesȱwillȱbeȱsetȱatȱlevelsȱthatȱdoȱnotȱclearȱtheȱgoodsȱandȱlaborȱmarkets.

B) pricesȱwillȱbeȱsetȱatȱlevelsȱthatȱensureȱequilibriumȱinȱtheȱgoodsȱmarket,ȱbutȱwagesȱwillȱbe
setȱatȱlevelsȱthatȱdoȱnotȱclearȱtheȱlaborȱmarket.

C) pricesȱandȱwagesȱwillȱbeȱsetȱatȱlevelsȱthatȱensureȱequilibriumȱinȱtheȱgoodsȱandȱlabor
markets.

D) wagesȱwillȱbeȱsetȱatȱlevelsȱthatȱensureȱequilibriumȱinȱtheȱlaborȱmarket,ȱbutȱpricesȱwillȱbe
setȱatȱlevelsȱthatȱdoȱnotȱclearȱtheȱgoodsȱmarket.

Answer: C
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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10) Ifȱallȱfirmsȱhaveȱrationalȱexpectationsȱandȱwagesȱandȱpricesȱareȱflexible,ȱthereȱwillȱbe
A) highȱunemploymentȱbecauseȱfirmsȱsetȱtheirȱwagesȱaboveȱtheȱequilibriumȱwageȱrate.
B) aȱshortageȱofȱlaborȱbecauseȱfirmsȱsetȱtheirȱwageȱbelowȱtheȱequilibriumȱwageȱrate.
C) noȱunemployment.

D) highȱunemploymentȱbecauseȱfirmsȱknowȱtheȱȈtrueȱmodel.Ȉ
Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Accordingȱtoȱtheȱrationalȱexpectationȱhypothesis,ȱdisequilibriumȱmayȱexistȱinȱtheȱlaborȱmarket

because

A) ofȱunpredictableȱshocks. B) firmsȱdonȇtȱknowȱtheȱȈtrueȱmodel.Ȉ
C) workersȱdonȇtȱknowȱtheȱȈtrueȱmodel.Ȉ D) ofȱpredictableȱshocks.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Accordingȱtoȱmonetarists

A) theȱeconomyȱisȱrelativelyȱstable.
B) economicȱpolicyȱisȱeffectiveȱinȱincreasingȱoutput.
C) theȱeconomyȱisȱveryȱunstable.
D) governmentȱspendingȱisȱtheȱmainȱsourceȱofȱinflation.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

13) Accordingȱtoȱtheȱrationalȱexpectationsȱhypothesis,ȱtheȱoccurrenceȱofȱunemploymentȱisȱdueȱto
A) imperfectȱinformation. B) unpredictableȱshocks.
C) downwardlyȱrigidȱwages. D) aȱdeficientȱlevelȱofȱaggregateȱdemand.

Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

14) Accordingȱtoȱtheȱrationalȱexpectationsȱhypothesis,ȱunemployment

A) doesȱnotȱexistȱinȱtheȱshortȱrun.
B) mayȱexist,ȱandȱwhenȱitȱdoes,ȱitȱstaysȱforȱaȱlongȱperiodȱofȱtime.

C) mayȱexist,ȱandȱifȱitȱdoes,ȱitȱwillȱbeȱtemporary.

D) doesȱnotȱexistȱinȱtheȱlongȱrun.
Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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15) Thoseȱwhoȱbelieveȱinȱtheȱrationalȱexpectationsȱhypothesisȱadvocate
A) activeȱfiscalȱpolicyȱduringȱrecessions.
B) activeȱmonetaryȱpolicyȱduringȱrecessions.
C) activeȱmonetaryȱpolicyȱduringȱinflationaryȱperiodsȱonly.
D) noȱpolicyȱintervention.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱifȱtheȱexpectedȱpriceȱlevelȱisȱlargerȱthanȱtheȱactual
priceȱlevel

A) realȱoutputȱincreases. B) realȱoutputȱdecreases.
C) nominalȱoutputȱincreases. D) nominalȱoutputȱdecreases.

Answer: B
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ18.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ18.1

17) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱKeynes,ȱanȱincreaseȱinȱgovernmentȱspendingȱorȱanȱincrease
inȱmoneyȱsupplyȱwill

A) shiftȱAS1ȱtoȱtheȱright. B) shiftȱLAS toȱtheȱright.
C) shiftȱAD1ȱtoȱtheȱright. D) shiftȱAD1 toȱtheȱleft.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills
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18) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱtheȱmonetarists,ȱaȱrecessionȱcanȱbeȱcausedȱwhen

A) AD1ȱshiftsȱtoȱtheȱright. B) AD1 shiftsȱtoȱtheȱleft.
C) AS1ȱshiftsȱtoȱtheȱleft. D) LAS shiftsȱtoȱtheȱleft.

Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱtheȱnewȱclassicalȱeconomists,ȱunderȱrationalȱexpectationsȱan
expectedȱincreaseȱinȱgovernmentȱspendingȱwould

A) shiftȱAS1ȱtoȱtheȱright. B) shiftȱAD1 toȱtheȱright.
C) shiftȱAD1ȱtoȱtheȱleft. D) noneȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱtheȱnewȱclassicalȱeconomists,ȱunderȱrationalȱexpectationsȱan
expectedȱdecreaseȱinȱgovernmentȱspendingȱwould

A) shiftȱAS1ȱtoȱtheȱright. B) shiftȱAD1 toȱtheȱright.
C) shiftȱAD1ȱtoȱtheȱleft. D) wouldȱnotȱchangeȱADȱandȱAS.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

21) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱtheȱnewȱclassicalȱeconomists,ȱunderȱrationalȱexpectationsȱan
expectedȱdecreaseȱinȱtaxesȱwould

A) shiftȱAS1ȱtoȱtheȱright. B) shiftȱAD1 toȱtheȱright.
C) shiftȱAD1ȱtoȱtheȱleft. D) wouldȱnotȱchangeȱADȱorȱAS.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

22) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱKeynes,ȱanȱexpansionaryȱmonetaryȱpolicyȱinȱtheȱlongȱrun
andȱafterȱallȱtheȱadjustmentsȱhaveȱbeenȱmade

A) doesȱnotȱincreaseȱequilibriumȱoutput.
B) increasesȱequilibriumȱoutputȱaboveȱY1.
C) decreasesȱequilibriumȱoutputȱbelowȱY1.
D) increasesȱequilibriumȱoutputȱaboveȱY1 andȱdecreasesȱtheȱpriceȱlevelȱbelowȱP1.

Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills
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23) ReferȱtoȱFigureȱ18.1.ȱAccordingȱtoȱmonetarists,ȱanȱexpansionaryȱfiscalȱpolicyȱinȱtheȱlongȱrun
andȱafterȱallȱtheȱadjustmentsȱhaveȱbeenȱmade

A) doesȱnotȱincreaseȱequilibriumȱoutputȱorȱtheȱpriceȱlevel.
B) increasesȱequilibriumȱoutputȱaboveȱY1,ȱbutȱdoesȱnotȱchangeȱtheȱpriceȱlevel.
C) increasesȱtheȱpriceȱlevelȱaboveȱP1,ȱbutȱdoesȱnotȱchangeȱequilibriumȱoutput.
D) increasesȱequilibriumȱoutputȱaboveȱY1 andȱdecreasesȱtheȱpriceȱlevelȱbelowȱP1.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

24) WhichȱofȱtheȱfollowingȱrepresentsȱtheȱLucasȱsupplyȱfunction?
A) Yȱ=ȱf(Peȱ-ȱP) B) Yȱ=ȱf(Peȱ+ȱP) C) Yȱ=ȱf(Pȱ+ȱPe) D) Yȱ=ȱf(Pȱ-ȱPe)

Answer: D
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Definition

25) WithȱtheȱLucasȱsupplyȱfunction,ȱaȱpriceȱsurpriseȱmeans

A) actualȱpriceȱisȱgreaterȱthanȱexpectedȱprice.
B) actualȱpriceȱisȱlessȱthanȱexpectedȱprice.
C) actualȱpriceȱequalsȱexpectedȱprice.
D) actualȱpriceȱisȱeitherȱgreaterȱthanȱorȱlowerȱthanȱexpectedȱprice.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱifȱaȱfirmȱmistakenlyȱperceivesȱthatȱallȱpricesȱareȱgoing
upȱbecauseȱitsȱownȱoutputȱpriceȱisȱgoingȱup,ȱitȱwill

A) decreaseȱitsȱproduction.
B) increaseȱitsȱproduction.
C) keepȱitsȱproductionȱlevelȱconstant.
D) increaseȱexpectationsȱregardingȱitsȱownȱoutputȱprice.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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27) Assumeȱthatȱtheȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.ȱWhenȱworkersȱexperienceȱa
positiveȱpriceȱsurprise,ȱthey

A) correctlyȱperceiveȱthatȱtheirȱrealȱwageȱrateȱhasȱfallen,ȱwhichȱleadsȱthemȱtoȱworkȱfewer

hours.

B) incorrectlyȱperceiveȱthatȱtheirȱrealȱwageȱrateȱhasȱfallen,ȱwhichȱleadsȱthemȱtoȱworkȱfewer

hours.

C) correctlyȱperceiveȱthatȱtheirȱrealȱwageȱrateȱhasȱrisen,ȱwhichȱleadsȱthemȱtoȱworkȱmore

hours.

D) incorrectlyȱperceiveȱthatȱtheirȱrealȱwageȱrateȱhasȱrisen,ȱwhichȱleadsȱthemȱtoȱworkȱmore

hours.

Answer: D
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱworkersȱwhoȱexperienceȱaȱpositiveȱpriceȱsurpriseȱwill

workȱfewerȱhoursȱwhen

A) thereȱisȱnoȱsubstitutionȱeffectȱfromȱaȱpositiveȱpriceȱsurprise.
B) thereȱisȱnoȱincomeȱeffectȱfromȱaȱpositiveȱpriceȱsurprise.
C) theȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.
D) theȱincomeȱeffectȱdominatesȱtheȱsubstitutionȱeffect.

Answer: D
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱworkersȱwhoȱexperienceȱaȱpositiveȱpriceȱsurpriseȱwill

workȱmoreȱhoursȱwhen

A) thereȱisȱnoȱsubstitutionȱeffectȱfromȱaȱpositiveȱpriceȱsurprise.
B) thereȱisȱnoȱincomeȱeffectȱfromȱaȱpositiveȱpriceȱsurprise.
C) theȱsubstitutionȱeffectȱdominatesȱtheȱincomeȱeffect.
D) theȱincomeȱeffectȱdominatesȱtheȱsubstitutionȱeffect.

Answer: C
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱtheȱamountȱofȱoutputȱproducedȱisȱnotȱrelatedȱtoȱthe
priceȱlevelȱif

A) peopleȇsȱexpectationsȱofȱtheȱpriceȱlevelȱareȱhigherȱthanȱtheȱactualȱpriceȱlevel.
B) peopleȇsȱexpectationsȱofȱtheȱpriceȱlevelȱareȱonȱtarget.
C) peopleȇsȱexpectationsȱofȱtheȱpriceȱlevelȱareȱlowerȱthanȱtheȱactualȱpriceȱlevel.
D) peopleȇsȱexpectationsȱofȱtheȱpriceȱlevelȱareȱeitherȱhigherȱorȱlowerȱthanȱtheȱactualȱprice

level.

Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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31) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱtheȱeconomyȱwillȱproduceȱmoreȱoutputȱwhen

A) pricesȱareȱunexpectedlyȱhigherȱthanȱwhenȱpricesȱareȱatȱtheirȱexpectedȱlevel.
B) wagesȱareȱbelowȱtheȱexpectedȱlevel.
C) pricesȱareȱunexpectedlyȱlowerȱthanȱwhenȱpricesȱareȱatȱtheirȱexpectedȱlevel.
D) pricesȱareȱexactlyȱequalȱtoȱtheȱexpectedȱlevel.

Answer: A
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthatȱannouncedȱpolicyȱchanges

A) willȱhaveȱnoȱeffectȱonȱtheȱactualȱpriceȱlevel.
B) willȱhaveȱnoȱeffectȱonȱrealȱoutput.
C) willȱhaveȱnoȱeffectȱonȱtheȱexpectedȱpriceȱlevel.
D) willȱhaveȱnoȱeffectȱonȱnominalȱoutput.

Answer: B
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

33) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱifȱpeopleȇsȱexpectationsȱareȱonȱtarget,ȱthenȱtheȱamount

ofȱoutputȱtheyȱproduce
A) isȱnotȱrelatedȱtoȱtheȱpriceȱlevel. B) isȱdirectlyȱrelatedȱtoȱtheȱpriceȱlevel.
C) willȱalwaysȱbeȱbelowȱpotentialȱGDP. D) willȱalwaysȱbeȱaboveȱpotentialȱGDP.

Answer: A
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

34) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthat

A) neitherȱanticipatedȱmonetaryȱpolicyȱchangesȱnorȱanticipatedȱfiscalȱpolicyȱchangesȱwill

haveȱanȱeffectȱonȱrealȱoutput.
B) anȱanticipatedȱmonetaryȱpolicyȱchangeȱwillȱhaveȱanȱeffectȱonȱrealȱoutput,ȱbutȱan

anticipatedȱfiscalȱpolicyȱchangeȱwillȱnotȱhaveȱanȱeffectȱonȱrealȱoutput.
C) bothȱanticipatedȱmonetaryȱandȱfiscalȱpolicyȱchangesȱwillȱaffectȱrealȱoutput.
D) anȱanticipatedȱmonetaryȱpolicyȱchangeȱwillȱhaveȱnoȱeffectȱonȱrealȱoutput,ȱbutȱan

anticipatedȱfiscalȱpolicyȱchangeȱwillȱhaveȱanȱeffectȱonȱrealȱoutput.
Answer: A
Diff:ȱ3
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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35) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthat

A) anticipatedȱpolicyȱchangesȱhaveȱaȱsignificantȱeffectȱonȱrealȱoutput.
B) unanticipatedȱpolicyȱchangesȱhaveȱnoȱeffectȱonȱrealȱoutput.
C) anticipatedȱpolicyȱchangesȱhaveȱnoȱeffectȱonȱrealȱoutput.
D) theȱeffectȱthatȱpolicyȱchangesȱhaveȱonȱrealȱoutputȱisȱtheȱsame,ȱregardlessȱofȱwhether

thoseȱchangesȱareȱanticipatedȱorȱnot.
Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) AccordingȱtoȱtheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectations
areȱrational,ȱchangeȱinȱgovernmentȱpolicyȱcanȱaffectȱrealȱoutputȱonlyȱif

A) theȱpolicyȱchangeȱisȱcorrectlyȱanticipatedȱbyȱtheȱpublic.
B) theȱpolicyȱchangeȱisȱaȱsurprise.
C) theȱpolicyȱchangeȱisȱaȱmixȱofȱbothȱfiscalȱandȱmonetaryȱpolicyȱchanges.
D) expansionaryȱpolicyȱchangesȱareȱmade.

Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthatȱanȱannouncedȱchangeȱinȱmonetaryȱpolicyȱaffects

A) theȱactualȱpriceȱlevel,ȱbutȱnotȱtheȱexpectedȱpriceȱlevel.
B) neitherȱtheȱactualȱpriceȱlevelȱnorȱtheȱexpectedȱpriceȱlevel.
C) theȱexpectedȱpriceȱlevel,ȱbutȱnotȱtheȱactualȱpriceȱlevel.
D) bothȱtheȱactualȱpriceȱlevelȱandȱtheȱexpectedȱpriceȱlevel.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

38) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthatȱanȱannouncedȱmonetaryȱpolicyȱchangeȱwillȱleadȱto

A) aȱpositiveȱpriceȱsurprise.
B) noȱpriceȱsurprise.
C) aȱnegativeȱpriceȱsurprise.
D) aȱpositiveȱpriceȱsurpriseȱforȱexpansionaryȱmonetaryȱpolicyȱandȱaȱnegativeȱpriceȱsurprise

forȱcontractionaryȱmonetaryȱpolicy.
Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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39) TheȱLucasȱsupplyȱfunction,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
impliesȱthatȱanȱannouncedȱmonetaryȱpolicyȱchangeȱwill

A) notȱchangeȱoutput.
B) decreaseȱoutput,ȱbutȱneverȱincreaseȱoutput.
C) eitherȱincreaseȱorȱdecreaseȱoutput,ȱdependingȱonȱtheȱtypeȱofȱmonetaryȱpolicyȱchange.
D) increaseȱoutput,ȱbutȱneverȱdecreaseȱoutput.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ18.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ18.2

40) ReferȱtoȱFigureȱ18.2.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA.ȱAccordingȱtoȱtheȱrationalȱexpectation
theory,ȱanȱunanticipatedȱincreaseȱinȱmoneyȱsupply

A) movesȱtheȱeconomyȱtoȱPointȱB. B) movesȱtheȱeconomyȱtoȱPointȱC.
C) movesȱtheȱeconomyȱtoȱPointȱD. D) leavesȱtheȱeconomyȱatȱPointȱA.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills

41) ReferȱtoȱFigureȱ18.2.ȱSupposeȱtheȱeconomyȱisȱatȱPointȱA.ȱAccordingȱtoȱtheȱnewȱclassicalȱtheory,
anȱanticipatedȱincreaseȱinȱaggregateȱdemand

A) movesȱtheȱeconomyȱtoȱPointȱB. B) movesȱtheȱeconomyȱtoȱPointȱD.
C) movesȱtheȱeconomyȱtoȱPointȱC. D) leavesȱtheȱeconomyȱatȱPointȱA.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Analytic
AACSB: AnalyticȱSkills
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42) TheȱLucasȱsupplyȱmodel,ȱinȱcombinationȱwithȱtheȱassumptionȱthatȱexpectationsȱareȱrational,
leadsȱtoȱtheȱconclusionȱthat

A) expansionaryȱpolicies,ȱbutȱnotȱcontractionaryȱpolicies,ȱcanȱhaveȱanȱimpactȱonȱrealȱoutput.
B) contractionaryȱpolicies,ȱbutȱnotȱexpansionaryȱpolicies,ȱcanȱhaveȱanȱimpactȱonȱrealȱoutput.
C) onlyȱunanticipatedȱpolicyȱchangesȱcanȱhaveȱanȱimpactȱonȱoutput.
D) neitherȱanticipatedȱnorȱunanticipatedȱpolicyȱchangesȱcanȱhaveȱanȱimpactȱonȱoutput.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

43) Theȱargumentȱinȱfavorȱofȱrationalȱexpectationsȱisȱthat
A) peopleȱwillȱcontinueȱtoȱacquireȱinformationȱasȱlongȱasȱtheȱmarginalȱbenefitȱofȱthat

informationȱisȱpositive.
B) individualsȱhaveȱaȱveryȱgoodȱideaȱofȱwhatȱtoȱexpectȱfromȱtheȱgovernmentȱinȱtermsȱof

monetaryȱpolicyȱbutȱnotȱfiscalȱpolicy.
C) itȱisȱcostlessȱforȱindividualsȱandȱfirmsȱtoȱformȱrationalȱexpectations.
D) ifȱexpectationsȱwereȱnotȱrational,ȱthereȱwouldȱbeȱunexploitedȱprofitȱopportunities

available.

Answer: D
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

44) Theȱprimaryȱargumentȱagainstȱtheȱrational-expectationsȱassumptionȱisȱthat
A) theȱcostsȱofȱformulatingȱrationalȱexpectationsȱareȱveryȱlow.

B) itȱrequiresȱhouseholdsȱandȱfirmsȱtoȱknowȱtooȱmuch.

C) itȱassumesȱthatȱunexploitedȱopportunitiesȱforȱprofitȱpersistȱinȱtheȱeconomy.

D) peopleȱexpectȱcertainȱoutcomesȱfromȱtheȱgovernmentȇsȱpolicyȱactions.
Answer: B
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

45) Accordingȱtoȱtheȱnewȱclassicalȱtheory,ȱeconomicȱpoliciesȱare
A) effectiveȱonlyȱifȱanticipated.
B) ineffectiveȱifȱunanticipated.
C) ineffectiveȱifȱanticipated.
D) ineffective,ȱwhetherȱanticipatedȱorȱunanticipated.

Answer: C
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact
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46) Accordingȱtoȱnewȱclassicalȱeconomists,ȱifȱtheȱFedȱincreasesȱtheȱmoneyȱsupplyȱafterȱit
announcesȱit,ȱoutputȱ________ȱandȱtheȱpriceȱlevelȱ________.

A) increases;ȱremainsȱconstant B) remainsȱconstant;ȱincreases
C) remainsȱconstant;ȱremainsȱconstant D) increases;ȱincrease

Answer: B
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

47) Accordingȱtoȱtheȱrealȱbusinessȱcycleȱtheory,ȱ________ȱareȱresponsibleȱforȱeconomicȱgrowth.

A) expansionaryȱfiscalȱandȱmonetaryȱpolicies
B) positiveȱshiftsȱinȱtheȱADȱcurve
C) tradeȱandȱincomeȱpolicies
D) positiveȱshiftsȱinȱtheȱASȱcurve

Answer: D
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

48) Accordingȱtoȱtheȱrealȱbusinessȱcycleȱtheory,ȱtechnologicalȱadvances
A) increaseȱtheȱmarginalȱproductȱofȱlabor,ȱwhichȱcausesȱrealȱwagesȱandȱoutputȱtoȱdecline.
B) decreaseȱtheȱmarginalȱproductȱofȱlabor,ȱwhichȱcausesȱrealȱwagesȱandȱoutputȱtoȱincrease.
C) increaseȱtheȱmarginalȱproductȱofȱlabor,ȱwhichȱcausesȱrealȱwagesȱtoȱincreaseȱandȱoutputȱto

decline.

D) increaseȱtheȱmarginalȱproductȱofȱlabor,ȱwhichȱcausesȱrealȱwagesȱandȱoutputȱtoȱincrease.
Answer: D
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

49) Supportersȱofȱsupply-sideȱeconomicsȱclaimȱthatȱReaganȇsȱtaxȱpoliciesȱwereȱquiteȱsuccessfulȱin
stimulatingȱtheȱeconomyȱbecause

A) almostȱimmediatelyȱafterȱtheȱtaxȱcuts,ȱtheȱeconomyȱexpandedȱandȱtheȱrecessionȱof
1980-1982ȱcameȱtoȱanȱend.

B) inflationȱratesȱfellȱsharplyȱfromȱtheȱhighȱratesȱofȱ1980ȱandȱ1981.
C) throughoutȱmostȱofȱtheȱ1980s,ȱfederalȱreceiptsȱcontinuedȱtoȱriseȱevenȱthoughȱtaxȱrates

hadȱbeenȱcut.
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact
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50) Criticsȱofȱsupply-sideȱeconomicsȱagreeȱthatȱshortlyȱafterȱtheȱReaganȱtaxȱcutsȱwereȱputȱinto
place,ȱtheȱeconomyȱbeganȱtoȱexpand.ȱTheseȱcritics,ȱthough,ȱargueȱthatȱtheȱexpansionȱdidȱnot
resultȱfromȱtheȱsupply-sideȱpolicies,ȱbutȱratherȱfrom

A) theȱfactȱthatȱtheȱFederalȱReserveȱdramaticallyȱincreasedȱtheȱmoneyȱsupplyȱatȱtheȱsame

timeȱthatȱtheȱtaxȱcutsȱbecameȱeffective.
B) theȱself-correctingȱnatureȱofȱtheȱeconomy.

C) theȱincreasesȱinȱgovernmentȱspendingȱthatȱoccurredȱatȱtheȱsameȱtimeȱtheȱtaxȱcutsȱbecame

effective.

D) aȱveryȱlargeȱincreaseȱinȱtheȱdemandȱforȱU.S.ȱexportsȱatȱtheȱsameȱtimeȱthatȱU.S.ȱimports

fellȱdramatically.

Answer: A
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

51) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ346ȱ[658]:ȱSurveysȱbyȱtheȱbankȱofȱEnglandȱsuggest
thatȱconsumersȱtendȱtoȱexpectȱfutureȱinflationȱtoȱbe

A) whatȱtheyȱperceiveȱpastȱinflationȱtoȱhaveȱbeen.
B) equalȱtoȱtheȱactualȱestimatesȱofȱpastȱinflationȱmadeȱbyȱtheȱgovernment.

C) directlyȱrelatedȱtoȱtheȱinterestȱrate.
D) relativelyȱunpredictable.

Answer: A
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact

52) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ346ȱ[658]:ȱSurveysȱbyȱtheȱbankȱofȱEnglandȱsuggest
thatȱtwoȱimportantȱfactorsȱinȱinfluencingȱconsumerȱperceptionsȱofȱinflationȱareȱ________ȱand
________.

A) theȱvalueȱofȱtheȱBritishȱpound;ȱtheȱvalueȱofȱtheȱeuro
B) foodȱprices;ȱtheȱstockȱofȱmoney

C) interestȱrates;ȱtheȱunemploymentȱrate
D) gasȱprices;ȱmediaȱattentionȱtoȱpriceȱincreases

Answer: D
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Aȱrational-expectationsȱtheoristȱarguesȱforȱincreasedȱgovernmentȱinvolvementȱinȱtheȱeconomy

toȱensureȱstableȱpriceȱandȱemploymentȱgrowth.

Answer: FALSE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2) Theȱrational-expectationsȱhypothesisȱimpliesȱthatȱthereȱisȱnoȱneedȱforȱgovernment

stabilizationȱpolicies.
Answer: TRUE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

3) Accordingȱtoȱtheȱrational-expectationȱtheory,ȱanȱunanticipatedȱincreaseȱinȱmoneyȱsupply
increasesȱbothȱoutputȱandȱprices.
Answer: TRUE
Diff:ȱ2
Topic: NewȱClassicalȱMacroeconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Accordingȱtoȱtheȱnewȱclassicalȱtheory,ȱanticipatedȱpoliciesȱdoȱnotȱaffectȱtheȱeconomy.

Answer: TRUE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

5) Theȱrealȱbusinessȱcycleȱtheoryȱplacesȱlittleȱemphasisȱonȱshocksȱtoȱtechnology.
Answer: FALSE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Fact

6) TheȱKeynesianȱhypothesisȱassumesȱthatȱpeopleȱknowȱtheȱȈtrueȱmodelȈȱofȱtheȱeconomyȱand
formȱtheirȱexpectationsȱofȱtheȱfutureȱbasedȱonȱthisȱmodel.

Answer: FALSE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Definition

7) TheȱLucasȱsupplyȱfunctionȱincorporatesȱtheȱideaȱthatȱoutputȱdependsȱonȱtheȱdifference
betweenȱtheȱactualȱpriceȱlevelȱandȱtheȱexpectedȱpriceȱlevel.
Answer: TRUE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Definition

8) Aȱpriceȱsurpriseȱisȱequalȱtoȱtheȱexpectedȱpriceȱlevelȱminusȱtheȱactualȱpriceȱlevel.
Answer: FALSE
Diff:ȱ1
Topic: NewȱClassicalȱMacroeconomics
Skill: Definition

591



18.4 Supply-SideȱEconomics

1 MultipleȱChoice

1) Accordingȱtoȱsupply-sideȱeconomics,ȱtheȱgovernmentȱneedsȱtoȱfocusȱonȱpoliciesȱto
A) stimulateȱdemand. B) decreaseȱdemand.

C) stimulateȱsupply. D) decreaseȱsupply.
Answer: C
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Fact

2) Whichȱofȱtheȱfollowingȱwouldȱbeȱconsideredȱaȱsupply-sideȱpolicy?
A) anȱincreaseȱinȱtheȱminimumȱwageȱthatȱwouldȱcauseȱconsumerȱspendingȱtoȱincrease
B) anȱincreaseȱinȱgovernmentȱspendingȱthatȱwouldȱleadȱtoȱincreasedȱaggregateȱdemand

C) investmentȱtaxȱcreditsȱforȱbusinessesȱtoȱencourageȱinvestment

D) aȱdecreaseȱinȱtheȱgrowthȱofȱtheȱmoneyȱsupply
Answer: C
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Theȱcurveȱthatȱassumesȱthatȱthereȱisȱsomeȱtaxȱrateȱbeyondȱwhichȱtheȱsupplyȱresponseȱisȱlarge
enoughȱtoȱleadȱtoȱaȱdecreaseȱinȱtaxȱrevenueȱforȱfurtherȱincreasesȱinȱtheȱtaxȱrateȱisȱthe

A) aggregateȱsupplyȱcurve. B) Lucasȱsupplyȱcurve.
C) aggregateȱproductionȱfunction. D) Lafferȱcurve.

Answer: D
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Definition

4) Ifȱtaxȱratesȱareȱcutȱsoȱthatȱpeopleȱhaveȱanȱincreasedȱincentiveȱtoȱworkȱandȱbusinessesȱhaveȱan
increasedȱincentiveȱtoȱinvest,

A) aggregateȱsupplyȱwillȱincrease,ȱaggregateȱoutputȱwillȱincrease,ȱandȱtheȱpriceȱlevelȱwill

increase.

B) aggregateȱsupplyȱwillȱincrease,ȱaggregateȱoutputȱwillȱincrease,ȱandȱtheȱpriceȱlevelȱwill

decrease.

C) bothȱaggregateȱsupplyȱandȱdemandȱwillȱincrease,ȱaggregateȱoutputȱwillȱincrease,ȱandȱthe
priceȱlevelȱwillȱincrease.

D) aggregateȱsupplyȱwillȱincrease,ȱaggregateȱdemandȱwillȱdecrease,ȱaggregateȱoutputȱwill

increase,ȱandȱtheȱpriceȱlevelȱwillȱdecrease.
Answer: B
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills
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5) Accordingȱtoȱsupply-sideȱeconomists,ȱasȱtaxȱratesȱareȱreduced,ȱlaborȱsupplyȱshouldȱincrease.
Thisȱimpliesȱthat

A) theȱincomeȱeffectȱofȱaȱwageȱchangeȱisȱgreaterȱthanȱtheȱsubstitutionȱeffectȱofȱaȱwage

change.

B) theȱsubstitutionȱeffectȱofȱaȱwageȱchangeȱisȱgreaterȱthanȱtheȱincomeȱeffectȱofȱaȱwage

change.

C) thereȱisȱnoȱincomeȱeffectȱwhenȱtaxȱratesȱareȱchanged.
D) thereȱisȱnoȱsubstitutionȱeffectȱwhenȱtaxȱratesȱareȱchanged.

Answer: B
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ18.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ18.3

6) ReferȱtoȱFigureȱ18.3.ȱAȱcutȱinȱtaxȱratesȱwillȱdecreaseȱtaxȱrevenueȱifȱtheȱeconomyȱmovesȱfrom
Point

A) AȱtoȱB. B) BȱtoȱA. C) CȱtoȱB. D) AȱtoȱD.
Answer: B
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ18.3.ȱAȱdecreaseȱinȱtaxȱratesȱwillȱdefinitelyȱdecreaseȱtaxȱrevenueȱifȱtheȱeconomy

isȱatȱaȱpointȱsuchȱasȱ________ȱonȱtheȱLafferȱCurve.
A) A B) B C) C D) bothȱAȱandȱB

Answer: D
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills
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8) ReferȱtoȱFigureȱ18.3.ȱTheȱtaxȱrateȱthatȱwillȱmaximizeȱtaxȱrevenueȱisȱassociatedȱwithȱpoint
A) A B) B C) C D) D

Answer: B
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

9) ReferȱtoȱFigureȱ18.3.ȱAtȱpointȱB
A) anȱincreaseȱinȱtaxȱratesȱwillȱincreaseȱtaxȱrevenue.
B) aȱdecreaseȱinȱtaxȱratesȱwillȱincreaseȱtaxȱrevenue.
C) anyȱchangeȱinȱtaxȱratesȱwillȱdecreaseȱtaxȱrevenue.
D) anyȱchangeȱinȱtaxȱrevenueȱwillȱincreaseȱtaxȱrevenue.

Answer: C
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

10) AccordingȱtoȱtheȱLafferȱcurve,ȱifȱtheȱeconomyȱisȱonȱtheȱpositivelyȱslopedȱsectionȱofȱtheȱcurve,
then

A) bothȱanȱincreaseȱandȱaȱdecreaseȱinȱtaxȱratesȱwillȱincreaseȱtaxȱrevenue.
B) aȱdecreaseȱinȱtheȱtaxȱrateȱwillȱincreaseȱtaxȱrevenue.
C) anȱincreaseȱinȱtheȱtaxȱrateȱwillȱincreaseȱtaxȱrevenue.
D) bothȱanȱincreaseȱandȱaȱdecreaseȱinȱtaxȱratesȱwillȱdecreaseȱtaxȱrevenues.

Answer: C
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

11) AccordingȱtoȱtheȱLafferȱcurve,ȱasȱtaxȱratesȱincrease,ȱtaxȱrevenues
A) initiallyȱincreaseȱandȱthenȱdecrease. B) decreaseȱcontinuously.
C) initiallyȱdecreaseȱandȱthenȱincrease. D) riseȱcontinuously.

Answer: A
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) AccordingȱtoȱtheȱLafferȱcurve,
A) anȱincreaseȱinȱtaxȱratesȱwillȱalwaysȱincreaseȱtaxȱrevenues.
B) aȱdecreaseȱinȱtaxȱratesȱwillȱalwaysȱdecreaseȱtaxȱrevenues.
C) aȱdecreaseȱinȱtaxȱratesȱwillȱalwaysȱincreasesȱtaxȱrevenues.
D) anȱincreaseȱinȱtaxȱratesȱwillȱhaveȱanȱinconsistentȱeffectȱonȱtaxȱrevenues.

Answer: D
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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13) TheȱEconomicȱRecoveryȱTaxȱActȱofȱ1981ȱallowedȱfirmsȱtoȱdepreciateȱtheirȱcapitalȱatȱaȱvery
rapidȱrateȱforȱtaxȱpurposes.ȱThis

A) increasedȱtheȱtaxȱliabilityȱofȱfirmsȱandȱdiscouragedȱthemȱfromȱinvesting.
B) decreasedȱtaxȱliabilityȱandȱencouragedȱinvestment.

C) increasedȱtheȱtaxȱliabilityȱofȱfirmsȱandȱencouragedȱthemȱtoȱinvest.
D) decreasedȱtaxȱliabilityȱandȱdiscouragedȱinvestment.

Answer: B
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Fact

14) TheȱimplicitȱassumptionȱbehindȱtheȱEconomicȱRecoveryȱTaxȱActȱofȱ1981,ȱwhichȱcutȱthe
individualȱincomeȱtaxȱrateȱbyȱ25%ȱoverȱthreeȱyears,ȱwasȱthat

A) theȱeconomyȱwasȱonȱtheȱnegativelyȱslopedȱportionȱofȱtheȱLafferȱcurve.
B) theȱeconomyȱwasȱonȱtheȱpositivelyȱslopedȱportionȱofȱtheȱLafferȱcurve.
C) taxȱrateȱreductionsȱwillȱstimulateȱdemandȱinȱtheȱeconomyȱandȱmoveȱtheȱeconomyȱtoȱfull

employment.

D) taxȱrateȱreductionsȱwillȱdecreaseȱsupplyȱinȱtheȱeconomyȱandȱthereforeȱchokeȱoffȱtheȱhigh
rateȱofȱinflationȱthatȱtheȱeconomyȱwasȱexperiencing.

Answer: A
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Analytic
AACSB: AnalyticȱSkills

15) TheȱEconomicȱRecoveryȱTaxȱActȱofȱ1981ȱcutȱcorporateȱtaxesȱinȱaȱwayȱthatȱwasȱdesignedȱto
A) encourageȱfirmsȱtoȱhireȱmoreȱworkers.

B) stimulateȱcapitalȱinvestment.

C) encourageȱfirmsȱtoȱuseȱfewerȱnonrenewableȱresources.
D) reduceȱcorporateȱprofits.

Answer: B
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Fact

2 True/False

1) Supplyȱsideȱeconomistsȱthinkȱtheȱequilibriumȱoutputȱisȱdeterminedȱbyȱtheȱsupplyȱofȱmoney.

Answer: FALSE
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Reductionȱofȱgovernmentȱregulationȱisȱaȱstimulativeȱaggregateȱsupplyȱpolicy.
Answer: TRUE
Diff:ȱ2
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) TheȱLafferȱcurveȱshowsȱtheȱrelationshipȱbetweenȱtheȱtaxȱrateȱandȱtheȱinflationȱrate.
Answer: FALSE
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Definition

4) AccordingȱtoȱtheȱLafferȱcurve,ȱanȱincreaseȱinȱtheȱtaxȱrateȱmayȱdecreaseȱtaxȱrevenues.
Answer: TRUE
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Nearlyȱ$2ȱtrillionȱwasȱaddedȱtoȱtheȱnationalȱdebtȱbetweenȱ1983ȱandȱ1992.
Answer: TRUE
Diff:ȱ1
Topic: Supply-SideȱEconomics
Skill: Fact

18.5 TestingȱAlternativeȱMacroeconomicȱModels

1 MultipleȱChoice

1) WhichȱofȱtheȱfollowingȱisȱNOTȱoneȱofȱtheȱreasonsȱwhyȱitȱisȱdifficultȱtoȱempiricallyȱtest
alternativeȱmacroeconomicȱmodelsȱagainstȱoneȱanother?

A) Theȱrational-expectationsȱassumptionȱisȱdifficultȱtoȱtest.
B) Macroeconomicȱmodelsȱdifferȱinȱwaysȱthatȱareȱhardȱtoȱstandardizeȱfor.
C) Macroeconomicȱmodelsȱcannotȱbeȱexpressedȱinȱmathematicalȱterms.

D) Theȱamountȱofȱdataȱavailableȱisȱfairlyȱsmall.

Answer: C
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Itȱisȱdifficultȱtoȱempiricallyȱtestȱalternativeȱmacroeconomicȱmodelsȱagainstȱoneȱanotherȱbecause
A) macroeconomicȱmodelsȱdoȱnotȱpredictȱtheȱsameȱoutcomesȱfromȱpolicies.
B) macroeconomicȱmodelsȱdifferȱinȱwaysȱthatȱareȱhardȱtoȱstandardizeȱfor.
C) macroeconomicȱmodelsȱcannotȱbeȱexpressedȱinȱmathematicalȱterms.

D) macroeconomicȱmodelsȱareȱalwaysȱexpressedȱinȱscientificȱterms.

Answer: B
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱproblemȱwithȱcomparingȱmacroeconomicȱmodelsȱisȱthat
A) peopleȱmayȱchangeȱhowȱtheyȱreactȱwhenȱeconomicȱpoliciesȱareȱchanged.
B) macroeconomicȱmodelsȱdoȱnotȱpredictȱtheȱsameȱoutcomesȱfromȱpolicies.
C) macroeconomicȱmodelsȱcannotȱbeȱexpressedȱinȱmathematicalȱterms.

D) macroeconomicȱmodelsȱmustȱmeetȱgovernmentȱstandardsȱforȱuniformity.

Answer: A
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Macroeconomicȱmodelsȱdifferȱinȱwaysȱthatȱareȱhardȱtoȱstandardize.
Answer: TRUE
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Fact

2) Tooȱmuchȱdataȱisȱavailableȱtoȱtestȱmacroeconomicȱmodels.

Answer: FALSE
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Fact

3) Expectationsȱareȱhardȱtoȱtestȱevenȱthoughȱeconomistsȱknowȱtheȱmodelȱtheȱpublicȱusesȱwhen

formingȱexpectations.
Answer: FALSE
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Anyȱtestȱofȱrationalȱexpectationsȱisȱaȱjointȱtestȱofȱtheȱunderlyingȱmodelȱthatȱexpectationsȱare
formedȱrationally.
Answer: TRUE
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Competingȱmacroeconomicȱmodelsȱmayȱbeȱhardȱtoȱtestȱbecauseȱpeopleȱmayȱchangeȱhowȱthey
reactȱwhenȱeconomicȱpoliciesȱareȱchanged.
Answer: TRUE
Diff:ȱ2
Topic: TestingȱAlternativeȱMacroeconomicȱModels
Skill: Conceptual
AACSB: ReflectiveȱThinking
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Chapterȱ19 InternationalȱTrade,ȱComparative
Advantage,ȱandȱProtectionism

19.1 TradeȱSurplusesȱandȱDeficits

1 MultipleȱChoice

1) Aȱcountryȱhasȱaȱtradeȱsurplusȱwhen
A) itsȱexportsȱexceedȱitsȱimports.
B) itsȱexportsȱequalȱitsȱimports.
C) itsȱgovernmentȱspendingȱexceedsȱitsȱtaxȱrevenues.
D) itsȱexportsȱareȱlessȱthanȱitsȱimports.

Answer: A
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Definition

2) Aȱcountryȇsȱtradeȱisȱbalancedȱwhen
A) itsȱimportsȱexceedsȱitsȱexports.
B) itsȱgovernmentȱexpendituresȱareȱequalȱtoȱitsȱtaxȱrevenues.
C) itsȱnetȱexportsȱequalȱtoȱzero.
D) itsȱnetȱexportsȱareȱgreaterȱthanȱzero.

Answer: C
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Definition

3) Aȱcountryȱhasȱaȱtradeȱdeficitȱwhen
A) itsȱexportsȱexceedȱitsȱimports.
B) itsȱexportsȱequalȱitsȱimports.
C) itsȱexportsȱareȱlessȱthanȱitsȱimports.
D) governmentȱspendingȱisȱgreaterȱthanȱtaxȱreceipts.

Answer: C
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Definition

4) Ifȱaȱcountryȱhasȱaȱtradeȱsurplusȱofȱ$40ȱbillion,ȱwhichȱofȱtheȱfollowingȱcanȱbeȱtrue?
A) Theȱcountryȇsȱexportsȱareȱ$160ȱbillionȱandȱitsȱimportsȱareȱ$120ȱbillion.
B) Theȱcountryȇsȱexportsȱareȱ$110ȱbillionȱandȱitsȱimportsȱareȱ$150ȱbillion.
C) Theȱcountryȇsȱexportsȱareȱ$120ȱbillionȱandȱitsȱimportsȱareȱ$140ȱbillion.
D) Theȱcountryȇsȱexportsȱareȱ$140ȱbillionȱandȱitsȱimportsȱareȱ$40ȱbillion.

Answer: A
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Ifȱaȱcountryȱhasȱaȱtradeȱdeficitȱofȱ$30ȱbillion,ȱwhichȱofȱtheȱfollowingȱcanȱbeȱtrue?
A) Theȱcountryȇsȱexportsȱareȱ$150ȱbillionȱandȱitsȱimportsȱareȱ$120ȱbillion.
B) Theȱcountryȇsȱexportsȱareȱ$110ȱbillionȱandȱitsȱimportsȱareȱ$140ȱbillion.
C) Theȱcountryȇsȱexportsȱareȱ$120ȱbillionȱandȱitsȱimportsȱareȱ$140ȱbillion.
D) Theȱcountryȇsȱexportsȱareȱ$140ȱbillionȱandȱitsȱimportsȱareȱ$40ȱbillion.

Answer: B
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Inȱtheȱyearȱ________,ȱtheȱUnitedȱStatesȱswitchedȱfromȱrunningȱaȱtradeȱsurplusȱtoȱrunningȱa
tradeȱdeficit.

A) 1950 B) 1966 C) 1976 D) 1994
Answer: C
Diff:ȱ1
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Fact

2 True/False

1) IfȱȱBelgiumȱhasȱȱexportsȱofȱ50ȱbillionȱeurosȱandȱimportsȱofȱ40ȱbillionȱeuros,ȱthenȱitȱisȱrunningȱa
tradeȱdeficit.
Answer: FALSE
Diff:ȱ2
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) IfȱJapanȱhasȱaȱexportsȱofȱ70ȱbillionȱyenȱandȱimportsȱofȱ60ȱbillionȱyen,ȱitȱisȱrunningȱaȱtrade
surplus.
Answer: TRUE
Diff:ȱ2
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Ifȱaȱcountryȇsȱimportsȱareȱgreaterȱthanȱitsȱexports,ȱaȱcountryȱhasȱaȱtradeȱdeficit.
Answer: TRUE
Diff:ȱ2
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Aȱcountryȇsȱbalanceȱofȱtradeȱmustȱbeȱbalanced.
Answer: FALSE
Diff:ȱ2
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking
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5) Ifȱaȱcountryȇsȱimportsȱareȱlessȱthanȱitsȱexports,ȱaȱcountryȱhasȱaȱtradeȱsurplus.
Answer: TRUE
Diff:ȱ2
Topic: TradeȱSurplusesȱandȱDeficits
Skill: Conceptual
AACSB: ReflectiveȱThinking

19.2 TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage

1 MultipleȱChoice

1) TheȱpurposeȱofȱtheȱCornȱLawsȱwasȱto
A) encourageȱimportsȱandȱdiscourageȱexports,ȱandȱthusȱkeepȱtheȱpriceȱofȱfoodȱlow.
B) encourageȱbothȱexportsȱandȱimportsȱinȱorderȱtoȱintegrateȱtheȱBritishȱeconomyȱwithȱthe

restȱofȱEurope.
C) discourageȱbothȱimportsȱandȱexportsȱinȱorderȱtoȱpromoteȱeconomicȱself-sufficiencyȱin

Britain.
D) discourageȱimportsȱandȱencourageȱexports,ȱandȱthusȱkeepȱtheȱpriceȱofȱfoodȱhigh.

Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Fact

2) Theȱtheoryȱofȱcomparativeȱadvantageȱisȱcreditedȱto
A) AdamȱSmith. B) DavidȱRicardo.
C) JohnȱMaynardȱKeynes. D) MiltonȱFriedman.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Fact

3) CountryȱAȱwouldȱhaveȱanȱabsoluteȱadvantageȱcomparedȱtoȱCountryȱBȱinȱtheȱproductionȱof
cornȱif

A) cornȱcanȱbeȱproducedȱatȱlowerȱcostȱinȱtermsȱofȱotherȱgoodsȱthanȱitȱcouldȱbeȱinȱCountryȱB.
B) CountryȱAȱusesȱfewerȱresourcesȱtoȱproduceȱcornȱthanȱCountryȱBȱdoes.
C) theȱdemandȱforȱcornȱisȱhigherȱinȱCountryȱAȱthanȱinȱCountryȱB.
D) cornȱsellsȱforȱaȱhigherȱpriceȱinȱCountryȱAȱthanȱinȱCountryȱB.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱadvantageȱinȱtheȱproductionȱofȱaȱproductȱenjoyedȱbyȱoneȱcountryȱoverȱanotherȱwhenȱit
usesȱfewerȱresourcesȱtoȱproduceȱthatȱproductȱthanȱtheȱotherȱcountryȱdoesȱis

A) anȱabsoluteȱadvantage. B) aȱcomparativeȱadvantage.
C) aȱrelativeȱadvantage. D) aȱproductiveȱadvantage.

Answer: A
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Definition
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5) Accordingȱtoȱtheȱtheoryȱofȱcomparativeȱadvantage,ȱaȱcountry
A) exportsȱtheȱgoodsȱinȱwhichȱitsȱhasȱaȱcomparativeȱadvantage.
B) imposesȱtariffsȱonȱgoodsȱinȱwhichȱitȱdoesȱnotȱhaveȱcomparativeȱadvantage.
C) importsȱtheȱgoodsȱinȱwhichȱitȱhasȱaȱcomparativeȱadvantage.
D) exportsȱgoodsȱinȱwhichȱitȱhasȱabsoluteȱadvantage.

Answer: A
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Fact

6) Chinaȱhasȱaȱcomparativeȱadvantageȱinȱtextileȱandȱanȱabsoluteȱadvantageȱinȱradios.ȱJapanȱhasȱa
comparativeȱadvantageȱinȱradiosȱandȱanȱabsoluteȱadvantageȱinȱtextiles.ȱAccordingȱtoȱthis
scenario

A) Japanȱshouldȱexportȱbothȱradiosȱandȱtextiles.
B) Chinaȱshouldȱimportȱbothȱradiosȱandȱtextiles.
C) Chinaȱshouldȱexportȱtextilesȱandȱimportȱradios.
D) Japanȱshouldȱexportȱtextilesȱandȱimportȱradios.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

7) CountryȱAȱhasȱaȱcomparativeȱadvantageȱcomparedȱtoȱCountryȱBȱinȱtheȱproductionȱofȱshoes,ȱif
A) CountryȱAȱcanȱproduceȱshoesȱatȱaȱlowerȱmonetaryȱcostȱthanȱCountryȱBȱcan.
B) CountryȱAȱcanȱproduceȱshoesȱusingȱfewerȱresourcesȱthanȱCountryȱBȱcan.
C) theȱdemandȱforȱshoesȱisȱhigherȱinȱCountryȱAȱthanȱinȱCountryȱB.
D) CountryȱAȱcanȱproduceȱshoesȱatȱaȱlowerȱcostȱinȱtermsȱofȱotherȱgoodsȱthanȱCountryȱBȱcan.

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

8) Accordingȱtoȱtheȱtheoryȱofȱcomparativeȱadvantage,ȱaȱcountryȱshould
A) specializeȱandȱexportȱgoodsȱwithȱtheȱhighestȱopportunityȱcost.
B) specializeȱandȱexportȱgoodsȱwithȱtheȱlowestȱproductionȱcost.
C) specializeȱandȱexportȱgoodsȱwithȱtheȱlowestȱopportunityȱcost.
D) specializeȱandȱexportȱgoodsȱwithȱtheȱlowestȱaverageȱcost.

Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Fact

9) Whenȱoneȱcountryȱcanȱproduceȱaȱproductȱatȱaȱlowerȱcostȱinȱtermsȱofȱotherȱgoods,ȱthatȱcountry
isȱsaidȱtoȱhave

A) anȱabsoluteȱadvantage. B) aȱcomparativeȱadvantage.
C) aȱproductiveȱadvantage. D) anȱunfairȱadvantage.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Definition
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10) TheȱUnitedȱStatesȱimportsȱtelevisionsȱfromȱJapanȱandȱJapanȱimportsȱcomputerȱchipsȱfromȱthe
UnitedȱStates.ȱIfȱtheȱtheoryȱofȱcomparativeȱadvantageȱguidesȱtradeȱbetweenȱtheȱtwoȱcountries,
itȱmustȱbeȱtrueȱthat

A) theȱopportunityȱcostȱofȱproducingȱtelevisionsȱinȱJapanȱisȱhigherȱthanȱthatȱinȱtheȱUnited
States.

B) theȱopportunityȱcostȱofȱproducingȱcomputerȱchipsȱinȱtheȱUnitedȱStatesȱisȱhigherȱthanȱthat
inȱJapan.

C) theȱUnitedȱStatesȱhasȱcomparativeȱadvantageȱinȱproducingȱcomputerȱchips.
D) theȱUnitedȱStatesȱhasȱcomparativeȱadvantageȱinȱproducingȱtelevisions.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) IfȱRussiaȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱwheatȱandȱChinaȱhasȱanȱabsolute
advantageȱinȱtheȱproductionȱofȱtextiles,ȱthen

A) neitherȱcountryȱhasȱanythingȱtoȱgainȱfromȱspecializationȱandȱtrade.
B) itȱisȱreasonableȱtoȱexpectȱthatȱspecializationȱwillȱbenefitȱbothȱcountries,ȱbutȱtradeȱwillȱnot.
C) itȱisȱreasonableȱtoȱexpectȱthatȱspecializationȱandȱtradeȱwillȱbenefitȱbothȱcountries.
D) itȱisȱreasonableȱtoȱexpectȱthatȱtradeȱwillȱbenefitȱbothȱcountries,ȱbutȱspecializationȱwillȱnot.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) IfȱBrazilȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱcoffeeȱcomparedȱtoȱtheȱUnited
States,ȱthen

A) Brazilȱalsoȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱcoffee.
B) theȱUnitedȱStatesȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱcoffee.
C) BrazilȱcanȱproduceȱcoffeeȱatȱaȱlowerȱopportunityȱcostȱthanȱtheȱUnitedȱStates.
D) theȱUnitedȱStatesȱcannotȱproduceȱcoffee.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) TheȱUnitedȱStatesȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱwheat,ȱandȱHaitiȱhasȱa
comparativeȱadvantageȱinȱtheȱproductionȱofȱsugar.ȱIfȱbothȱcountriesȱspecializeȱbasedȱonȱthe
theoryȱofȱcomparativeȱadvantage,

A) onlyȱtheȱproductionȱofȱwheatȱwillȱincrease.
B) theȱproductionȱandȱconsumptionȱofȱbothȱgoodsȱwillȱincrease.
C) onlyȱtheȱproductionȱofȱbothȱgoodsȱwillȱincrease.
D) onlyȱtheȱconsumptionȱofȱbothȱgoodsȱwillȱincrease.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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14) SupposeȱthatȱJapanȱandȱIndiaȱareȱbothȱengagedȱinȱtheȱproductionȱofȱradiosȱandȱrice,ȱandȱthat
Japanȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱbothȱgoods.ȱIfȱIndiaȱhasȱaȱlower
opportunityȱcostȱforȱproducingȱrice,ȱthen

A) Indiaȱhasȱaȱcomparativeȱadvantageȱinȱriceȱproduction,ȱbutȱthereȱwillȱbeȱnoȱgainsȱfrom
specializationȱandȱtrade.

B) Japanȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱbothȱgoods.
C) Indiaȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱrice,ȱbutȱitȱisȱoutweighedȱby

Japanȇsȱabsoluteȱadvantageȱinȱriceȱproduction.
D) Indiaȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱrice,ȱandȱspecializationȱandȱtrade

betweenȱtheȱtwoȱcountriesȱcanȱbeȱmutuallyȱbeneficial.
Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

15) IfȱtheȱslopesȱofȱtheȱproductionȱpossibilityȱfrontiersȱinvolvingȱsugarȱandȱriceȱinȱcountriesȱAȱand
Bȱareȱequal,

A) theȱopportunityȱcostȱofȱproducingȱsugarȱisȱlessȱinȱCountryȱA.
B) theȱopportunityȱcostȱofȱproducingȱriceȱisȱlessȱinȱCountryȱB.
C) specializationȱdoesȱnotȱbenefitȱeitherȱcountry.
D) eachȱcountryȱwillȱproduceȱidenticalȱquantitiesȱofȱsugarȱandȱrice.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) SupposeȱthatȱArgentinaȱandȱChileȱareȱbothȱengagedȱinȱtheȱproductionȱofȱcopperȱandȱwheat,
andȱthatȱArgentinaȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱbothȱgoods.ȱIfȱChileȱhasȱa
comparativeȱadvantageȱinȱtheȱproductionȱofȱcopper,ȱthenȱChile

A) hasȱaȱlowerȱopportunityȱcostȱforȱcopper,ȱwhichȱmeansȱthatȱitȱshouldȱspecializeȱin
productionȱofȱcopperȱandȱengageȱinȱtrade.

B) hasȱaȱlowerȱopportunityȱcostȱforȱproducingȱcopper,ȱbutȱspecializationȱisȱnotȱfeasible
becauseȱArgentinaȱhasȱaȱlowerȱmonetaryȱcostȱofȱcopperȱproduction.

C) hasȱaȱhigherȱopportunityȱcostȱforȱcopper,ȱwhichȱmeansȱitȱshouldȱspecializeȱinȱthe
productionȱofȱwheatȱandȱengageȱinȱtrade.

D) shouldȱcontinueȱtoȱproduceȱcopper,ȱbutȱonlyȱforȱdomesticȱconsumption,ȱbecauseȱtradeȱis
notȱaȱviableȱoption.

Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ19.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ19.1
Mexico Guatemala

Oranges Bananas Oranges Bananas
bushel/acre bushel/acre bushel/acre bushel/acre

200 0 50 ȱ0
160 40 40 20
120 80 30 ȱ40
80 120 20 ȱ60
40 160 ȱ10 ȱ80
0 200 ȱ0 ȱ100

17) ReferȱtoȱTableȱ19.1.ȱInȱMexico,ȱtheȱopportunityȱcostȱofȱ1ȱbushelȱofȱbananasȱis
A) 1/2ȱbushelȱofȱoranges. B) 1ȱbushelsȱofȱoranges.
C) 2ȱbushelȱofȱoranges. D) 5ȱbushelsȱofȱoranges.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱTableȱ19.1.ȱInȱGuatemala,ȱtheȱopportunityȱcostȱofȱ1ȱbushelȱofȱorangesȱis
A) 1/2ȱbushelȱofȱbananas. B) 1ȱbushelsȱofȱbananas.
C) 2ȱbushelȱofȱbananas. D) 4ȱbushelsȱofȱbananas.

Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

19) ReferȱtoȱTableȱ19.1.ȱInȱMexico,ȱtheȱopportunityȱcostȱofȱ1ȱbushelȱofȱorangesȱis
A) 1/2ȱbushelȱofȱbananas. B) 1ȱbushelsȱofȱbananas.
C) 2ȱbushelȱofȱbananas. D) 5ȱbushelsȱofȱbananas.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱTableȱ19.1.ȱInȱGuatemala,ȱtheȱopportunityȱcostȱofȱ1ȱbushelȱofȱbananasȱis
A) 1/2ȱbushelȱofȱoranges. B) 1ȱbushelsȱofȱoranges.
C) 2ȱbushelȱofȱoranges. D) 4ȱbushelsȱofȱoranges.

Answer: A
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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21) ReferȱtoȱTableȱ19.1.ȱTheȱopportunityȱcostȱofȱproducingȱaȱbushelȱofȱorangesȱinȱMexicoȱis
A) twiceȱasȱmuchȱasȱthatȱinȱGuatemala.
B) halfȱasȱmuchȱasȱthatȱinȱGuatemala.
C) theȱsameȱasȱthatȱinȱGuatemala.
D) fourȱtimesȱasȱmuchȱasȱthatȱinȱGuatemala.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

22) ReferȱtoȱTableȱ19.1.ȱGuatemalaȱhas
A) aȱcomparativeȱadvantageȱinȱorangeȱproduction.
B) anȱabsoluteȱadvantageȱinȱorangeȱproduction.
C) anȱabsoluteȱadvantageȱinȱbananaȱproduction.
D) aȱcomparativeȱadvantageȱinȱbananaȱproduction.

Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

23) ReferȱtoȱTableȱ19.1.ȱGuatemalaȱhas
A) aȱcomparativeȱadvantageȱbutȱnotȱanȱabsoluteȱadvantageȱinȱorangeȱproduction.
B) aȱcomparativeȱadvantageȱbutȱnotȱanȱabsoluteȱadvantageȱinȱbananaȱproduction.
C) anȱabsoluteȱadvantageȱandȱaȱcomparativeȱadvantageȱinȱbananaȱproduction.
D) anȱabsoluteȱadvantageȱandȱaȱcomparativeȱadvantageȱinȱorangeȱproduction.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

24) ReferȱtoȱTableȱ19.1.ȱMexicoȱhas
A) aȱcomparativeȱadvantageȱbutȱnotȱanȱabsoluteȱadvantageȱinȱorangeȱproduction.
B) aȱcomparativeȱadvantageȱbutȱnotȱanȱabsoluteȱadvantageȱinȱbananaȱproduction.
C) anȱabsoluteȱadvantageȱandȱaȱcomparativeȱadvantageȱinȱbananaȱproduction.
D) anȱabsoluteȱadvantageȱandȱaȱcomparativeȱadvantageȱinȱorangeȱproduction.

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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25) ReferȱtoȱTableȱ19.1.ȱGuatemalaȱshouldȱspecializeȱinȱandȱexportȱ________,ȱandȱMexicoȱshould
specializeȱinȱandȱexportȱ________.

A) oranges;ȱoranges B) bananas;ȱbananas
C) bananas;ȱoranges D) oranges;ȱbananas

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

26) ReferȱtoȱTableȱ19.1.ȱBeforeȱspecialization,ȱMexicoȱproducesȱ120ȱbushelsȱofȱorangesȱandȱ80
bushelsȱofȱbananas,ȱandȱGuatemalaȱproducesȱ40ȱbushelsȱofȱorangesȱandȱ20ȱbushelsȱofȱbananas.
Afterȱspecialization,ȱtheȱincreaseȱinȱorangeȱproductionȱis

A) 10ȱbushelsȱofȱoranges. B) 20ȱbushelsȱofȱoranges.
C) 25ȱbushelsȱofȱoranges. D) 40ȱbushelsȱofȱoranges.

Answer: D
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

27) ReferȱtoȱTableȱ19.1.ȱBeforeȱspecialization,ȱMexicoȱproducesȱ160ȱbushelsȱofȱorangesȱandȱ40
bushelsȱofȱbananas,ȱandȱGuatemalaȱproducesȱ30ȱbushelsȱofȱorangesȱandȱ40ȱbushelsȱofȱbananas.
Afterȱspecialization,ȱtheȱincreaseȱinȱbananaȱproductionȱis

A) 10ȱbushelsȱofȱbananas. B) 15ȱbushelsȱofȱbananas.
C) 20ȱbushelsȱofȱbananas. D) 40ȱbushelsȱofȱbananas.

Answer: C
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

28) ReferȱtoȱTableȱ19.1.ȱForȱbothȱcountriesȱtoȱbenefitȱfromȱtrade,ȱtheȱtermsȱofȱtradeȱmustȱbe
betweenȱ________ȱbushel(s)ȱofȱorangesȱtoȱbushel(s)ȱofȱbananas.

A) 1:1/2ȱandȱ1:4 B) 2:3ȱandȱ2:1 C) 1:1ȱandȱ1:1/2 D) 1:1ȱandȱ1:2.
Answer: D
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ19.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ19.2
China Thailand

Tractors Motorcycles Tractors Motorcycles
0 300 0 300
5 250 5 225
10 200 10 150
15 150 15 75
20 100 20 0ȱ
25 50 N Nȱ
30 ȱ0 N N

29) ReferȱtoȱTableȱ19.2.ȱInȱChina,ȱtheȱopportunityȱcostȱof
A) aȱtractorȱisȱ1ȱmotorcycle. B) aȱmotorcycleȱisȱ10ȱtractors.
C) aȱtractorȱisȱ10ȱmotorcycles. D) aȱmotorcycleȱisȱ1/30ȱofȱaȱtractor.

Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

30) ReferȱtoȱTableȱ19.2.ȱInȱThailand,ȱtheȱopportunityȱcostȱof
A) aȱmotorcycleȱisȱ1/15ȱofȱaȱtractor. B) aȱmotorcycleȱisȱ15ȱtractors.
C) aȱmotorcycleȱisȱ1/30ȱofȱaȱtractor. D) aȱtractorȱisȱ20ȱmotorcycles.

Answer: A
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

31) ReferȱtoȱTableȱ19.2.ȱ________ȱhasȱaȱcomparativeȱadvantageȱinȱmotorcyclesȱandȱ________ȱhasȱan
absoluteȱadvantageȱinȱmotorcycles.

A) China;ȱneither B) Neither;ȱneither
C) Thailand;ȱneither D) Thailand;ȱChina

Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱTableȱ19.2.ȱIfȱbothȱcountriesȱspecializeȱandȱtradeȱwithȱeachȱother,ȱThailandȱwillȱexport
________ȱandȱChinaȱwillȱimportȱ________.

A) motorcycles;ȱtractors B) tractors;ȱmotorcycles
C) tractors;ȱtractors D) motorcycles;ȱmotorcycles

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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33) ReferȱtoȱTableȱ19.2.ȱTheȱmostȱthatȱThailandȱwillȱbeȱwillingȱtoȱpayȱforȱaȱtractorȱis
A) 5ȱmotorcycles. B) 10ȱmotorcycles.
C) 15ȱmotorcycles. D) 20ȱmotorcycles.

Answer: C
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

34) ReferȱtoȱTableȱ19.2.ȱTheȱmostȱthatȱChinaȱwillȱbeȱwillingȱtoȱpayȱforȱaȱmotorcycleȱis
A) 1/20ȱofȱaȱtractor. B) 1/10ȱofȱaȱtractor.
C) 1/30ȱofȱaȱtractor. D) 1/5ȱofȱaȱtractor.

Answer: B
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

35) ReferȱtoȱTableȱ19.2.ȱWhichȱtermsȱofȱtradeȱbenefitsȱbothȱcountries?
A) 1ȱtractorȱforȱ10ȱmotorcycles B) 1ȱtractorȱforȱ12.5ȱmotorcycles
C) 1ȱmotorcycleȱforȱ10ȱtractors D) 1ȱmotorcycleȱforȱ1/5ȱofȱaȱtractor

Answer: B
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

36) Theȱtermsȱofȱtradeȱrefersȱto
A) theȱdocumentsȱthatȱtwoȱcountriesȱsignȱinȱorderȱtoȱfacilitateȱtrade.
B) theȱconditionsȱimposedȱbyȱtheȱimportingȱcountryȱregardingȱtheȱqualityȱofȱtheȱimported

goods.
C) theȱexchangeȱrateȱdeterminedȱbyȱtheȱexportingȱandȱtheȱimportingȱcountries.
D) theȱratioȱatȱwhichȱoneȱcountryȱtradesȱaȱdomesticȱproductȱforȱimportedȱproduct.

Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Definition

37) Specializationȱandȱtradeȱallowȱaȱcountryȱto
A) produceȱandȱconsumeȱonȱitsȱproductionȱpossibilityȱfrontier.
B) produceȱandȱconsumeȱinsideȱitsȱproductionȱpossibilityȱfrontier.
C) produceȱandȱconsumeȱoutsideȱitsȱproductionȱpossibilityȱfrontier.
D) produceȱonȱitsȱproductionȱpossibilityȱfrontierȱandȱconsumeȱoutsideȱit.

Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) Theȱmainȱadvantageȱofȱtradeȱbetweenȱtwoȱcountriesȱisȱthat
A) tradeȱmakesȱbothȱcountriesȱmoreȱself-sufficient.
B) employmentȱinȱbothȱcountriesȱwillȱincrease.
C) bothȱcountriesȱhaveȱconsumptionȱchoicesȱbeyondȱtheirȱcurrentȱresourceȱandȱproduction

constraints.
D) tradeȱwillȱleadȱtoȱaȱmoreȱequitableȱdistributionȱofȱincomeȱinȱbothȱcountries.

Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) Accordingȱtoȱcomparativeȱadvantage,ȱtradeȱbetweenȱtwoȱcountries
A) maximizesȱtheȱamountȱofȱinputsȱthatȱareȱusedȱinȱtheȱproductionȱofȱallȱproducts.
B) guaranteesȱthatȱconsumptionȱlevelsȱwillȱbeȱequalȱinȱtheȱtwoȱcountries.
C) willȱbenefitȱallȱtheȱindustriesȱinȱeachȱofȱtheȱcountries.
D) allowsȱeachȱofȱtheȱtradingȱcountriesȱtoȱuseȱitsȱresourcesȱmostȱefficiently.

Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) Whenȱcountriesȱspecializeȱinȱproducingȱthoseȱgoodsȱinȱwhichȱtheyȱhaveȱaȱcomparative
advantage,ȱthey

A) maximizeȱtheirȱcombinedȱoutput,ȱbutȱtheyȱdoȱnotȱnecessarilyȱallocateȱtheirȱresources
moreȱefficiently.

B) maximizeȱtheirȱcombinedȱoutputȱandȱallocateȱtheirȱresourcesȱmoreȱefficiently.
C) allocateȱtheirȱresourcesȱmoreȱefficiently,ȱbutȱtheyȱdoȱnotȱnecessarilyȱmaximizeȱtheir

combinedȱoutput.
D) doȱnotȱnecessarilyȱmaximizeȱtheirȱcombinedȱoutput,ȱandȱtheyȱalsoȱdoȱnotȱnecessarily

allocateȱtheirȱresourcesȱmoreȱefficiently.
Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.1

41) ReferȱtoȱFigureȱ19.1.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) TheȱUnitedȱStatesȱhasȱbothȱanȱabsoluteȱadvantageȱandȱaȱcomparativeȱadvantageȱinȱthe

productionȱofȱsoybeansȱandȱalfalfa.
B) TheȱUnitedȱStatesȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱsoybeansȱandȱalfalfa,

butȱaȱcomparativeȱadvantageȱonlyȱinȱtheȱproductionȱofȱsoybeans.
C) TheȱUnitedȱStatesȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproductionȱofȱsoybeansȱandȱalfalfa,

butȱaȱcomparativeȱadvantageȱonlyȱinȱtheȱproductionȱofȱalfalfa.
D) TheȱUnitedȱStatesȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱbothȱsoybeansȱand

alfalfa,ȱbutȱanȱabsoluteȱadvantageȱonlyȱinȱtheȱproductionȱofȱsoybeans.
Answer: C
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

42) ReferȱtoȱFigureȱ19.1.ȱWhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) OnlyȱCanadaȱcanȱbenefitȱfromȱtradeȱbecauseȱtheȱUnitedȱStatesȱhasȱanȱabsoluteȱadvantage

inȱtheȱproductionȱofȱbothȱsoybeansȱandȱalfalfa.
B) TradeȱwillȱbenefitȱbothȱcountriesȱbecauseȱtheȱUnitedȱStatesȱhasȱaȱcomparativeȱadvantage

inȱtheȱproductionȱofȱsoybeansȱandȱCanadaȱhasȱaȱcomparativeȱadvantageȱinȱthe
productionȱofȱalfalfa.

C) TradeȱwillȱbenefitȱbothȱcountriesȱbecauseȱtheȱUnitedȱStatesȱhasȱaȱcomparativeȱadvantage
inȱtheȱproductionȱofȱalfalfaȱandȱCanadaȱhasȱaȱcomparativeȱadvantageȱinȱtheȱproduction
ofȱsoybeans.

D) TradeȱwillȱbenefitȱneitherȱcountryȱbecauseȱtheȱUnitedȱStatesȱhasȱanȱabsoluteȱadvantageȱin
theȱproductionȱofȱbothȱsoybeansȱandȱalfalfa,ȱbutȱCanadaȱhasȱaȱcomparativeȱadvantageȱin
theȱproductionȱofȱbothȱsoybeansȱandȱalfalfa.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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43) ReferȱtoȱFigureȱ19.1.ȱȱTheȱopportunityȱcostȱofȱproducingȱaȱbushelȱofȱalfalfaȱinȱtheȱUnitedȱStates
is

A) twiceȱasȱmuchȱasȱthatȱinȱCanada. B) halfȱasȱmuchȱasȱthatȱinȱCanada.
C) theȱsameȱasȱthatȱinȱCanada. D) fourȱtimesȱasȱmuchȱasȱthatȱinȱCanada.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

44) ReferȱtoȱFigureȱ19.1.ȱȱTheȱopportunityȱcostȱofȱproducingȱaȱbushelȱofȱalfalfaȱinȱtheȱUnitedȱStates
is

A) halfȱaȱbushelȱofȱsoybeans. B) 1ȱbushelȱofȱsoybeans.
C) 2ȱbushelsȱofȱsoybeans. D) 300ȱbushelsȱofȱsoybeans.

Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

45) ReferȱtoȱFigureȱ19.1.ȱȱTheȱopportunityȱcostȱofȱproducingȱaȱbushelȱofȱalfalfaȱinȱCanadaȱis
A) halfȱaȱbushelȱofȱsoybeans. B) 1ȱbushelȱofȱsoybeans.
C) 2ȱbushelsȱofȱsoybeans. D) zero.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

46) ReferȱtoȱFigureȱ19.1.ȱȱTheȱopportunityȱcostȱofȱproducingȱaȱbushelȱofȱsoybeansȱinȱtheȱUnited
Statesȱis

A) halfȱaȱbushelȱofȱalfalfa. B) 1ȱbushelȱofȱalfalfa.
C) 2ȱbushelsȱofȱalfalfa. D) 300ȱbushelsȱofȱalfalfa.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.2

47) ReferȱtoȱFigureȱ19.2.ȱTheȱopportunityȱcostȱofȱaȱtruckȱisȱ________ȱcar(s)ȱinȱtheȱUnitedȱStatesȱand
________ȱcar(s)ȱinȱEngland.

A) 6;ȱ4 B) 4;ȱ1.5 C) 4;ȱ6 D) .25;ȱ1.5
Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

48) ReferȱtoȱFigureȱ19.2.ȱtheȱtheoryȱofȱcomparativeȱadvantageȱsuggestsȱthat
A) Englandȱshouldȱimportȱtrucksȱandȱexportȱcars.
B) Englandȱshouldȱexportȱbothȱtrucksȱandȱcars.
C) theȱUnitedȱStatesȱshouldȱexportȱbothȱtrucksȱandȱcars.
D) theȱUnitedȱStatesȱshouldȱexportȱcarsȱandȱimportȱtrucks.

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

49) ReferȱtoȱFigureȱ19.2.ȱȱTheȱopportunityȱcostȱofȱaȱcarȱisȱ________ȱtruck(s)ȱinȱtheȱUnitedȱStatesȱand
________ȱtruck(s)ȱinȱEngland

A) 6;ȱ4 B) 4;ȱ1.5 C) 4;ȱ6 D) .25;ȱ.67
Answer: D
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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50) ReferȱtoȱFigureȱ19.2.ȱEnglandȱhas
A) aȱcomparativeȱadvantageȱinȱproducingȱtrucks.
B) anȱabsoluteȱadvantageȱinȱproducingȱcars.
C) aȱcomparativeȱadvantageȱinȱproducingȱcars.
D) noȱcomparativeȱadvantageȱinȱproducingȱeitherȱcarsȱorȱtrucks.

Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

51) ReferȱtoȱFigureȱ19.2.ȱtheȱU.S.ȱhas
A) aȱcomparativeȱadvantageȱinȱproducingȱtrucks.
B) anȱabsoluteȱadvantageȱinȱproducingȱtrucks.
C) aȱcomparativeȱadvantageȱinȱproducingȱcars.
D) noȱcomparativeȱadvantageȱinȱproducingȱeitherȱcarsȱorȱtrucks.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

52) AssumeȱthatȱBladeȱRunnerȱspecializesȱinȱproducingȱin-lineȱskatesȱandȱHangȱTenȱspecializesȱin
producingȱsurfboards.ȱAfterȱtradeȱBladeȱRunnerȱexportsȱ800ȱpairsȱofȱin-lineȱskatesȱand
importsȱ200ȱsurfboards.ȱTheȱtermsȱofȱtrade

A) areȱ1:4ȱin-lineȱskatesȱtoȱsurfboards.
B) areȱ4:1ȱin-lineȱskatesȱtoȱsurfboards.
C) areȱ1/4:1ȱin-lineȱskatesȱtoȱsurfboards.
D) cannotȱbeȱdeterminedȱfromȱthisȱinformation.

Answer: B
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

53) Whenȱtradeȱisȱfree,ȱpatternsȱofȱtradeȱandȱtradeȱflowsȱresultȱfrom
A) theȱcollectiveȱdecisionsȱofȱaȱfewȱimportersȱandȱexporters,ȱasȱwellȱasȱtheȱgovernmentsȱof

theȱcountriesȱinȱwhichȱtheyȱreside.
B) theȱcollectiveȱdecisionsȱofȱaȱfewȱimportersȱandȱexporters,ȱasȱwellȱasȱmillionsȱofȱprivate

householdsȱandȱfirms.
C) theȱindependentȱdecisionsȱofȱthousandsȱofȱimportersȱandȱexporters,ȱasȱwellȱasȱmillionsȱof

privateȱhouseholdsȱandȱfirms.
D) theȱindependentȱdecisionsȱofȱthousandsȱofȱimportersȱandȱexporters,ȱasȱwellȱasȱthe

governmentsȱofȱtheȱcountriesȱinȱwhichȱtheyȱreside.
Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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54) IfȱyouȱareȱtravelingȱinȱChinaȱandȱyouȱpurchaseȱaȱmealȱthatȱcostsȱ140ȱyuanȱandȱtheȱcurrent
exchangeȱrateȱisȱ7ȱyuanȱtoȱtheȱdollar,ȱthenȱtheȱpriceȱofȱtheȱmealȱinȱU.S.ȱcurrencyȱis

A) $200. B) $20. C) $10. D) $2
Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

55) SupposeȱaȱU.S.ȱdollarȱexchangesȱforȱ2ȱBritishȱpounds,ȱthenȱeachȱpoundȱisȱworth
A) $.25. B) $.50. C) $1. D) $4.

Answer: B
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

56) IfȱtheȱpriceȱofȱaȱcarȱinȱtheȱUnitedȱStatesȱisȱ$26,000,ȱandȱtheȱexchangeȱrateȱbetweenȱtheȱdollar
andȱtheȱBritishȱpoundȱrisesȱfromȱ$1.50ȱtoȱ$2.00ȱperȱpound,ȱthenȱtheȱpriceȱofȱtheȱAmericanȱcar
inȱBritainȱwill

A) fall.
B) rise.
C) remainȱtheȱsame.
D) beȱirrelevant,ȱbecauseȱtheȱBritishȱgovernmentȱwillȱimposeȱrestrictionsȱonȱimportsȱfrom

theȱUnitedȱStates.
Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

57) IfȱtheȱpriceȱofȱaȱcarȱinȱtheȱUnitedȱStatesȱisȱ$22,000,ȱandȱtheȱexchangeȱrateȱbetweenȱtheȱdollar
andȱtheȱJapaneseȱyenȱfallsȱfromȱ125ȱȱyenȱtoȱ105ȱyenȱperȱdollar,ȱthenȱtheȱpriceȱofȱtheȱAmerican
carȱinȱJapanȱwill

A) fall.
B) rise.
C) remainȱtheȱsame.
D) beȱirrelevant,ȱbecauseȱtheȱJapaneseȱgovernmentȱwillȱimposeȱrestrictionsȱonȱimportsȱfrom

theȱUnitedȱStates.
Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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58) Forȱanyȱpairȱofȱcountries,ȱthereȱis
A) aȱrangeȱofȱexchangeȱratesȱthatȱcanȱleadȱautomaticallyȱtoȱbothȱcountriesȱrealizingȱtheȱgains

fromȱspecializationȱandȱcomparativeȱadvantage.
B) oneȱsingleȱexchangeȱrateȱthatȱwillȱleadȱindirectlyȱtoȱoneȱcountryȱrealizingȱtheȱgainsȱfrom

specializationȱandȱcomparativeȱadvantage,ȱbutȱnotȱtheȱotherȱcountry.
C) aȱrangeȱofȱexchangeȱratesȱthatȱcanȱleadȱindirectlyȱtoȱoneȱcountryȱrealizingȱtheȱgainsȱfrom

specializationȱandȱcomparativeȱadvantage,ȱbutȱnotȱtheȱotherȱcountry.
D) oneȱsingleȱexchangeȱrateȱthatȱwillȱleadȱautomaticallyȱtoȱbothȱcountriesȱrealizingȱtheȱgains

fromȱspecializationȱandȱcomparativeȱadvantage.
Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱTableȱ19.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Tableȱ19.3
UnitedȱStates Belgium

Raspberries
Chocolate

$9
$12

9ȱeuros
27ȱeuros

59) ReferȱtoȱTableȱ19.3.ȱIfȱtheȱexchangeȱrateȱisȱ$1ȱ= 1ȱeuro,ȱthen
A) theȱUnitedȱStatesȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
B) Belgiumȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
C) theȱUnitedȱStatesȱwillȱimportȱchocolateȱandȱBelgiumȱwillȱimportȱraspberries.
D) Belgiumȱwillȱimportȱchocolate.

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

60) ReferȱtoȱTableȱ19.3.ȱIfȱtheȱexchangeȱrateȱisȱ$1ȱ= 3ȱeuros,ȱthen
A) theȱUnitedȱStatesȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
B) Belgiumȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
C) theȱUnitedȱStatesȱwillȱimportȱchocolateȱandȱBelgiumȱwillȱimportȱraspberries.
D) theȱUnitedȱStatesȱwillȱimportȱraspberriesȱandȱBelgiumȱwillȱimportȱchocolate.

Answer: A
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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61) ReferȱtoȱTableȱ19.3.ȱIfȱtheȱexchangeȱrateȱisȱ$1ȱ= 2ȱeuros,ȱthen
A) theȱUnitedȱStatesȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
B) Belgiumȱwillȱimportȱbothȱraspberriesȱandȱchocolate.
C) theȱUnitedȱStatesȱwillȱimportȱraspberriesȱandȱBelgiumȱwillȱimportȱchocolate.
D) Belgiumȱwillȱimportȱchocolate.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

62) ReferȱtoȱTableȱ19.3.ȱTradeȱwillȱflowȱinȱbothȱdirectionsȱbetweenȱcountriesȱonlyȱifȱtheȱpriceȱofȱthe
euroȱisȱbetween

A) $.40ȱandȱ$.50. B) $1.00ȱandȱ$2.25.
C) $.60ȱandȱ$.75. D) $.44ȱandȱ$1.00

Answer: D
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

63) IfȱtheȱexchangeȱrateȱbetweenȱtheȱUnitedȱStatesȱandȱJapanȱchangesȱfromȱ$1ȱ=ȱ100ȱyenȱtoȱ$1ȱ=
110ȱyen,ȱthen,ȱceterisȱparibus,ȱtheȱpriceȱofȱAmericanȱgoodsȱinȱJapan

A) couldȱeitherȱincreaseȱorȱdecrease. B) willȱdecrease.
C) willȱremainȱtheȱsame. D) willȱincrease.

Answer: D
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

64) IfȱtheȱexchangeȱrateȱbetweenȱtheȱUnitedȱStatesȱandȱMexicoȱchangesȱfromȱ$1ȱ=ȱ100ȱpesoȱtoȱ$1ȱ=
5ȱpesos,ȱceterisȱparibus,

A) theȱUnitedȱStatesȱimportsȱfromȱMexicoȱincrease.
B) MexicanȱexportsȱtoȱtheȱUnitedȱStatesȱincrease.
C) theȱUnitedȱStatesȱexportsȱtoȱMexicoȱincrease.
D) theȱtradeȱdeficitȱinȱtheȱUnitedȱStatesȱincreases.

Answer: C
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

65) IfȱtradeȱbetweenȱtheȱUnitedȱStatesȱandȱCanadaȱisȱbalancedȱandȱtheȱU.S.ȱdollarȱappreciates
againstȱtheȱCanadianȱdollar,ȱceterisȱparibus,ȱweȱwouldȱexpect

A) aȱtradeȱsurplusȱinȱtheȱUnitedȱStates. B) aȱtradeȱsurplusȱinȱCanada.
C) aȱtradeȱdeficitȱinȱCanada. D) aȱtradeȱdeficitȱinȱbothȱcountries.

Answer: B
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills
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66) SupposeȱthatȱtheȱUnitedȱStatesȱandȱItalyȱbothȱproduceȱwineȱandȱshoes.ȱInȱtheȱUnitedȱStates,
wineȱsellsȱforȱ$10ȱaȱbottleȱandȱshoesȱsellȱforȱ$40ȱaȱpair.ȱInȱItaly,ȱwineȱsellsȱforȱ15ȱeurosȱaȱbottle
andȱshoesȱsellȱforȱ20ȱeurosȱaȱpair.ȱIfȱtheȱcurrentȱexchangeȱrateȱisȱ0.8ȱeuroȱtoȱtheȱdollar,ȱthen

A) ItalyȱwillȱimportȱbothȱshoesȱandȱwineȱfromȱtheȱUnitedȱStates.
B) theȱUnitedȱStatesȱwillȱimportȱbothȱshoesȱandȱwineȱfromȱItaly.
C) theȱUnitedȱStatesȱwillȱimportȱshoesȱfromȱItalyȱandȱItalyȱwillȱimportȱwineȱfromȱtheȱUnited

States.
D) theȱUnitedȱStatesȱwillȱimportȱwineȱfromȱItalyȱandȱItalyȱwillȱimportȱshoesȱfromȱtheȱUnited

States.
Answer: C
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

67) SupposeȱthatȱtheȱUnitedȱStatesȱandȱItalyȱbothȱproduceȱwineȱandȱshoes.ȱInȱtheȱUnitedȱStates,
wineȱsellsȱforȱ$10ȱaȱbottleȱandȱshoesȱsellȱforȱ$40ȱaȱpair.ȱInȱItaly,ȱwineȱsellsȱforȱ15ȱeurosȱaȱbottle
andȱshoesȱsellȱforȱ20ȱeurosȱaȱpair.ȱGivenȱthisȱinformation,ȱtradeȱwillȱflowȱinȱbothȱdirectionsȱif
theȱpriceȱofȱaȱdollarȱisȱbetween

A) .5ȱandȱȱ.75ȱeuro. B) .67ȱandȱ2ȱeuros.
C) 1.5ȱandȱ2.5ȱeuros. D) 2.0ȱandȱ3.0ȱeuros.

Answer: B
Diff:ȱ3
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Inȱgeneral,ȱforȱanyȱtwoȱcountries,ȱthereȱareȱmanyȱexchangeȱratesȱthatȱwillȱleadȱtoȱgainsȱfrom
trade,ȱbasedȱonȱcomparativeȱadvantage.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Tradeȱallowsȱtheȱpeopleȱofȱaȱcountryȱtoȱconsumeȱoutsideȱtheirȱproductionȱpossibilityȱcurve.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) IfȱtheȱexchangeȱrateȱbetweenȱtheȱUnitedȱStatesȱandȱGreeceȱchangesȱfromȱ$1ȱ=ȱ1ȱeuroȱtoȱ$1ȱ= 2
euros,ȱthenȱholdingȱeverythingȱelseȱconstant,ȱtheȱpriceȱofȱU.S.ȱgoodsȱinȱGreeceȱwillȱincrease.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) IfȱSpainȱdecreasesȱsubsidiesȱtoȱitsȱoliveȱgrowers,ȱtheȱpriceȱofȱolivesȱinȱtheȱU.S.ȱwillȱfall.
Answer: FALSE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Aȱcountryȱisȱsaidȱtoȱenjoyȱaȱcomparativeȱadvantageȱoverȱanotherȱcountryȱinȱtheȱproductionȱof
aȱproductȱifȱitȱusesȱfewerȱresourcesȱtoȱproduceȱthatȱproductȱthanȱtheȱotherȱcountryȱdoes.
Answer: FALSE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Aȱcountryȱenjoysȱaȱcomparativeȱadvantageȱinȱtheȱproductionȱofȱaȱgoodȱifȱthatȱgoodȱcanȱbe
producedȱatȱaȱlowerȱcostȱinȱtermsȱofȱotherȱgoods.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) Forȱanyȱpairȱofȱnationsȱandȱgoods,ȱifȱeachȱcountryȱhasȱanȱabsoluteȱadvantageȱinȱtheȱproduction
ofȱoneȱproduct,ȱitȱisȱreasonableȱtoȱexpectȱthatȱspecializationȱandȱtradeȱwillȱbenefitȱboth
countries.
Answer: TRUE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Forȱanyȱpairȱofȱcountries,ȱthereȱisȱonlyȱoneȱsingleȱexchangeȱrateȱthatȱcanȱleadȱautomaticallyȱto
bothȱcountriesȱrealizingȱtheȱgainsȱfromȱspecializationȱandȱcomparativeȱadvantage.
Answer: FALSE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Withinȱtheȱrangeȱofȱexchangeȱratesȱthatȱpermitsȱspecializationȱandȱtradeȱtoȱtakeȱplace,ȱthe
exchangeȱrateȱwillȱdetermineȱwhichȱcountryȱgainsȱtheȱmostȱfromȱtrade.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

618



10) Ifȱexchangeȱratesȱendȱupȱinȱtheȱrightȱranges,ȱtheȱfreeȱmarketȱwillȱdriveȱeachȱcountryȱtoȱshift
resourcesȱintoȱthoseȱsectorsȱinȱwhichȱitȱenjoysȱaȱcomparativeȱadvantage.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Onlyȱthoseȱproductsȱinȱwhichȱaȱcountryȱhasȱanȱabsoluteȱadvantageȱwillȱbeȱcompetitiveȱin
worldȱmarkets.
Answer: FALSE
Diff:ȱ1
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Ifȱtheȱdomesticȱpriceȱisȱbelowȱtheȱworldȱpriceȱofȱaȱcertainȱproduct,ȱtheȱdomesticȱcountryȱwill
exportȱtheȱproduct.
Answer: TRUE
Diff:ȱ2
Topic: TheȱEconomicȱBasisȱforȱTrade:ȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

19.3 TheȱSourcesȱofȱComparativeȱAdvantage

1 MultipleȱChoice

1) Theȱquantityȱandȱqualityȱofȱlabor,ȱland,ȱandȱnaturalȱresourcesȱofȱaȱcountryȱareȱits
A) capitalȱstock. B) productiveȱcapacity.
C) factorȱendowments. D) economicȱpotential.

Answer: C
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Definition

2) Theȱsoftwareȱindustryȱdependsȱonȱhighlyȱtrainedȱworkers,ȱwhoȱareȱabundantlyȱavailableȱin
CountryȱA.ȱTheȱheavyȱequipmentȱindustryȱdependsȱonȱtheȱavailabilityȱofȱaȱlargeȱstockȱof
physicalȱcapitalȱwithȱwhichȱCountryȱBȱisȱwellȱendowed.ȱAccordingȱtoȱHeckscher-Ohlin
theorem

A) CountryȱAȱshouldȱexportȱheavyȱequipment.
B) CountryȱBȱshouldȱimportȱsoftware.
C) CountryȱBȱshouldȱimportȱheavyȱequipment.
D) CountryȱAȱshouldȱimportȱsoftware.

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱsignificantȱportionȱofȱactualȱworldȱtradeȱpatternsȱresultsȱfrom
A) differentȱfactorȱendowmentsȱbetweenȱcountries.
B) theȱdifferentȱtastesȱandȱpreferencesȱofȱpeopleȱinȱdifferentȱcountries.
C) theȱindustrialȱpoliciesȱofȱgovernments.
D) differentȱsizesȱofȱtheȱcountries.

Answer: A
Diff:ȱ2
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Anȱexampleȱofȱanȱacquiredȱcomparativeȱadvantageȱis
A) theȱUnitedȱStatesȱproducingȱmoreȱagriculturalȱproductsȱthanȱotherȱcountriesȱbecause

landȱisȱmoreȱabundantȱinȱtheȱUnitedȱStatesȱthanȱinȱotherȱcountries.
B) UnitedȱStatesȱconsumersȱbuyingȱtelevisionȱsetsȱproducedȱinȱJapanȱbecauseȱJapanese

companiesȱhaveȱaȱreputationȱforȱproducingȱaȱhigher-qualityȱTVȱthanȱthoseȱproducedȱin
theȱUnitedȱStates.

C) UnitedȱStatesȱcompaniesȱsellingȱtoȱotherȱcountriesȱchemicalȱproductsȱthatȱcannotȱbeȱsold
inȱtheȱUnitedȱStates.

D) theȱUnitedȱStatesȱpurchasingȱcoconutsȱfromȱotherȱcountries,ȱbecauseȱtheyȱcannotȱbe
producedȱinȱtheȱUnitedȱStates.

Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Anȱexampleȱofȱacquiredȱcomparativeȱadvantageȱisȱthat
A) theȱUnitedȱStatesȱimportsȱcoffeeȱbeansȱbecauseȱcoffeeȱbeansȱcannotȱbeȱgrownȱinȱthe

UnitedȱStates.
B) someȱU.S.ȱconsumersȱpreferȱGermanȱcarsȱoverȱAmericanȱcarsȱbecauseȱGermanȱcarsȱhave

aȱreputationȱforȱbeingȱveryȱsafe.
C) Chinaȱspecializesȱinȱtheȱproductionȱofȱlabor-intensiveȱgoodsȱbecauseȱofȱtheȱamountȱof

laborȱavailableȱinȱtheȱcountryȱrelativeȱtoȱcapital.
D) theȱU.S.ȱgovernmentȱprovidesȱaȱsubsidyȱtoȱfirmsȱthatȱareȱtryingȱtoȱincreaseȱtheirȱexports

toȱotherȱcountries.
Answer: B
Diff:ȱ2
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking
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6) WhichȱofȱtheȱfollowingȱphenomenaȱCANNOTȱbeȱexplainedȱbyȱtheȱsimpleȱcomparative
advantageȱtheory?

A) Aȱcountryȱthatȱdoesȱnotȱhaveȱmuchȱfarmlandȱtendsȱtoȱimportȱagriculturalȱgoods.
B) Aȱcountryȱwithȱaȱlotȱofȱskilledȱlaborȱtendsȱtoȱexportȱhighlyȱtechnicalȱgoods.
C) Aȱcountryȱtendsȱtoȱexportȱtheȱgoodsȱthatȱitȱcanȱproduceȱatȱaȱlowerȱopportunityȱcost.
D) Aȱcountryȱimportsȱandȱexportsȱtheȱsameȱgoods.

Answer: D
Diff:ȱ2
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) TheȱHeckscher-Ohlinȱtheoremȱlooksȱtoȱ________ȱtoȱexplainȱtradeȱflows.
A) relativeȱfactorȱendowments
B) theȱexistenceȱofȱtradeȱbarriers
C) acquiredȱcomparativeȱadvantage
D) theȱdifferencesȱinȱpreferencesȱamongȱconsumers

Answer: A
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Fact

8) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱvalidȱexplanationȱforȱtheȱexistenceȱofȱinternationalȱtrade?
A) theȱexistenceȱofȱnaturalȱcomparativeȱadvantage
B) theȱexistenceȱofȱacquiredȱcomparativeȱadvantage
C) someȱeconomiesȱofȱscaleȱthatȱareȱavailableȱwhenȱproducingȱforȱaȱdomesticȱmarketȱmay

notȱbeȱavailableȱwhenȱproducingȱforȱaȱworldȱmarket
D) industriesȱmayȱdifferentiateȱtheirȱproductsȱinȱorderȱtoȱpleaseȱtheȱwideȱvarietyȱofȱtastes

thatȱexistȱworldwide
Answer: C
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

2 True/False

1) Aȱcountryȱwithȱaȱlotȱofȱhumanȱcapitalȱisȱlikelyȱtoȱhaveȱaȱcomparativeȱadvantageȱinȱhighly
technicalȱgoods.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) TheȱHeckscher-Ohlinȱtheoremȱsaysȱthatȱaȱcountryȱisȱlikelyȱtoȱhaveȱaȱcomparativeȱadvantageȱin
aȱlaborȱintensiveȱproduct,ȱifȱitȱhasȱaȱlargeȱlaborȱsupply.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Fact
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3) TheȱHeckscher-OhlinȱtheoremȱexplainsȱwhyȱtheȱU.S.ȱbothȱimportsȱandȱexportsȱcars.
Answer: FALSE
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Internationalȱtradeȱcanȱbeȱspurredȱbyȱeconomiesȱofȱscaleȱgivingȱaȱcostȱadvantageȱtoȱoneȱlarge
producerȱexportingȱtoȱtheȱwholeȱworld.
Answer: TRUE
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Acquiredȱcomparativeȱadvantageȱcomeȱfromȱfactorȱendowments.
Answer: FALSE
Diff:ȱ1
Topic: TheȱSourcesȱofȱComparativeȱAdvantage
Skill: Conceptual
AACSB: ReflectiveȱThinking

19.4 TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas

1 MultipleȱChoice

1) Aȱtariffȱis
A) aȱlimitȱonȱtheȱquantityȱofȱaȱgoodȱthatȱcanȱbeȱimportedȱintoȱaȱcountry.
B) aȱtaxȱonȱimports.
C) aȱgovernmentȱpaymentȱmadeȱtoȱdomesticȱfirmsȱtoȱencourageȱexports.
D) aȱpaymentȱmadeȱbyȱtheȱgovernmentȱtoȱproducersȱofȱtheȱproduct.

Answer: B
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

2) Governmentȱpaymentsȱmadeȱtoȱdomesticȱfirmsȱinȱorderȱtoȱencourageȱexportsȱareȱcalled
A) tariffs. B) bribes. C) quotas. D) subsidies.

Answer: D
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

3) Itȱcostsȱaȱcomputerȱmanufacturerȱ$3,000ȱtoȱproduceȱaȱpersonalȱcomputer.ȱThisȱmanufacturer
sellsȱtheseȱcomputersȱabroadȱforȱ$2,500.ȱThisȱisȱanȱexampleȱof

A) aȱnegativeȱtariff. B) exportȱsubsidy.
C) dumping. D) aȱtrade-relatedȱeconomyȱofȱscale.

Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking
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4) IfȱtheȱUnitedȱStatesȱdecreasesȱtheȱtariffȱonȱimportedȱtunaȱsteaks,ȱthisȱwill
A) reduceȱtheȱnumberȱofȱtunaȱsteaksȱimportedȱintoȱtheȱUnitedȱStatesȱandȱreduceȱproduction

ofȱtunaȱsteaksȱinȱtheȱUnitedȱStates.
B) increaseȱtheȱnumberȱofȱtunaȱsteaksȱimportedȱinȱtheȱUnitedȱStatesȱandȱincreaseȱthe

productionȱofȱtunaȱsteaksȱinȱtheȱUnitedȱStates.
C) reduceȱtheȱnumberȱofȱtunaȱsteaksȱimportedȱinȱtheȱUnitedȱStatesȱandȱincreaseȱthe

productionȱofȱtunaȱsteaksȱinȱtheȱUnitedȱStates.
D) increaseȱtheȱnumberȱofȱtunaȱsteaksȱimportedȱinȱtheȱUnitedȱStatesȱandȱreduceȱthe

productionȱofȱtunaȱsteaksȱinȱtheȱUnitedȱStates.
Answer: D
Diff:ȱ2
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) TheȱUnitedȱStatesȱplacedȱaȱlimitȱonȱtheȱamountȱofȱcarsȱthatȱcanȱbeȱimportedȱintoȱtheȱUnited
States.ȱThisȱisȱanȱexampleȱof

A) aȱtariff. B) anȱexportȱsubsidy.
C) aȱquota. D) dumping.

Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) WhichȱofȱtheȱfollowingȱisȱTRUE?
A) Anȱimportȱquotaȱgeneratesȱgovernmentȱrevenue.
B) Tariffsȱonȱimportsȱgenerateȱgovernmentȱrevenueȱasȱlongȱasȱtheȱdomesticȱpriceȱisȱlarger

thanȱtheȱworldȱpriceȱplusȱtheȱtariff.
C) Tariffsȱonȱimportsȱdoȱnotȱgenerateȱgovernmentȱrevenueȱifȱtheȱdomesticȱpriceȱisȱlarger

thanȱtheȱworldȱpriceȱplusȱtheȱtariff.
D) Tariffsȱonȱimportsȱneverȱgenerateȱgovernmentȱrevenue.

Answer: B
Diff:ȱ2
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) IfȱtheȱUnitedȱStatesȱimposesȱaȱtariffȱonȱJapaneseȱcarȱimports,ȱtheȱpriceȱofȱcarsȱinȱthe

UnitedȱStatesȱisȱlikelyȱtoȱincrease.
B) IfȱtheȱUnitedȱStatesȱimposesȱaȱquotaȱonȱJapaneseȱcarȱimports,ȱtheȱpriceȱofȱcarsȱinȱthe

UnitedȱStatesȱisȱlikelyȱtoȱincrease.
C) IfȱJapanȱimposesȱaȱsubsidyȱonȱcarȱexportsȱtoȱtheȱUnitedȱStates,ȱtheȱpriceȱofȱcarsȱinȱthe

UnitedȱStatesȱisȱlikelyȱtoȱincrease.
D) IfȱJapanȱimposesȱaȱȈvoluntaryȱexportȱrestraintȈȱonȱcarȱexportsȱtoȱtheȱUnitedȱStates,ȱthe

priceȱofȱcarsȱinȱtheȱUnitedȱStatesȱisȱlikelyȱtoȱincrease.
Answer: C
Diff:ȱ3
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking
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8) Dumpingȱinvolvesȱaȱcountryȱsellingȱitsȱexports
A) atȱaȱpriceȱlowerȱthanȱitsȱcostȱofȱproduction.
B) toȱnationsȱwithoutȱaȱcomparativeȱadvantageȱinȱproducingȱtheȱproducts.
C) toȱnationsȱthatȱregularlyȱimposeȱtariffs.
D) toȱnationsȱthatȱhaveȱnoȱneedȱforȱtheȱproducts.

Answer: A
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

9) TheȱU.S.ȱtariffȱlawȱthatȱsetȱoffȱanȱinternationalȱtradeȱwarȱinȱtheȱ1930sȱwasȱthe
A) Taft-Hartleyȱtariff. B) Bentsen-Gephardtȱtariff.
C) Smoot-Hawleyȱtariff. D) Landrum-Griffinȱtariff.

Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

10) TheȱinternationalȱagreementȱsignedȱbyȱtheȱUnitedȱStatesȱandȱ22ȱotherȱcountriesȱinȱ1947ȱto
promoteȱtheȱliberalizationȱofȱforeignȱtradeȱisȱknownȱbyȱitsȱinitialsȱas

A) GATT. B) START. C) SALT. D) IMF.
Answer: A
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

11) EveryȱpresidentȱwhoȱhasȱheldȱofficeȱsinceȱtheȱGeneralȱAgreementȱonȱTariffsȱandȱTradeȱwas
signedȱhas

A) arguedȱforȱfree-tradeȱpolicies,ȱbutȱonlyȱEisenhowerȱandȱReaganȱsuccessfullyȱresistedȱall
callsȱforȱprotectionȱfromȱvariousȱsectorsȱofȱtheȱeconomy.

B) arguedȱthatȱcertainȱdomesticȱindustriesȱdeserveȱprotection,ȱyetȱeachȱoneȱhasȱbeen
reluctantȱtoȱuseȱhisȱpowersȱtoȱprotectȱindividualȱsectorsȱofȱtheȱeconomy.

C) arguedȱforȱfree-tradeȱpolicies,ȱyetȱeachȱoneȱhasȱusedȱhisȱpowersȱtoȱprotectȱvarious
sectorsȱofȱtheȱeconomy.

D) arguedȱforȱfree-tradeȱpolicies,ȱbutȱonlyȱKennedyȱandȱCarterȱsuccessfullyȱresistedȱallȱcalls
forȱprotectionȱfromȱvariousȱsectorsȱofȱtheȱeconomy.

Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

12) Inȱ2003,ȱtheȱWTOȱruledȱthatȱU.S.ȱtariffsȱonȱ________ȱwereȱunfairȱandȱallowedȱretaliatoryȱtariffs
onȱU.S.ȱproducts.

A) steelȱimportedȱfromȱtheȱEU B) beefȱimportedȱfromȱArgentina
C) automobilesȱimportedȱfromȱJapan D) diamondsȱimportedȱfromȱSouthȱAfrica

Answer: A
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact
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13) Overȱtime,ȱtheȱgeneralȱmovementȱinȱtheȱUnitedȱStatesȱhasȱbeenȱtoward
A) higherȱtariffsȱandȱstricterȱimportȱquotas.
B) managedȱtrade.
C) relativelyȱmoreȱfreeȱtrade.
D) completeȱeliminationȱofȱtariffs,ȱimportȱquotas,ȱandȱexportȱsubsidies.

Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

14) Ifȱaȱnationȱhasȱmost-favored-nationȱstatusȱconferredȱonȱit,ȱthenȱexportsȱfromȱthatȱcountry
A) willȱbeȱpricedȱhigherȱthanȱproductsȱexportedȱfromȱcountriesȱwithout

most-favored-nationȱstatus.
B) areȱexemptȱfromȱallȱsafetyȱregulations.
C) areȱsoldȱbelowȱcost.
D) areȱtaxedȱatȱtheȱlowestȱnegotiatedȱtariffȱrates.

Answer: D
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

15) Economicȱintegration
A) occursȱwhenȱtwoȱorȱmoreȱnationsȱjoinȱtoȱformȱaȱfree-tradeȱzone.
B) occursȱwhenȱcountriesȱdevelopȱanȱacquiredȱcomparativeȱadvantageȱthatȱmakesȱtheir

industriesȱmoreȱcompetitiveȱinȱinternationalȱmarkets.
C) occursȱwhenȱcountriesȱareȱgrantedȱmost-favored-nationȱstatus.
D) occursȱwhenȱoneȱcountryȱvoluntarilyȱagreesȱtoȱreduceȱitsȱexportsȱtoȱanotherȱcountry.

Answer: A
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

16) TheȱideaȱofȱtheȱU.S.-CanadianȱFree-TradeȱAgreementȱthatȱremovedȱallȱbarriersȱtoȱtrade
includingȱtariffsȱandȱquotasȱbetweenȱtheȱUnitedȱStatesȱandȱCanadaȱbyȱ1998ȱwasȱto

A) increaseȱtheȱpriceȱofȱCanadianȱgoodsȱsoldȱinȱtheȱUnitedȱStates.
B) increaseȱtheȱpriceȱofȱU.S.ȱgoodsȱsoldȱinȱCanada.
C) increaseȱtheȱamountȱthatȱtheȱUnitedȱStatesȱexportsȱtoȱCanadaȱandȱtheȱamountȱthatȱthe

UnitedȱStatesȱimportsȱfromȱCanada.
D) increaseȱtheȱamountȱthatȱtheȱUnitedȱStatesȱexportsȱtoȱCanadaȱandȱdecreaseȱtheȱamount

thatȱtheȱUnitedȱStatesȱimportsȱfromȱCanada.
Answer: C
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact
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17) Inȱ1991,ȱwhatȱgroupȱofȱcountriesȱbeganȱtheȱprocessȱofȱformingȱtheȱlargestȱfree-tradeȱzoneȱin
theȱworld?

A) theȱEuropeanȱCommunity
B) theȱNorthȱAtlanticȱTreatyȱOrganization
C) theȱUnitedȱStates,ȱCanada,ȱandȱMexico
D) theȱOrganizationȱofȱPetroleumȱExportingȱCountries

Answer: A
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

18) Whichȱofȱtheȱfollowingȱcanȱbeȱconsideredȱaȱfree-tradeȱzone?
A) countriesȱthatȱareȱmembersȱofȱGATT B) theȱUnitedȱStates
C) allȱEnglish-speakingȱnations D) theȱindustrializedȱOECDȱnations

Answer: B
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Fact

19) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ366ȱ[678]:ȱAȱriseȱinȱglobalȱfoodȱpricesȱwouldȱmost
likelyȱresultȱinȱpressureȱto

A) increaseȱtariffsȱonȱimportedȱfood. B) decreaseȱtariffsȱonȱimportedȱfood.
C) decreaseȱquotasȱonȱimportedȱfood. D) decreaseȱexportȱdutiesȱonȱfood.

Answer: B
Diff:ȱ2
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: AnalyticȱSkills

2 True/False

1) Anȱexportȱsubsidyȱraisesȱtheȱdomesticȱpriceȱofȱtheȱproduct.
Answer: TRUE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Aȱtariffȱisȱaȱtaxȱonȱimports.
Answer: TRUE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

3) Dumpingȱrefersȱtoȱaȱcountryȱsellingȱitsȱexportsȱatȱaȱpriceȱlowerȱthanȱitsȱsellingȱpriceȱatȱhome.
Answer: FALSE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition
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4) Aȱquotaȱisȱȱaȱrestrictionȱthatȱallowsȱwomenȱandȱminoritiesȱtoȱimportȱaȱcertainȱpercentageȱof
imports.
Answer: FALSE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Definition

5) Tariffs,ȱquotasȱandȱexportsȱsubsidiesȱallȱincreaseȱdomesticȱproduction.
Answer: TRUE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Aȱquotaȱonȱsugarȱharmsȱdomesticȱproducersȱofȱsugar.
Answer: FALSE
Diff:ȱ2
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ366ȱ[678]:ȱToȱkeepȱdomesticȱfoodȱmarkets
well-stocked,ȱChinaȱhasȱrecentlyȱincreasedȱexportȱdutiesȱonȱfoodȱproducts.
Answer: TRUE
Diff:ȱ1
Topic: TradeȱBarriers:ȱTariffs,ȱExportȱSubsidies,ȱandȱQuotas:ȱEconomicsȱinȱPractice
Skill: Fact

19.5 FreeȱTradeȱorȱProtection?

1 MultipleȱChoice

1) Theȱcaseȱforȱfreeȱtradeȱisȱbasedȱonȱthe
A) theoryȱofȱbalancedȱgrowth. B) theoryȱofȱabsoluteȱadvantage.
C) argumentȱforȱaȱdiversifiedȱeconomy. D) theoryȱofȱcomparativeȱadvantage.

Answer: D
Diff:ȱ1
Topic: FreeȱTradeȱorȱProtection?
Skill: Fact

2) WhichȱofȱtheȱfollowingȱstatementsȱisȱNOTȱtrue?
A) Tradeȱisȱbeneficialȱbecauseȱitȱallowsȱmoreȱefficientȱproduction.
B) Tradeȱisȱbeneficialȱbecauseȱitȱallowsȱconsumersȱtoȱbuyȱgoodsȱatȱcheaperȱprices.
C) Tradeȱisȱbeneficialȱbecauseȱitȱallowsȱallȱdomesticȱindustriesȱtoȱincreaseȱproduction.
D) Tradeȱisȱbeneficialȱbecauseȱitȱallowsȱconsumptionȱbeyondȱtheȱproductionȱpossibility

frontier.
Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking
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3) Aȱtariffȱimposedȱonȱimportedȱshoesȱwillȱcauseȱtheȱdomesticȱpriceȱofȱshoesȱtoȱ________ȱandȱthe
domesticȱproductionȱofȱshoesȱtoȱ________.

A) increase;ȱincrease B) increase;ȱdecrease
C) decrease;ȱincrease D) decrease;ȱdecrease

Answer: A
Diff:ȱ1
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.3

4) ReferȱtoȱFigureȱ19.3.ȱTheȱdomesticȱpriceȱofȱshoesȱisȱ$80.ȱAfterȱtradeȱtheȱpriceȱofȱaȱpairȱofȱshoes
isȱ$60.ȱAfterȱtradeȱthisȱcountryȱwillȱimport

A) 100ȱpairsȱofȱshoes. B) 200ȱpairsȱofȱshoes.
C) 300ȱpairsȱofȱshoes. D) 1,300ȱpairsȱofȱshoes.

Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

5) ReferȱtoȱFigureȱ19.3.ȱTheȱdomesticȱpriceȱofȱshoesȱisȱ$80.ȱAfterȱtradeȱtheȱpriceȱofȱaȱpairȱofȱshoes
isȱ$60.ȱNowȱdomesticȱproductionȱcostsȱfallȱsoȱthatȱtheȱequilibriumȱdomesticȱpriceȱofȱaȱpairȱof
shoesȱisȱ$70.ȱThisȱwouldȱcause

A) theȱnumberȱofȱpairsȱofȱshoesȱimportedȱintoȱthisȱcountryȱtoȱincrease.
B) theȱnumberȱofȱpairsȱofȱshoesȱimportedȱintoȱthisȱcountryȱtoȱdecrease.
C) theȱnumberȱofȱpairsȱofȱshoesȱexportedȱfromȱthisȱcountryȱtoȱincrease.
D) theȱnumberȱofȱpairsȱofȱshoesȱexportedȱfromȱthisȱcountryȱtoȱdecrease.

Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills
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6) ReferȱtoȱFigureȱ19.3.ȱTheȱdomesticȱpriceȱofȱshoesȱisȱ$80.ȱAfterȱtradeȱtheȱpriceȱofȱaȱpairȱofȱshoes
isȱ$60.ȱIfȱshoesȱareȱaȱnormalȱgoodȱandȱincomeȱinȱthisȱcountryȱrises,ȱthenȱweȱwouldȱexpect

A) theȱnumberȱofȱpairsȱofȱshoesȱimportedȱintoȱthisȱcountryȱtoȱincrease.
B) theȱnumberȱofȱpairsȱofȱshoesȱimportedȱintoȱthisȱcountryȱtoȱdecrease.
C) theȱnumberȱofȱpairsȱofȱshoesȱexportedȱfromȱthisȱcountryȱtoȱincrease.
D) theȱnumberȱofȱpairsȱofȱshoesȱexportedȱfromȱthisȱcountryȱtoȱdecrease.

Answer: A
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.4

7) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱIfȱthereȱisȱfreeȱtrade,ȱthis
countryȱwillȱimportȱ________ȱleatherȱwallets.

A) 50 B) 100 C) 200 D) 300
Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱAfterȱtheȱtariffȱisȱimposed,
thisȱcountryȱwillȱimportȱ________ȱleatherȱwallets.

A) 50 B) 100 C) 150 D) 200
Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills
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9) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱAfterȱtheȱtariffȱisȱimposed,
tariffȱrevenueȱinȱthisȱcountryȱwillȱbe

A) $50. B) $250. C) $500. D) $750.
Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

10) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱAfterȱtheȱtariffȱisȱimposed,

A) domesticȱproductionȱandȱconsumptionȱwillȱincreaseȱbyȱ50ȱwalletsȱandȱdomestic
consumptionȱwillȱincreaseȱbyȱ50ȱwallets.

B) domesticȱproductionȱwillȱincreaseȱbyȱ150ȱwalletsȱandȱdomesticȱconsumptionȱwill
decreaseȱbyȱ250ȱwallets.

C) domesticȱproductionȱwillȱincreaseȱbyȱ100ȱwalletsȱandȱdomesticȱconsumptionȱwill
decreaseȱbyȱ100ȱwallets.

D) domesticȱproductionȱwillȱincreaseȱbyȱ50ȱwalletsȱandȱdomesticȱconsumptionȱwillȱdecrease
byȱ50ȱwallets.

Answer: D
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱIfȱtheȱtariffȱisȱraisedȱsoȱthatȱit
nowȱequalsȱ$10,ȱtariffȱrevenueȱinȱthisȱcountryȱwillȱbe

A) $0. B) $1,000. C) $2,000. D) $3,000.
Answer: A
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱWithȱfreeȱtradeȱdomestic
productionȱis

A) 0. B) 100. C) 150. D) 300.
Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ19.4.ȱTheȱdomesticȱpriceȱofȱaȱleatherȱwalletȱisȱ$20.ȱWithȱfreeȱtradeȱtheȱpriceȱofȱa
leatherȱwalletȱisȱ$10ȱandȱafterȱaȱtariffȱisȱimposedȱtheȱpriceȱisȱ$15.ȱWithȱtheȱtariffȱdomestic
productionȱis

A) 100. B) 150. C) 200. D) 300.
Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.5ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.5

14) ReferȱtoȱFigureȱ19.5.ȱTheȱdomesticȱpriceȱofȱoilȱisȱ$130ȱperȱbarrel.ȱIfȱtheȱworldȱpriceȱofȱoilȱisȱ$135
perȱbarrel,ȱthisȱcountryȱwill

A) importȱ23ȱmillionȱbarrels. B) importȱ9ȱmillionȱbarrels.
C) exportȱ5ȱmillionȱbarrels. D) exportȱ14ȱmillionȱbarrels.

Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

15) ReferȱtoȱFigureȱ19.5.ȱTheȱdomesticȱpriceȱofȱoilȱisȱ$130ȱperȱbarrel.ȱThisȱcountryȱimportsȱ14
millionȱbarrelsȱifȱtheȱworldȱpriceȱofȱoilȱisȱ$________.

A) 120 B) 125 C) 135 D) 140
Answer: A
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills
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16) ReferȱtoȱFigureȱ19.5.ȱTheȱdomesticȱpriceȱofȱoilȱisȱ$130ȱperȱbarrel,ȱandȱtheȱworldȱpriceȱofȱoilȱis
$120ȱperȱbarrel.ȱIfȱtheȱdomesticȱgovernmentȱimposesȱaȱtariffȱofȱ$________ȱperȱbarrel,ȱitȱwill
eliminateȱallȱoilȱimportsȱandȱachieveȱtariffȱrevenuesȱofȱ$________.

A) 10;ȱzero B) 5;ȱ20ȱmillion C) 5;ȱ45ȱmillion D) 10;ȱ120ȱmillion
Answer: A
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ19.6ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ19.6

17) ReferȱtoȱFigureȱ19.6.ȱBeforeȱimposingȱanȱimportȱquota,ȱtheȱequilibriumȱpriceȱofȱcheeseȱis
$________ȱperȱpoundȱandȱtheȱequilibriumȱquantityȱisȱ________ȱpounds.

A) 3;ȱ12,000 B) 5;ȱ8,000 C) 5;ȱ6,000 D) 3;ȱ6,000
Answer: B
Diff:ȱ1
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

18) ReferȱtoȱFigureȱ19.6.ȱSupposeȱtheȱgovernmentȱimposesȱanȱimportȱquotaȱofȱ6,000ȱpoundsȱof
cheese.ȱTheȱequilibriumȱpriceȱchangesȱtoȱ$________ȱperȱpound,ȱandȱtheȱequilibriumȱquantity
changesȱtoȱ________ȱpounds.

A) 3;ȱ12,000 B) 3,ȱ6,000 C) 5;ȱ8,000 D) 7;ȱ6,000
Answer: A
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills
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19) ReferȱtoȱFigureȱ19.6.ȱIfȱtheȱgovernmentȱdoesȱnotȱimposeȱanȱimportȱquotaȱofȱ6,000ȱpoundsȱof
cheeseȱandȱtheȱworldȱpriceȱofȱcheeseȱisȱ$2ȱperȱpound,ȱthisȱcountryȱwillȱ________ȱpoundsȱof
cheese.

A) importȱ7,000 B) importȱ10,000
C) importȱ13,000 D) noneȱofȱtheȱabove

Answer: C
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

20) ReferȱtoȱFigureȱ19.6.ȱFromȱaȱnoȱtradeȱposition,ȱanȱimportȱquotaȱofȱ6,000ȱpounds
A) increasesȱdomesticȱsupplyȱbyȱ3,000ȱpoundsȱandȱlowersȱtheȱpriceȱbyȱ$2ȱperȱpound.
B) decreasesȱdomesticȱsupplyȱbyȱ2,000ȱpoundsȱandȱlowersȱtheȱpriceȱbyȱ$2ȱperȱpound.
C) decreasesȱdomesticȱsupplyȱbyȱ2,000ȱpoundsȱandȱraisesȱtheȱpriceȱbyȱ$1ȱperȱpound.
D) decreasesȱdomesticȱsupplyȱbyȱ3,000ȱpoundsȱandȱlowersȱtheȱpriceȱbyȱ$2ȱperȱpound.

Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Analytic
AACSB: AnalyticȱSkills

21) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ369ȱ[681]:ȱIfȱtheȱcandleȱmakersȱinȱtheȱpetitionȱwere
ableȱtoȱgainȱprotectionȱforȱtheirȱindustry,ȱtheȱFrenchȱeconomyȱwouldȱmostȱlikely

A) benefitȱinȱtheȱshortȱrun.
B) becomeȱmoreȱefficient.
C) benefitȱonlyȱifȱtheȱprotectionȱwasȱinȱtheȱformȱofȱaȱtariff.
D) haveȱtoȱpayȱhigherȱpricesȱforȱcandles.

Answer: D
Diff:ȱ1
Topic: FreeȱTradeȱorȱProtection?:ȱEconomicsȱinȱPractice
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ369ȱ[681]:ȱSatiristȱFredericȱBastiatȇsȱessayȱarguingȱforȱa
quotaȱonȱsunlightȱinȱorderȱtoȱprotectȱdomesticȱcandleȱmakersȱsuggestsȱthatȱitȱisȱpointlessȱto

A) participateȱinȱinternationalȱtrade
B) protectȱindustriesȱthatȱcannotȱcompeteȱeffectively
C) legislateȱbasedȱonȱeconomicȱtheory
D) createȱbarriersȱtoȱtradeȱinȱsomeȱmarketsȱbutȱnotȱothers

Answer: B
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills
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2 True/False

1) Itȱisȱaȱvalidȱargumentȱthatȱindustriesȱneedȱtoȱbeȱprotectedȱfromȱforeignȱcompetitionȱbecause
foreignȱwagesȱareȱsubstantiallyȱlowerȱthanȱwagesȱpaidȱtoȱU.S.ȱworkers.
Answer: FALSE
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Freeȱtradeȱallowsȱtheȱpeopleȱofȱaȱcountryȱtoȱconsumeȱoutsideȱtheirȱproductionȱpossibility
frontier.
Answer: TRUE
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Freeȱtradeȱdecreasesȱworldȱproductionȱandȱconsumption.
Answer: FALSE
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Protectionȱisȱoftenȱtemporaryȱtoȱhelpȱinfantȱindustries.
Answer: FALSE
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Fact

5) Protectionȱmakesȱtheȱpeopleȱofȱaȱcountryȱbetterȱoff.
Answer: FALSE
Diff:ȱ2
Topic: FreeȱTradeȱorȱProtection?
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Accordingȱtoȱsomeȱenvironmentalȱgroups,ȱfreeȱtradeȱpoliciesȱareȱpotentiallyȱharmfulȱtoȱthe
environment.
Answer: TRUE
Diff:ȱ1
Topic: FreeȱTradeȱorȱProtection?
Skill: Fact
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Chapterȱ20 Open-EconomyȱMacroeconomics:ȱThe
BalanceȱofȱPaymentsȱandȱExchangeȱRates

20.1 TheȱBalanceȱofȱPayments

1 MultipleȱChoice

1) Theȱpriceȱofȱoneȱcountryȇsȱcurrencyȱinȱtermsȱofȱanotherȱcountryȇsȱcurrencyȱisȱthe
A) balanceȱofȱtrade. B) exchangeȱrate.
C) termsȱofȱtrade. D) currencyȱvaluation.

Answer: B
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition

2) TheȱagreementsȱthatȱwereȱreachedȱatȱtheȱBrettonȱWoodsȱconferenceȱinȱ1944ȱestablishedȱa
system

A) inȱwhichȱtheȱvaluesȱofȱcurrenciesȱwereȱfixedȱinȱtermsȱofȱaȱspecificȱnumberȱofȱouncesȱof
gold,ȱwhichȱinȱturnȱdeterminedȱtheirȱvaluesȱinȱinternationalȱtrading.

B) ofȱfloatingȱexchangeȱratesȱdeterminedȱbyȱtheȱsupplyȱandȱdemandȱofȱoneȱnationȇs
currencyȱrelativeȱtoȱtheȱcurrencyȱofȱotherȱnations.

C) ofȱessentiallyȱfixedȱexchangeȱratesȱunderȱwhichȱeachȱcountryȱagreedȱtoȱinterveneȱinȱthe
foreignȱexchangeȱmarketȱwhenȱnecessaryȱtoȱmaintainȱtheȱagreed-uponȱvalueȱofȱits
currency.

D) thatȱprohibitedȱgovernmentsȱfromȱinterveningȱinȱtheȱforeignȱexchangeȱmarkets.
Answer: C
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

3) Inȱtheȱearlyȱpartȱofȱtheȱtwentiethȱcentury,ȱnearlyȱallȱcurrencies
A) wereȱbackedȱbyȱgold.
B) wereȱheldȱtogetherȱbyȱaȱsystemȱofȱfixedȱexchangeȱratesȱinȱwhichȱtheȱvalueȱofȱthose

currenciesȱwasȱsetȱinȱrelationȱtoȱtheȱBritishȱpound.
C) wereȱheldȱtogetherȱbyȱaȱsystemȱofȱfixedȱexchangeȱratesȱinȱwhichȱtheȱvalueȱofȱthose

currenciesȱwasȱsetȱinȱrelationȱtoȱtheȱU.S.ȱdollar.
D) wereȱheldȱtogetherȱbyȱaȱsystemȱofȱflexibleȱexchangeȱratesȱinȱwhichȱtheȱvalueȱofȱthose

currenciesȱfluctuatedȱinȱresponseȱtoȱtheȱrelativeȱsupplyȱofȱandȱdemandȱforȱthem.
Answer: A
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact
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4) Inȱ1971,ȱmostȱcountries,ȱincludingȱtheȱUnitedȱStates,
A) returnedȱtoȱtheȱgoldȱstandard.
B) adoptedȱaȱnewȱsystemȱofȱfixedȱexchangeȱrates.
C) adoptedȱaȱsingle,ȱinternationallyȱacceptedȱcurrencyȱwhoseȱuseȱisȱlimitedȱtoȱinternational

transactions.
D) gaveȱupȱtryingȱtoȱfixȱexchangeȱratesȱformallyȱandȱbeganȱallowingȱthemȱtoȱbeȱdetermined

essentiallyȱbyȱsupplyȱandȱdemand.
Answer: D
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

5) WhichȱofȱtheȱfollowingȱincreasesȱtheȱpriceȱofȱtheȱdollarȱrelativeȱtoȱtheȱMexicanȱpeso?
A) anȱincreaseȱinȱtheȱsupplyȱofȱdollars B) anȱincreaseȱinȱtheȱdemandȱforȱpesos
C) anȱincreaseȱinȱtheȱdemandȱforȱdollars D) aȱdecreaseȱinȱtheȱsupplyȱofȱpesos.

Answer: C
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) WhichȱofȱtheȱfollowingȱdecreasesȱtheȱpriceȱofȱtheȱdollarȱrelativeȱtoȱtheȱBritishȱpound?
A) aȱdecreaseȱinȱtheȱsupplyȱofȱdollars B) aȱdecreaseȱinȱtheȱdemandȱforȱpounds
C) anȱincreaseȱinȱtheȱdemandȱforȱdollars D) anȱincreaseȱinȱtheȱsupplyȱofȱdollars.

Answer: D
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) AnȱincreaseȱinȱtheȱsupplyȱofȱdollarsȱandȱanȱincreaseȱinȱtheȱdemandȱforȱJapaneseȱyen
A) increasesȱtheȱdollarȱpriceȱofȱyen.
B) decreasesȱtheȱdollarȱpriceȱofȱyen.
C) increasesȱtheȱyenȱpriceȱofȱdollars.
D) doesȱnotȱchangeȱtheȱexchangeȱrateȱbetweenȱdollarsȱandȱyen.

Answer: A
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) AnȱincreaseȱinȱtheȱsupplyȱofȱdollarsȱandȱanȱincreaseȱinȱtheȱdemandȱforȱJapaneseȱyen
A) increasesȱtheȱvalueȱofȱtheȱdollar.
B) increasesȱtheȱvalueȱofȱtheȱyen.
C) increasesȱtheȱyenȱpriceȱofȱdollars.
D) doesȱnotȱchangeȱtheȱexchangeȱrateȱbetweenȱdollarsȱandȱyen.

Answer: B
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9) AȱdecreaseȱinȱtheȱsupplyȱofȱdollarsȱandȱaȱdecreaseȱinȱtheȱdemandȱforȱJapaneseȱyen
A) increasesȱtheȱvalueȱofȱtheȱdollar.
B) increasesȱtheȱvalueȱofȱtheȱyen.
C) increasesȱtheȱyenȱpriceȱofȱdollars.
D) doesȱnotȱchangeȱtheȱexchangeȱrateȱbetweenȱdollarsȱandȱyen.

Answer: A
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱvalueȱofȱtheȱdollarȱrelativeȱtoȱtheȱeuroȱwouldȱincrease,ȱif
A) theȱdemandȱforȱdollarsȱincreasesȱandȱtheȱsupplyȱofȱeurosȱincreases.
B) theȱdemandȱforȱdollarsȱdecreasesȱandȱtheȱsupplyȱofȱeurosȱincreases.
C) theȱsupplyȱofȱdollarsȱincreasesȱandȱtheȱdemandȱforȱeurosȱincreases.
D) theȱsupplyȱofȱdollarsȱincreasesȱandȱtheȱdemandȱforȱeurosȱdecreases.

Answer: A
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Theȱvalueȱofȱtheȱdollarȱrelativeȱtoȱtheȱeuroȱwouldȱdecrease,ȱif
A) theȱdemandȱforȱdollarsȱincreasesȱandȱtheȱsupplyȱofȱeurosȱincreases.
B) theȱdemandȱforȱdollarsȱdecreasesȱandȱtheȱsupplyȱofȱeurosȱincreases.
C) theȱsupplyȱofȱdollarsȱincreasesȱandȱtheȱdemandȱforȱeurosȱincreases.
D) theȱsupplyȱofȱdollarsȱincreasesȱandȱtheȱdemandȱforȱeurosȱdecreases.

Answer: C
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Theȱrecordȱofȱaȱcountryȇsȱtransactionsȱinȱgoods,ȱservices,ȱandȱassetsȱwithȱtheȱrestȱofȱtheȱworld
isȱits

A) balanceȱofȱpayments. B) balanceȱofȱtrade.
C) capitalȱaccount. D) currentȱaccount.

Answer: A
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition

13) Anyȱtransactionȱthatȱcausesȱforeignȱexchangeȱtoȱleaveȱaȱcountryȱisȱa
A) creditȱitemȱinȱthatȱcountryȇsȱbalanceȱofȱtrade.
B) debitȱitemȱinȱthatȱcountryȇsȱbalanceȱofȱpayments.
C) creditȱitemȱinȱthatȱcountryȇsȱbalanceȱofȱpayments.
D) debitȱitemȱinȱthatȱcountryȇsȱbalanceȱofȱtrade.

Answer: B
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking
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14) Imports
A) bringȱforeignȱexchange,ȱandȱthusȱtheyȱareȱregisteredȱasȱcreditȱinȱtheȱbalanceȱofȱpayments.
B) bringȱforeignȱexchange,ȱandȱthusȱtheyȱareȱregisteredȱasȱdebitȱinȱtheȱbalanceȱofȱpayments.
C) causeȱforeignȱexchangeȱtoȱleaveȱtheȱcountry,ȱandȱthusȱtheyȱareȱregisteredȱasȱcreditȱinȱthe

balanceȱofȱpayments.
D) causeȱforeignȱexchangeȱtoȱleaveȱtheȱcountry,ȱandȱthusȱtheyȱareȱregisteredȱasȱdebitȱinȱthe

balanceȱofȱpayments.
Answer: D
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Exports
A) bringȱforeignȱexchange,ȱandȱthusȱtheyȱareȱregisteredȱasȱcreditȱinȱtheȱbalanceȱofȱpayments.
B) bringȱforeignȱexchange,ȱandȱthusȱtheyȱareȱregisteredȱasȱdebitȱinȱtheȱbalanceȱofȱpayments.
C) causeȱforeignȱexchangeȱtoȱleaveȱtheȱcountry,ȱandȱthusȱtheyȱareȱregisteredȱasȱcreditȱinȱthe

balanceȱofȱpayments.
D) causeȱforeignȱexchangeȱtoȱleaveȱtheȱcountry,ȱandȱthusȱtheyȱareȱregisteredȱasȱdebitȱinȱthe

balanceȱofȱpayments.
Answer: A
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) Theȱdifferenceȱbetweenȱaȱcountryȇsȱmerchandiseȱexportsȱandȱitsȱmerchandiseȱimportsȱisȱthe
A) balanceȱofȱpayments. B) capitalȱaccount.
C) currentȱaccount. D) balanceȱofȱtrade.

Answer: D
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition

17) Whenȱaȱcountryȇsȱexportsȱofȱgoodsȱareȱgreaterȱthanȱitsȱimportsȱofȱgoodsȱinȱaȱgivenȱperiod,ȱit
hasȱa

A) tradeȱdeficit. B) capitalȱaccountȱsurplus.
C) tradeȱsurplus. D) currentȱaccountȱdeficit.

Answer: C
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition

18) Whenȱaȱcountryȇsȱexportsȱofȱgoodsȱareȱlessȱthanȱitsȱimportsȱofȱgoodsȱinȱaȱgivenȱperiod,ȱitȱhasȱa
A) tradeȱdeficit. B) capitalȱaccountȱdeficit.
C) tradeȱsurplus. D) currentȱaccountȱsurplus.

Answer: A
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition
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19) Theȱbalanceȱofȱpaymentsȱisȱdividedȱintoȱtwoȱmajorȱaccounts,ȱthe
A) currentȱaccountȱandȱtheȱtradeȱaccount.
B) currentȱaccountȱandȱtheȱcapitalȱaccount.
C) currentȱaccountȱandȱtheȱreserveȱaccount.
D) tradeȱaccountȱandȱtheȱcapitalȱaccount.

Answer: B
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

20) WhichȱofȱtheȱfollowingȱisȱanȱitemȱinȱtheȱU.S.ȱcurrentȱaccount?
A) netȱinvestmentȱincome
B) theȱchangeȱinȱforeignȱprivateȱassetsȱinȱtheȱUnitedȱStates
C) theȱchangeȱinȱprivateȱU.S.ȱassetsȱabroad
D) theȱchangeȱinȱforeignȱgovernmentȱassetsȱinȱtheȱUnitedȱStates

Answer: A
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

21) AnȱItalianȱcitizenȱbuysȱaȱU.S.ȱbond.ȱThisȱtransactionȱwillȱbeȱenteredȱas
A) aȱcreditȱinȱtheȱU.S.ȱcurrentȱaccount. B) aȱcreditȱinȱtheȱU.S.ȱcapitalȱaccount.
C) aȱdebitȱinȱtheȱU.S.ȱcurrentȱaccount. D) aȱdebitȱinȱtheȱU.S.ȱcapitalȱaccount.

Answer: B
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) AȱU.S.ȱindividualȱbuysȱsharesȱinȱaȱSwissȱcompany.ȱThisȱtransactionȱwillȱbeȱenteredȱas
A) aȱcreditȱinȱtheȱU.S.ȱcurrentȱaccount. B) aȱdebitȱinȱtheȱU.S.ȱcurrentȱaccount.
C) aȱcreditȱinȱtheȱU.S.ȱcapitalȱaccount. D) aȱdebitȱinȱtheȱU.S.ȱcapitalȱaccount.

Answer: D
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) AȱU.S.ȱfirmȱbuildsȱaȱfactoryȱinȱSouthȱAfrica.ȱThisȱwillȱbeȱenteredȱasȱa
A) debitȱinȱtheȱU.S.ȱcapitalȱaccount. B) debitȱinȱtheȱU.S.ȱcurrentȱaccount.
C) creditȱinȱtheȱU.S.ȱcapitalȱaccount. D) creditȱinȱtheȱU.S.ȱcurrentȱaccount.

Answer: A
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking
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24) WhenȱanȱAmericanȱbuysȱanȱassetȱabroad,ȱtheȱtransaction
A) isȱregisteredȱasȱaȱcreditȱinȱtheȱcapitalȱaccount,ȱandȱitȱdecreasesȱprivateȱU.S.ȱassetsȱabroad.
B) isȱregisteredȱasȱaȱdebitȱinȱtheȱcurrentȱaccount,ȱandȱitȱdecreasesȱprivateȱU.S.ȱassetsȱabroad.
C) isȱregisteredȱasȱaȱcreditȱinȱtheȱcapitalȱaccount,ȱandȱitȱincreasesȱprivateȱU.S.ȱassetsȱabroad.
D) isȱregisteredȱasȱaȱdebitȱinȱtheȱcapitalȱaccount,ȱandȱitȱincreasesȱprivateȱU.S.ȱassetsȱabroad.

Answer: D
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) WhenȱaȱforeignerȱbuysȱsharesȱinȱaȱU.S.ȱcompany,ȱtheȱtransaction
A) isȱregisteredȱasȱaȱcreditȱinȱtheȱcapitalȱaccount,ȱandȱitȱdecreasesȱforeignȱprivateȱassetsȱin

theȱUnitedȱStates.
B) isȱregisteredȱasȱaȱdebitȱinȱtheȱcurrentȱaccount,ȱandȱitȱdecreasesȱprivateȱU.S.ȱassetsȱabroad.
C) isȱregisteredȱasȱaȱcreditȱinȱtheȱcapitalȱaccount,ȱandȱitȱincreasesȱforeignȱprivateȱassetsȱinȱthe

UnitedȱStates.
D) isȱregisteredȱasȱaȱdebitȱinȱtheȱcapitalȱaccount,ȱandȱitȱincreasesȱprivateȱU.S.ȱassetsȱabroad.

Answer: C
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

26) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Aȱcountryȱrunsȱaȱcapitalȱaccountȱdeficitȱifȱitȱimportsȱmoreȱthanȱitȱexports.
B) Ifȱtheȱcurrentȱaccountȱisȱinȱsurplus,ȱtheȱcapitalȱaccountȱmustȱbeȱinȱdeficit.
C) Theȱoverallȱsumȱofȱallȱtheȱentriesȱinȱtheȱbalanceȱofȱpaymentsȱmustȱbeȱpositive.
D) Aȱcountryȱrunsȱaȱcurrentȱaccountȱsurplusȱifȱitȱsellsȱmoreȱofȱitsȱassetsȱabroadȱthanȱitȱbuys

abroad.
Answer: B
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) WhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?
A) Anȱincreaseȱinȱexportsȱcausesȱaȱbalanceȱofȱpaymentsȱsurplus.
B) Aȱdecreaseȱinȱexportsȱcausesȱaȱbalanceȱofȱpaymentsȱdeficit.
C) Aȱdecreasesȱinȱimportsȱcausesȱaȱbalanceȱofȱpaymentsȱsurplus.
D) Theȱbalanceȱofȱpaymentsȱisȱalwaysȱinȱbalance.

Answer: D
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking
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28) WhenȱforeignȱassetsȱinȱtheȱUnitedȱStatesȱdecrease,
A) theȱUnitedȱStatesȱresidentsȱareȱreducingȱtheirȱdebtȱtoȱtheȱrestȱofȱtheȱworld.
B) theȱUnitedȱStatesȱresidentsȱareȱincreasingȱtheirȱstockȱofȱassets.
C) theȱUnitedȱStatesȱresidentsȱareȱincreasingȱtheirȱdebtȱtoȱtheȱrestȱofȱtheȱworld.
D) foreignȱresidentsȱdebtsȱtoȱtheȱUnitedȱStatesȱresidentsȱalsoȱincrease.

Answer: A
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

29) WhenȱforeignȱassetsȱinȱtheȱUnitedȱStatesȱincrease,
A) theȱUnitedȱStatesȱresidentsȱareȱreducingȱtheirȱdebtȱtoȱtheȱrestȱofȱtheȱworld.
B) theȱUnitedȱStatesȱresidentsȱareȱincreasingȱtheirȱdebtȱtoȱtheȱrestȱofȱtheȱworld.
C) foreignȱresidentsȱdebtȱtoȱtheȱUnitedȱStatesȱresidentsȱalsoȱdecrease.
D) theȱUnitedȱStatesȱresidentsȱareȱreducingȱtheirȱȱstockȱofȱassets.

Answer: B
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) WhenȱUnitedȱStatesȱresidentsȱacquireȱassetsȱabroad,ȱtheyȱareȱinȱessence
A) borrowingȱmoney,ȱandȱforeignȱdebtsȱtoȱtheȱUnitedȱStatesȱdecrease.
B) borrowingȱmoney,ȱandȱforeignȱdebtsȱtoȱtheȱUnitedȱStatesȱincrease.
C) lendingȱmoney,ȱandȱforeignȱdebtsȱtoȱtheȱUnitedȱStatesȱdecrease.
D) lendingȱmoney,ȱandȱforeignȱdebtsȱtoȱtheȱUnitedȱStatesȱincrease.

Answer: D
Diff:ȱ2
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Untilȱtheȱmid-1970sȱtheȱUnitedȱStatesȱconsistentlyȱran
A) currentȱaccountȱdeficitsȱandȱcapitalȱaccountȱsurpluses.
B) currentȱaccountȱsurplusesȱandȱcapitalȱaccountȱdeficits.
C) deficitsȱinȱbothȱtheȱcurrentȱaccountȱandȱtheȱcapitalȱaccount.
D) surplusesȱinȱbothȱtheȱcurrentȱaccountȱandȱtheȱcapitalȱaccount.

Answer: B
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

32) InȱtheȱUnitedȱStates,ȱwhichȱofȱtheȱfollowingȱisȱNOTȱdirectlyȱdeterminedȱbyȱU.S.ȱincome?
A) consumption B) incomeȱtaxȱrevenue
C) exports D) imports

Answer: C
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Theȱcurrentȱinternationalȱmonetaryȱsystemȱisȱbasedȱonȱaȱgoldȱstandard.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

2) Theȱrecordȱofȱaȱcountryȇsȱtransactionsȱinȱgoods,ȱservices,ȱandȱassetsȱwithȱtheȱrestȱofȱtheȱworld
isȱitsȱbalanceȱofȱtrade.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Definition

3) Theȱoverallȱsumȱofȱallȱtheȱentriesȱinȱtheȱbalanceȱofȱpaymentsȱmustȱbeȱzero.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

4) Aȱcurrentȱaccountȱdeficitȱmeansȱthatȱforeignersȱdoȱnotȱlikeȱourȱgoods.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) WhenȱanȱAmericanȱbuysȱaȱfactoryȱinȱChina,ȱtheȱtransactionȱisȱregisteredȱaȱcreditȱinȱtheȱU.S.
capitalȱaccount.
Answer: FALSE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Aȱcurrentȱaccountȱdeficitȱimpliesȱaȱcapitalȱaccountȱsurplus.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

7) IncludedȱinȱtheȱU.S.ȱcurrentȱaccountȱisȱinterestȱthatȱU.S.ȱresidentsȱreceiveȱonȱoverseasȱassets.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact

8) Theȱbalanceȱofȱtradeȱisȱpartȱofȱtheȱcurrentȱaccountȱwhichȱisȱpartȱofȱtheȱbalanceȱofȱpayments.
Answer: TRUE
Diff:ȱ1
Topic: TheȱBalanceȱofȱPayments
Skill: Fact
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20.2 EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy

1 MultipleȱChoice

1) Plannedȱaggregateȱexpenditureȱinȱanȱopenȱeconomyȱequals
A) Cȱ+ȱIȱ+ȱGȱ- IM. B) C + I + G + EX.
C) Cȱ+ȱIȱ+ȱGȱ+ EXȱ+ȱIM. D) C + I + G + EX - IM.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition

2) Ifȱplannedȱaggregateȱexpendituresȱareȱ$400ȱbillion,ȱconsumptionȱisȱ$120ȱbillion,ȱinvestmentȱis
$60ȱbillion,ȱgovernmentȱspendingȱisȱ$70ȱbillion,ȱthereȱisȱa

A) tradeȱsurplusȱofȱ$150ȱbillion. B) tradeȱsurplusȱofȱ$250ȱbillion.
C) tradeȱdeficitȱofȱ$650ȱbillion. D) tradeȱbalance.

Answer: A
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

3) Ifȱplannedȱaggregateȱexpendituresȱareȱ$300ȱbillion,ȱconsumptionȱisȱ$180ȱbillion,ȱinvestmentȱis
$75ȱbillion,ȱgovernmentȱspendingȱisȱ$45ȱbillion,ȱthereȱisȱa

A) tradeȱsurplusȱofȱ$300ȱbillion. B) tradeȱsurplusȱofȱ$600ȱbillion.
C) tradeȱdeficitȱofȱ$300ȱbillion. D) tradeȱbalance.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

4) Ifȱplannedȱaggregateȱexpendituresȱareȱ$240ȱbillion,ȱconsumptionȱisȱ$140ȱbillion,ȱinvestmentȱis
$70ȱbillion,ȱgovernmentȱspendingȱisȱ$50ȱbillion,ȱthereȱisȱa

A) tradeȱdeficitȱofȱ$10ȱbillion. B) tradeȱsurplusȱofȱ$20ȱbillion.
C) tradeȱdeficitȱofȱ$20ȱbillion. D) tradeȱbalance.

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

5) IfȱtheȱMPMȱisȱ0.1,ȱthenȱaȱ$3,500ȱincreaseȱinȱincomeȱwill
A) increaseȱimportsȱbyȱ$35,000. B) increaseȱimportsȱbyȱ$350.
C) increaseȱexportsȱbyȱ$35,000. D) increaseȱexportsȱbyȱ$350.

Answer: B
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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6) Ifȱincomeȱincreasesȱbyȱ$450,ȱweȱknowȱthatȱtheȱchangeȱin
A) consumption,ȱsaving,ȱandȱimportsȱisȱgreaterȱthanȱ$450.
B) consumption,ȱsaving,ȱandȱimportsȱequalsȱ$450.
C) consumptionȱandȱsavingȱisȱgreaterȱthanȱ$450.
D) consumption,ȱsaving,ȱimports,ȱandȱexportsȱisȱlessȱthanȱ$450.

Answer: B
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) IfȱtheȱMPSȱisȱ0.25ȱandȱtheȱMPC isȱ0.6,ȱthenȱtheȱMPM
A) isȱ0.85.
B) isȱ0.35.
C) isȱ0.15
D) cannotȱbeȱdeterminedȱfromȱtheȱgivenȱinformation.

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

8) Algebraically,ȱtheȱrelationshipȱbetweenȱimportsȱandȱincomeȱcanȱbeȱwrittenȱas
A) IMȱ=ȱY/m. B) Y = mIM. C) IM = m/Y. D) IMȱ=ȱmY.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) TheȱlevelȱofȱU.S.ȱexportsȱdependsȱdirectlyȱon
A) theȱlevelȱofȱincomeȱinȱtheȱUnitedȱStates.
B) theȱsizeȱofȱtheȱspendingȱmultiplierȱinȱotherȱcountries.
C) theȱsizeȱofȱtheȱspendingȱmultiplierȱinȱtheȱUnitedȱStates.
D) theȱlevelȱofȱincomeȱinȱotherȱcountries.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ20.1ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ20.1

10) ReferȱtoȱFigureȱ20.1.ȱWhatȱisȱtheȱMPC inȱthisȱeconomy?
A) 0.5 B) 0.75
C) 0.8 D) cannotȱbeȱdeterminedȱfromȱtheȱgraph

Answer: C
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ20.1.ȱWhatȱisȱtheȱMPM inȱthisȱeconomy?
A) 0.2 B) 0.25
C) 0.6 D) cannotȱbeȱdeterminedȱfromȱtheȱgraph

Answer: C
Diff:ȱ3
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ20.1.ȱTheȱopenȱeconomyȱmultiplierȱis
A) 1.25. B) 2. C) 4. D) 8.

Answer: A
Diff:ȱ3
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

13) ReferȱtoȱFigureȱ20.1.ȱIfȱtheȱeconomyȱisȱclosedȱandȱtheȱgovernmentȱincreasesȱspendingȱbyȱ15,
theȱnewȱequilibriumȱoutputȱis

A) 150. B) 175. C) 180. D) 200.
Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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14) ReferȱtoȱFigureȱ20.1.ȱIfȱtheȱeconomyȱisȱopenȱandȱtheȱgovernmentȱincreasesȱspendingȱbyȱ15,ȱthe
newȱequilibriumȱoutputȱis

A) 81.25. B) 100. C) 112.50. D) 125.
Answer: A
Diff:ȱ3
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

15) Theȱopenȱeconomyȱmultiplierȱwillȱdecreaseȱif
A) theȱMPCȱdecreases. B) theȱMPM decreases.
C) eitherȱtheȱMPMȱorȱtheȱMPC decreases. D) theȱMPM increases.

Answer: D
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

16) IfȱanȱeconomyȇsȱMPCȱisȱ0.95ȱandȱtheȱMPM isȱ0.15,ȱthenȱanȱincreaseȱinȱgovernmentȱspendingȱof
$1,000ȱwillȱincreaseȱincomeȱby

A) $1,000. B) $4,500. C) $5,000. D) $8,000.
Answer: C
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

17) IfȱanȱeconomyȇsȱMPCȱisȱ0.8ȱandȱtheȱMPM isȱ0.55,ȱthenȱanȱincreaseȱinȱgovernmentȱspendingȱof
$2,000ȱwillȱincreaseȱincomeȱby

A) $5,500. B) $8,000. C) $10,000. D) $20,000.
Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

18) Theȱopenȱeconomyȱmultiplierȱis
A) 1/[1ȱ-ȱ(MPCȱ-ȱMPM)]. B) 1/[1ȱ-MPC -MPM].
C) 1/[1ȱ-ȱ(MPMȱ-ȱMPC)]. D)MPM/[1ȱ- (MPC -ȱMPM)].

Answer: A
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition

19) Theȱmarginalȱpropensityȱtoȱconsumeȱdomesticȱgoodsȱisȱthe
A)MPCȱ-ȱMPM. B) MPC +MPM. C) MPC -MPS. D)MPCȱ+ȱMPS.

Answer: A
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition
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20) Theȱopen-economyȱmultiplierȱ________ȱtheȱclosed-economyȱmultiplier.
A) isȱlargerȱthan
B) equals
C) isȱsmallerȱthan
D) canȱbeȱsmallerȱorȱlarger,ȱdependingȱonȱtheȱsizeȱofȱMPM andȱMPC

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Fact

21) Aȱ$100ȱmillionȱincreaseȱinȱgovernmentȱspendingȱcauses
A) anȱequalȱamountȱofȱchangeȱinȱequilibriumȱoutputȱinȱanȱopenȱandȱaȱclosedȱeconomy.
B) aȱlargerȱchangeȱinȱanȱopenȱeconomyȱthanȱinȱaȱclosedȱeconomy.
C) aȱlargerȱchangeȱinȱaȱclosedȱeconomyȱthanȱinȱanȱopenȱeconomy.
D) aȱlargerȱchangeȱinȱaȱclosedȱeconomyȱthanȱinȱanȱopenȱeconomyȱifȱtheȱMPMȱisȱzero.

Answer: C
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

22) Whichȱofȱtheȱfollowingȱstatementsȱisȱtrue?
A) Theȱlargerȱaȱnationȇsȱmarginalȱpropensityȱtoȱconsume,ȱtheȱsmallerȱtheȱopen-economy

multiplier.
B) Theȱsmallerȱaȱnationȇsȱmarginalȱpropensityȱtoȱimport,ȱtheȱsmallerȱtheȱopen-economy

multiplier.
C) Theȱlargerȱaȱnationȇsȱmarginalȱpropensityȱtoȱexport,ȱtheȱsmallerȱtheȱopen-economy

multiplier.
D) Theȱlargerȱaȱnationȇsȱmarginalȱpropensityȱtoȱimport,ȱtheȱsmallerȱtheȱopen-economy

multiplier.
Answer: D
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

23) Whichȱofȱtheȱfollowingȱis/areȱlikelyȱtoȱaffectȱtheȱdemandȱforȱimports?
A) theȱrelativeȱpricesȱofȱdomesticallyȱproducedȱandȱforeign-producedȱgoods
B) theȱafter-taxȱrealȱwage
C) interestȱrates
D) allȱofȱtheȱabove

Answer: D
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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24) Whichȱofȱtheȱfollowingȱisȱlikelyȱtoȱincreaseȱtheȱexportsȱofȱaȱcountry?
A) anȱincreaseȱinȱincomeȱinȱtheȱdomesticȱcountry
B) aȱdecreaseȱinȱincomeȱinȱtheȱdomesticȱcountry
C) aȱdecreaseȱinȱincomeȱinȱforeignȱcountries
D) anȱincreaseȱinȱincomeȱinȱforeignȱcountries

Answer: D
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

25) Theȱtendencyȱforȱanȱincreaseȱinȱtheȱeconomicȱactivityȱofȱoneȱcountryȱtoȱleadȱtoȱaȱworldwide
increaseȱinȱeconomicȱactivityȱisȱthe

A) multiplierȱeffect. B) trickle-downȱeffect.
C) tradeȱfeedbackȱeffect. D) spontaneousȱgrowthȱeffect.

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition

26) AnȱincreasedȱgrowthȱrateȱinȱMalaysiaȱhasȱincreasedȱtheȱMalaysianȱdemandȱforȱU.S. -produced
coal.ȱMalaysiaȱincreasesȱitsȱimportsȱofȱU.S.-producedȱcoalȱbyȱ$20ȱmillion.ȱU.S.ȱnetȱexportsȱwill

A) increaseȱbyȱ$20ȱmillion. B) increaseȱbyȱlessȱthanȱ$20ȱmillion.
C) increaseȱbyȱmoreȱthanȱ$20ȱmillion. D) increaseȱbyȱ$20ȱmillionȱorȱmore.

Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

27) Assumeȱthatȱaȱ$1.00ȱincreaseȱinȱexportsȱincreasesȱGDPȱbyȱ$3.00,ȱandȱaȱ$1.00ȱincreaseȱinȱincome
increasesȱimportȱspendingȱbyȱ$0.15.ȱInȱthisȱcase,ȱaȱ$1,000ȱmillionȱincreaseȱinȱexportsȱwill
increaseȱnetȱexportsȱby

A) $550ȱmillion. B) $1,000ȱmillion. C) $700ȱmillion. D) $1,350ȱmillion.
Answer: A
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

28) Theȱtradeȱfeedbackȱeffectȱillustratesȱtheȱfactȱthat
A) anȱincreaseȱinȱU.S.ȱeconomicȱactivityȱleadsȱtoȱaȱdecreaseȱinȱtheȱeconomicȱactivityȱofȱother

countries.
B) U.S.ȱimportsȱdepressȱtheȱimportsȱofȱotherȱcountries.
C) importsȱandȱexportsȱareȱunrelatedȱtoȱoneȱanother.
D) importsȱaffectȱexportsȱandȱexportsȱaffectȱimports.

Answer: D
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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29) EconomicȱactivityȱincreasesȱinȱWesternȱEurope,ȱandȱthisȱcausesȱeconomicȱactivityȱtoȱincreaseȱin
theȱUnitedȱStates.ȱThisȱisȱanȱexampleȱof

A) theȱpriceȱfeedbackȱeffect. B) theȱtradeȱfeedbackȱeffect.
C) theȱexportȱfeedbackȱeffect. D) theȱimportȱfeedbackȱeffect.

Answer: B
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

30) TheȱtradeȱfeedbackȱeffectȱincludesȱallȱofȱtheȱfollowingȱstepsȱEXCEPT
A) anȱincreaseȱinȱU.S.ȱeconomicȱactivityȱstimulatesȱU.S.ȱimports.
B) anȱincreaseȱinȱforeignȱimportsȱstimulatesȱU.S.ȱexports.
C) anȱincreaseȱinȱU.S.ȱexportsȱstimulatesȱU.S.ȱeconomicȱactivity.
D) anȱincreaseȱinȱforeignȱincomeȱstimulatesȱU.S.ȱimports.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

31) Ifȱexchangeȱratesȱareȱfixed,ȱthenȱanȱincreaseȱinȱCanadaȇsȱexportȱpricesȱcauses
A) U.S.ȱimportȱpricesȱtoȱfall. B) U.S.ȱimportȱpricesȱtoȱrise.
C) Canadianȱimportȱpricesȱtoȱfall. D) Canadianȱimportȱpricesȱtoȱrise.

Answer: B
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

32) TheȱU.S.ȱandȱJapanȱheavilyȱtradeȱwithȱeachȱother.ȱWhichȱofȱtheȱfollowingȱisȱTRUE?
A) U.S.ȱpricesȱincreaseȱ�ȱU.S.ȱexportsȱincreaseȱ� Japaneseȱpricesȱdecrease.
B) U.S.ȱpricesȱincreaseȱ�ȱU.S.ȱimportsȱincreaseȱ� Japaneseȱpricesȱincrease.
C) U.S.ȱpricesȱdecreaseȱ�ȱU.S.ȱimportsȱincreaseȱ� Japaneseȱpricesȱincrease.
D) U.S.ȱpricesȱdecreaseȱ�ȱU.S.ȱexportsȱdecreaseȱ� Japaneseȱpricesȱincrease.

Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

33) TheȱU.S.ȱandȱCanadaȱheavilyȱtradeȱwithȱeachȱother.ȱWhichȱofȱtheȱfollowingȱisȱTRUE?
A) Canadianȱpricesȱincreaseȱ� Canadianȱexportsȱincreaseȱ� U.S.ȱpricesȱdecrease.
B) Canadianȱpricesȱincreaseȱ� Canadianȱexportsȱdecreaseȱ� U.S.ȱpricesȱincrease.
C) Canadianȱpricesȱdecreaseȱ� Canadianȱexportsȱdecreaseȱ� ȱȱU.S.ȱpricesȱdecrease.
D) Canadianȱpricesȱdecreaseȱ� Canadianȱexportsȱdecreaseȱ� ȱU.S.ȱpricesȱincrease.

Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills
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34) Japanȱimportsȱoverȱ90%ȱofȱitsȱconsumptionȱofȱoil.ȱIfȱtheȱpriceȱofȱoilȱincreases,ȱJapanȇs
A) aggregateȱdemandȱcurveȱshiftsȱtoȱtheȱright.
B) aggregateȱsupplyȱcurveȱshiftȱtoȱtheȱright.
C) aggregateȱsupplyȱcurveȱshiftsȱtoȱtheȱleft.
D) aggregateȱplannedȱexpendituresȱincrease.

Answer: C
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Ifȱtwoȱcountriesȱdonȇtȱtradeȱwithȱeachȱother,ȱanȱincreaseȱinȱtheȱpriceȱlevelȱinȱoneȱcountry
A) increasesȱtheȱpriceȱlevelȱinȱtheȱotherȱcountry.
B) decreasesȱtheȱpriceȱlevelȱinȱtheȱotherȱcountry.
C) increasesȱtheȱpriceȱlevelȱinȱtheȱotherȱcountryȱthenȱdecreasesȱit.
D) doesȱnotȱaffectȱtheȱpriceȱlevelȱinȱtheȱotherȱcountry.

Answer: D
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

36) U.S.ȱexportsȱtendȱtoȱdecreaseȱwhen
A) economicȱactivityȱabroadȱisȱdecreasing.
B) foreignȱGDPsȱareȱrising.
C) U.S.ȱpricesȱareȱlowȱrelativeȱtoȱthoseȱinȱtheȱrestȱofȱtheȱworld.
D) theȱinflationȱrateȱinȱtheȱUnitedȱStatesȱisȱlowerȱthanȱtheȱinflationȱratesȱinȱotherȱcountries.

Answer: A
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

37) U.S.ȱexportsȱtendȱtoȱincreaseȱwhen
A) economicȱactivityȱabroadȱisȱincreasing.
B) foreignȱGDPsȱareȱfalling.
C) U.S.ȱpricesȱareȱrisingȱcomparedȱtoȱtheȱrestȱofȱtheȱworld.
D) theȱvalueȱofȱtheȱdollarȱrises.

Answer: A
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) U.S.ȱexportsȱtendȱtoȱdecreaseȱwhen
A) economicȱactivityȱabroadȱisȱincreasing.
B) foreignȱGDPsȱareȱrising.
C) U.S.ȱpricesȱareȱrisingȱrelativeȱtoȱthoseȱinȱtheȱrestȱofȱtheȱworld.
D) theȱU.Sȱdollarȱisȱweakȱcomparedȱtoȱforeignȱcurrencies.

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) U.S.ȱexportsȱtendȱtoȱincreaseȱwhen
A) economicȱactivityȱabroadȱisȱdecreasing.
B) foreignȱGDPsȱareȱfalling.
C) U.S.ȱpricesȱareȱfallingȱcomparedȱtoȱthoseȱinȱtheȱrestȱofȱtheȱworld.
D) theȱU.S.ȱdollarȱisȱstrongȱcomparedȱtoȱforeignȱcurrencies.

Answer: C
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

40) Whenȱtheȱpricesȱofȱaȱcountryȇsȱimportsȱincrease,ȱtheȱpricesȱofȱdomesticȱgoodsȱmayȱincrease.
Thisȱoccursȱbecause

A) anȱincreaseȱinȱtheȱpricesȱofȱimportedȱinputsȱwillȱcauseȱaggregateȱsupplyȱtoȱincrease.
B) ifȱimportȱpricesȱriseȱrelativeȱtoȱdomesticȱprices,ȱhouseholdsȱwillȱtendȱtoȱsubstitute

domesticallyȱproducedȱgoodsȱandȱservicesȱforȱimports.
C) ifȱimportȱpricesȱriseȱrelativeȱtoȱdomesticȱprices,ȱhouseholdsȱwillȱtendȱtoȱsubstitute

importsȱforȱdomesticallyȱproducedȱgoodsȱandȱservices.
D) anȱincreaseȱinȱtheȱpricesȱofȱimportedȱinputsȱwillȱcauseȱaggregateȱdemandȱtoȱdecrease.

Answer: B
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

41) Supposeȱthatȱanȱincreaseȱinȱtheȱpriceȱlevelȱofȱoneȱcountryȱdrivesȱupȱpricesȱinȱotherȱcountries.
This,ȱinȱturn,ȱincreasesȱtheȱpriceȱlevelȱinȱtheȱfirstȱcountry.ȱThisȱprocessȱisȱthe

A) J-curveȱeffect. B) tradeȱfeedbackȱeffect.
C) priceȱfeedbackȱeffect. D) balanceȱofȱtradeȱeffect.

Answer: C
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition
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2 True/False

1) IfȱtheȱMPCȱisȱ0.95ȱandȱtheȱMPM isȱ0.05,ȱtheȱopenȱeconomyȱmultiplierȱisȱ10.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

2) IfȱtheȱMPCȱisȱ0.75ȱandȱtheȱMPM isȱ0.25,ȱtheȱopenȱeconomyȱmultiplierȱisȱ2.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

3) AȱdecreaseȱinȱtheȱpriceȱlevelȱinȱtheȱUnitedȱStatesȱrelativeȱtoȱtheȱpriceȱlevelȱinȱMexicoȱcausesȱan
appreciationȱofȱtheȱdollarȱagainstȱtheȱpeso.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Theȱ2007ȱpriceȱlevelȱinȱGreatȱBritainȱwasȱrelativelyȱhigherȱthanȱtheȱpriceȱlevelȱinȱtheȱUnited
States.ȱThus,ȱaȱU.S.ȱmanufacturingȱfacilityȱlookingȱtoȱbuyȱcoalȱforȱitsȱplantȱwouldȱmostȱlikely
buyȱcoalȱatȱhomeȱinȱtheȱUnitedȱStates.
Answer: TRUE
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

5) AnȱincreaseȱinȱGermanyȇsȱinterestȱrateȱandȱanȱincreaseȱinȱGermanyȇsȱpriceȱlevelȱrelativeȱtoȱU.S.
priceȱlevelȱhaveȱtheȱsameȱeffectȱonȱtheȱexchangeȱrateȱbetweenȱtheȱtwoȱcountries.
Answer: FALSE
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Analytic
AACSB: AnalyticȱSkills

6) WhenȱtheȱUnitedȱStatesȱacquiresȱassetsȱabroad,ȱitȱisȱinȱessenceȱborrowingȱmoney,ȱandȱforeign
debtsȱtoȱtheȱUnitedȱStatesȱdecrease.
Answer: FALSE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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7) Aȱdepreciationȱinȱaȱcountryȇsȱcurrencyȱwillȱimmediatelyȱreduceȱitsȱtradeȱdeficit.
Answer: FALSE
Diff:ȱ2
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Anȱexcessȱsupplyȱofȱeurosȱwillȱcauseȱaȱdepreciationȱofȱtheȱeuro.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

9) Ifȱtheȱ$/yenȱexchangeȱrateȱrises,ȱthenȱsoȱdoesȱtheȱvalueȱofȱtheȱdollar.
Answer: FALSE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱtradeȱfeedbackȱeffectȱisȱdueȱtoȱexportsȱfromȱoneȱcountryȱcausingȱthatȱcountryȱtoȱincrease
itsȱimports.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Theȱopen-economyȱgovernmentȱspendingȱmultiplierȱisȱsmallerȱthanȱtheȱclosedȱeconomy
governmentȱspendingȱmultiplier.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Theȱmarginalȱpropensityȱtoȱimportȱisȱtheȱchangeȱinȱimportsȱdividedȱbyȱtheȱchangeȱinȱincome.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Definition

13) ImportsȱequalȱtheȱMPMȱtimesȱincome.
Answer: TRUE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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14) DecliningȱeconomicȱactivityȱabroadȱwillȱincreaseȱU.S.ȱexports.
Answer: FALSE
Diff:ȱ1
Topic: EquilibriumȱOutputȱ(Income)ȱinȱanȱOpenȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

20.3 TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates

1 MultipleȱChoice

1) Aȱflexibleȱexchangeȱrateȱbetweenȱtwoȱcountriesȱisȱdeterminedȱby
A) theȱgovernmentsȱofȱbothȱcountries.
B) theȱInternationalȱMonetaryȱFund.
C) theȱdemandȱandȱsupplyȱofȱbothȱcountriesȇȱcurrencies.
D) BrettonȱWoodsȱagreement.

Answer: C
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Exchangeȱratesȱthatȱareȱdeterminedȱbyȱtheȱunregulatedȱforcesȱofȱsupplyȱandȱdemandȱare
A) fixedȱexchangeȱrates. B) peggedȱexchangeȱrates.
C) managedȱexchangeȱrates. D) floatingȱexchangeȱrates.

Answer: D
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition

3) Theȱmostȱcommonȱreasonȱforȱexchangingȱoneȱcurrencyȱforȱanotherȱis
A) toȱpurchaseȱgoodsȱproducedȱinȱanotherȱcountry.
B) toȱengageȱinȱfixedȱcapitalȱinvestmentȱinȱanotherȱcountry.
C) toȱpurchaseȱstocksȱandȱbondsȱinȱanotherȱcountry.
D) toȱengageȱinȱcurrencyȱspeculation.

Answer: A
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) AnȱincreaseȱinȱU.S.ȱexportsȱtoȱJapanȱ________ȱtheȱdemandȱforȱU.S.ȱdollarsȱandȱ________ȱthe
supplyȱofȱyen.

A) increases;ȱincreases B) decreases;ȱincreases
C) increases;ȱdecreases D) decreases;ȱdecreases

Answer: A
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills
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5) AnȱincreaseȱinȱU.S.ȱimportsȱfromȱMexicoȱ________ȱtheȱsupplyȱofȱdollarsȱandȱ________ȱthe
demandȱforȱpesos.

A) decreases;ȱdecreases B) increases;ȱincreases
C) increases;ȱdecreases D) decreases;ȱincreases

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ20.2ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ20.2

6) ReferȱtoȱFigureȱ20.2.ȱTheȱdollarȱisȱcurrentlyȱatȱPointȱA.ȱAnȱdecreaseȱinȱincomeȱinȱtheȱU.S.
causesȱaȱmovementȱtoȱPointȱ________.

A) E B) B C) C D) D
Answer: A
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

7) ReferȱtoȱFigureȱ20.2.ȱTheȱdollarȱisȱcurrentlyȱatȱPointȱA.ȱAȱdecreaseȱinȱtheȱpriceȱlevelȱinȱtheȱEU
causesȱaȱmovementȱtoȱPointȱ________.

A) E B) B C) C D) D
Answer: D
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

8) ReferȱtoȱFigureȱ20.2.ȱTheȱdollarȱisȱcurrentlyȱatȱPointȱA.ȱAȱdepreciationȱofȱtheȱeuroȱcausesȱa
movementȱtoȱPointȱ________.

A) E B) B C) C D) D
Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills
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9) ReferȱtoȱFigureȱ20.2.ȱTheȱdollarȱisȱcurrentlyȱatȱPointȱA.ȱAnȱappreciationȱofȱtheȱeuroȱcausesȱa
movementȱtoȱPointȱ________.

A) E B) B C) C D) D
Answer: C
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ20.3ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ20.3

10) ReferȱtoȱFigureȱ20.3.ȱWhichȱofȱtheȱfollowingȱwillȱshiftȱtheȱsupplyȱofȱpoundsȱfromȱS1ȱtoȱS2?
A) FewerȱBritishȱfirmsȱwantȱtoȱinvestȱinȱtheȱUnitedȱStates.
B) TheȱpriceȱofȱU.S.ȱbondsȱdecreasesȱrelativeȱtoȱtheȱpriceȱofȱBritishȱbonds.
C) MoreȱBritishȱcitizensȱtravelȱtoȱtheȱUnitedȱStates.
D) TheȱinflationȱrateȱinȱtheȱUnitedȱStatesȱdecreasesȱrelativeȱtoȱtheȱinflationȱrateȱinȱEngland.

Answer: A
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

11) ReferȱtoȱFigureȱ20.3.ȱWhichȱofȱtheȱfollowingȱwillȱshiftȱtheȱsupplyȱofȱpoundsȱfromȱS1ȱtoȱS0?
A) anȱincreaseȱinȱU.S.ȱincome B) anȱincreaseȱinȱtheȱBritishȱpriceȱlevel
C) aȱdecreaseȱinȱtheȱBritishȱpriceȱlevel D) aȱdecreaseȱinȱBritishȱincome

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

12) ReferȱtoȱFigureȱ20.3.ȱWhichȱofȱtheȱfollowingȱwillȱshiftȱtheȱsupplyȱofȱpoundsȱfromȱS0ȱtoȱS1?
A) anȱincreaseȱinȱU.S.ȱincome B) aȱdecreaseȱinȱBritishȱincome
C) anȱincreaseȱinȱtheȱBritishȱpriceȱlevel D) aȱdecreaseȱinȱtheȱU.S.ȱpriceȱlevel

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills
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13) ReferȱtoȱFigureȱ20.3.ȱWhichȱofȱtheȱfollowingȱwillȱshiftȱtheȱsupplyȱofȱpoundsȱfromȱS1ȱtoȱS0?
A) anȱincreaseȱinȱU.S.ȱincome
B) aȱdecreaseȱinȱtheȱBritishȱpriceȱlevel
C) BritishȱpeopleȱwantingȱtoȱbuyȱmoreȱU.S.ȱgoodsȱandȱassets
D) aȱdecreaseȱinȱBritishȱincome

Answer: C
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

14) IncomeȱdecreasesȱinȱtheȱUnitedȱStates.ȱThisȱwillȱcauseȱa(n)
A) increaseȱinȱtheȱsupplyȱofȱpounds. B) decreaseȱinȱtheȱsupplyȱofȱpounds.
C) increaseȱinȱtheȱdemandȱforȱpounds. D) decreaseȱinȱtheȱdemandȱforȱpounds.

Answer: D
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

15) Theȱsupplyȱofȱdollarsȱinȱtheȱforeignȱexchangeȱmarketȱisȱlikelyȱtoȱbeȱupwardȱslopingȱbecauseȱas
theȱpriceȱofȱaȱdollarȱ(theȱexchangeȱrate)ȱfalls,

A) Americansȱdemandȱfewerȱforeignȱgoodsȱbecauseȱtheseȱgoodsȱhaveȱbecomeȱmore
expensiveȱtoȱAmericanȱconsumers.

B) Americansȱdemandȱmoreȱforeignȱgoodsȱbecauseȱtheseȱgoodsȱhaveȱbecomeȱlessȱexpensive
toȱAmericanȱconsumers.

C) foreignersȱdemandȱmoreȱAmericanȱgoodsȱbecauseȱtheseȱgoodsȱhaveȱbecomeȱless
expensiveȱtoȱforeignȱconsumers.

D) foreignersȱdemandȱmoreȱforeignȱgoodsȱbecauseȱtheseȱgoodsȱhaveȱbecomeȱmore
expensiveȱtoȱforeignȱconsumers.

Answer: A
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

16) IfȱtheȱprofitabilityȱofȱinvestmentȱinȱtheȱUnitedȱStatesȱincreases,ȱweȱwouldȱexpect
A) theȱdemandȱforȱdollarsȱtoȱincrease.
B) theȱdemandȱforȱdollarsȱtoȱdecrease.
C) theȱsupplyȱofȱforeignȱcurrencyȱinȱtheȱUnitedȱStatesȱtoȱdecrease.
D) theȱdemandȱforȱforeignȱcurrencyȱinȱtheȱUnitedȱStatesȱtoȱincrease.

Answer: A
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills
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17) MoreȱGermanȱcompaniesȱstartȱtoȱinvestȱinȱtheȱUnitedȱStates.ȱThisȱwillȱleadȱtoȱa(n)
A) decreaseȱinȱtheȱdemandȱforȱdollarsȱandȱanȱincreaseȱinȱtheȱdemandȱforȱeuro.
B) increaseȱinȱtheȱsupplyȱofȱdollarsȱandȱaȱdecreaseȱinȱtheȱdemandȱforȱȱeuro.
C) increaseȱinȱtheȱdemandȱforȱdollarsȱandȱaȱdecreaseȱinȱtheȱsupplyȱofȱȱeuro.
D) increaseȱinȱtheȱdemandȱforȱdollarsȱandȱanȱincreaseȱinȱtheȱsupplyȱofȱȱeuro.

Answer: D
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

18) TheȱriseȱinȱvalueȱofȱtheȱMexicanȱpesoȱrelativeȱtoȱtheȱCanadianȱdollarȱisȱa(n)
A) depreciationȱofȱtheȱpeso. B) appreciationȱofȱtheȱpeso.
C) weakeningȱofȱtheȱpeso. D) floatingȱofȱtheȱpeso.

Answer: B
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual

19) SupposeȱtheȱexchangeȱrateȱbetweenȱtheȱUnitedȱStatesȱandȱJapanȱchangedȱfromȱ$1ȱ=150ȱyenȱto
$1ȱ=ȱ140ȱYen,ȱwhichȱofȱtheȱfollowingȱstatementsȱisȱTRUE?

A) theȱdollarȱdepreciated B) theȱyenȱdepreciated
C) theȱpriceȱofȱyenȱinȱdollarsȱdecreased D) theȱpriceȱofȱdollarsȱinȱyenȱincreased

Answer: A
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

20) Underȱaȱsystemȱofȱfloatingȱexchangeȱrates,ȱanȱexcessȱdemandȱforȱaȱparticularȱcurrencyȱwill
leadȱtoȱa(n)

A) depreciationȱofȱthatȱcurrency. B) long-termȱshortageȱofȱthatȱcurrency.
C) appreciationȱofȱthatȱcurrency. D) long-termȱsurplusȱofȱthatȱcurrency.

Answer: C
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

21) Underȱaȱsystemȱofȱfloatingȱexchangeȱrates,ȱaȱshortageȱinȱaȱcurrencyȱwillȱleadȱtoȱa(n)
A) depreciationȱofȱthatȱcurrency. B) appreciationȱofȱthatȱcurrency.
C) long-termȱsurplusȱofȱthatȱcurrency. D) long-termȱshortageȱofȱthatȱcurrency.

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking
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22) Theȱ________ȱstatesȱthatȱifȱtheȱcostsȱofȱtransportationȱareȱsmall,ȱtheȱpriceȱofȱtheȱsameȱgoodȱin
differentȱcountriesȱshouldȱbeȱroughlyȱtheȱsame.

A) priceȱfeedbackȱeffect B) tradeȱfeedbackȱeffect
C) balanceȱofȱtradeȱeffect D) lawȱofȱoneȱprice

Answer: D
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition

23) Theȱtheoryȱofȱinternationalȱexchangeȱthatȱholdsȱthatȱexchangeȱratesȱareȱsetȱsoȱthatȱtheȱpriceȱof
similarȱgoodsȱinȱdifferentȱcountriesȱisȱtheȱsameȱisȱthe

A) purchasingȱpowerȱparityȱtheory. B) priceȱfeedbackȱtheory.
C) tradeȱfeedbackȱtheory. D) J-curveȱtheory.

Answer: A
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition

24) SupposeȱthatȱtheȱpriceȱofȱaȱplasmaȱTVȱisȱ$1,200ȱinȱtheȱUnitedȱStatesȱandȱ13,200ȱpesosȱin
Mexico.ȱIfȱtheȱcurrentȱexchangeȱrateȱisȱ10ȱpesosȱtoȱtheȱdollar,ȱthenȱpurchasingȱpowerȱparity
theoryȱwouldȱpredictȱthatȱinȱtheȱlongȱrun

A) MexicoȱwillȱbeginȱtoȱimportȱplasmaȱTVsȱfromȱtheȱUnitedȱStates.
B) theȱexchangeȱvalueȱofȱtheȱpesoȱwillȱdepreciate.
C) theȱexchangeȱvalueȱofȱtheȱpesoȱwillȱappreciate.
D) theȱexchangeȱvalueȱofȱtheȱdollarȱwillȱdepreciate.

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

25) AȱBigȱMacȱcostsȱ$3ȱinȱtheȱUnitedȱStatesȱandȱ2ȱeurosȱinȱSpain.ȱTheȱpurchasingȱpowerȱparity
theoryȱwouldȱpredictȱthatȱtheȱexchangeȱrateȱinȱtheȱlongȱrunȱis

A) $1ȱ=ȱ1.5ȱeuros. B) $1ȱ= 0.67ȱeuro. C) $1ȱ= 6ȱeuros. D) 1ȱeuroȱ= $0.67.
Answer: B
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

26) Ifȱaȱnationȇsȱinterestȱratesȱareȱrelativelyȱhighȱcomparedȱtoȱthoseȱofȱotherȱcountries,ȱthenȱthe
exchangeȱvalueȱofȱitsȱcurrencyȱwillȱtendȱto

A) depreciateȱunderȱaȱsystemȱofȱfloatingȱexchangeȱrates.
B) depreciateȱunderȱaȱsystemȱofȱfixedȱexchangeȱrates.
C) appreciateȱunderȱaȱsystemȱofȱfixedȱexchangeȱrates.
D) appreciateȱunderȱaȱsystemȱofȱfloatingȱexchangeȱrates.

Answer: D
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking
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ReferȱtoȱtheȱinformationȱprovidedȱinȱFigureȱ20.4ȱbelowȱtoȱanswerȱtheȱquestionsȱthatȱfollow.

Figureȱ20.4

27) ReferȱtoȱFigureȱ20.4.ȱIfȱtheȱdemandȱandȱsupplyȱofȱpoundsȱareȱD1 andȱS1,ȱtheȱequilibriumȱis
A) $2.50ȱperȱpoundȱandȱtheȱquantityȱisȱ400ȱȱpounds.
B) $2.00ȱperȱȱpoundȱandȱtheȱquantityȱisȱ500ȱȱpounds.
C) 2ȱpoundsȱperȱ$ȱandȱtheȱquantityȱisȱ500ȱpounds.
D) $1.50ȱperȱpoundȱandȱtheȱquantityȱisȱ300ȱpounds.

Answer: B
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

28) ReferȱtoȱFigureȱ20.4.ȱTheȱdemandȱandȱsupplyȱofȱpoundsȱareȱD2 andȱS2.ȱAnȱincreaseȱinȱBritish
demandȱforȱU.S.ȱexports,ȱceterisȱparibus,ȱcould

A) increaseȱtheȱexchangeȱrateȱ($/pound)ȱtoȱ$2.50.
B) decreaseȱtheȱexchangeȱrateȱ($/pound)ȱtoȱ$1.50.
C) decreaseȱtheȱequilibriumȱquantityȱfromȱ400ȱtoȱ300ȱpounds.
D) increaseȱtheȱdemandȱforȱpoundsȱfromȱD2 toȱD1.

Answer: B
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

29) ReferȱtoȱFigureȱ20.4.ȱTheȱdemandȱandȱsupplyȱofȱpoundsȱareȱD1 andȱS1.ȱIfȱtheȱdemandȱshiftsȱto
D2ȱandȱsupplyȱremainsȱunchangedȱatȱS1

A) theȱdollarȱdepreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱincreases.
B) theȱdollarȱdepreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱȱdecreases.
C) theȱdollarȱappreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱȱdecreases.
D) theȱdollarȱappreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱȱincreases.

Answer: C
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills
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30) ReferȱtoȱFigureȱ20.4.ȱTheȱdemandȱandȱsupplyȱofȱpoundsȱareȱD1 andȱS1.ȱIfȱtheȱsupplyȱshiftsȱto
S2ȱandȱdemandȱremainsȱunchangedȱatȱD1

A) theȱdollarȱdepreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱincreases.
B) theȱdollarȱdepreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱdecreases.
C) theȱdollarȱappreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱdecreases.
D) theȱdollarȱappreciatesȱandȱtheȱequilibriumȱquantityȱofȱpoundsȱincreases.

Answer: B
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

31) ReferȱtoȱFigureȱ20.4.ȱTheȱdemandȱandȱsupplyȱofȱpoundsȱareȱS2 andȱD2.ȱWhichȱofȱtheȱfollowing
canȱchangeȱtheȱequilibriumȱexchangeȱrateȱ($/pound)ȱtoȱ$2.50ȱandȱtheȱequilibriumȱquantityȱto
400ȱpounds?

A) anȱincreaseȱinȱincomeȱinȱtheȱUnitedȱStates
B) aȱsuddenȱdislikeȱofȱBritishȱproductsȱinȱtheȱUnitedȱStates
C) anȱincreaseȱinȱtheȱpriceȱlevelȱinȱGreatȱBritain
D) aȱdecreaseȱinȱtheȱpriceȱlevelȱinȱtheȱUnitedȱStates

Answer: A
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

32) ReferȱtoȱFigureȱ20.4.ȱTheȱdemandȱandȱsupplyȱofȱpoundsȱareȱS2 andȱD2.ȱWhichȱofȱtheȱfollowing
canȱchangeȱtheȱequilibriumȱexchangeȱrateȱ($/pound)ȱtoȱ$1.50ȱandȱtheȱequilibriumȱquantityȱto
400ȱpounds?

A) BritishȱpurchasesȱofȱU.S.-madeȱcarsȱincrease
B) UnitedȱStatesȱpurchasesȱofȱBritish-madeȱcarsȱincrease
C) theȱpriceȱlevelȱinȱGreatȱBritainȱdecreases
D) incomeȱinȱGreatȱBritainȱdecreases

Answer: A
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

33) TheȱJ-curveȱeffectȱrefersȱtoȱtheȱobservationȱthat
A) theȱtradeȱbalanceȱusuallyȱgetsȱworseȱbeforeȱitȱimprovesȱafterȱaȱcurrencyȱdepreciation.
B) GDPȱusuallyȱdecreasesȱbeforeȱitȱincreasesȱafterȱaȱcurrencyȱappreciation.
C) theȱtradeȱbalanceȱusuallyȱgetsȱworseȱbeforeȱitȱimprovesȱafterȱaȱcurrencyȱappreciation.
D) GDPȱusuallyȱdecreasesȱbeforeȱitȱincreasesȱafterȱaȱcurrencyȱdepreciation.

Answer: A
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition
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34) TheȱJ-curveȱeffectȱsuggestsȱthatȱtheȱdepreciationȱofȱaȱnationȇsȱcurrencyȱmay
A) increaseȱitsȱexportsȱandȱdecreaseȱitsȱimports.
B) increaseȱitsȱimportsȱandȱdecreaseȱitsȱexports.
C) haveȱanȱambiguousȱeffectȱonȱitsȱbalanceȱofȱtrade.
D) leadȱtoȱeconomicȱruin.

Answer: C
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

35) Whyȱdoesȱtheȱdepreciationȱofȱaȱcountryȇsȱcurrencyȱtendȱtoȱincreaseȱitsȱpriceȱlevel?
A) domesticȱbuyersȱtendȱtoȱsubstituteȱimportsȱforȱdomesticȱproducts
B) aȱcurrencyȱdepreciationȱmakesȱaȱcountryȇsȱproductsȱlessȱcompetitiveȱinȱworldȱmarkets,ȱso

exportsȱfall
C) aȱcurrencyȱdepreciationȱmakesȱimportedȱinputsȱmoreȱexpensive
D) aȱcurrencyȱdepreciationȱmakesȱimportedȱinputsȱlessȱexpensive

Answer: C
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

36) Aȱcurrencyȱdepreciationȱisȱmoreȱlikelyȱtoȱimproveȱaȱcountryȇsȱbalanceȱofȱtradeȱifȱtheȱdemand
forȱthatȱcountryȇsȱexportsȱisȱ________ȱandȱtheȱdemandȱforȱthatȱcountryȇsȱimportsȱisȱ________.

A) elastic;ȱelastic B) inelastic;ȱelastic
C) elastic;ȱinelastic D) inelastic;ȱinelastic

Answer: A
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

37) Theȱopennessȱofȱtheȱeconomyȱandȱflexibleȱexchangeȱrates
A) increaseȱtheȱeffectivenessȱofȱaȱcontractionaryȱmonetaryȱpolicy,ȱbutȱreduceȱthe

effectivenessȱofȱanȱexpansionaryȱmonetaryȱpolicy.
B) reduceȱtheȱeffectivenessȱofȱbothȱexpansionaryȱandȱcontractionaryȱmonetaryȱpolicies.
C) increaseȱtheȱeffectivenessȱofȱbothȱexpansionaryȱandȱcontractionaryȱmonetaryȱpolicies.
D) increaseȱtheȱeffectivenessȱofȱanȱexpansionaryȱmonetaryȱpolicy,ȱbutȱreduceȱthe

effectivenessȱofȱaȱcontractionaryȱmonetaryȱpolicy.
Answer: C
Diff:ȱ3
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking
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38) Fiscalȱpoliciesȱare
A) lessȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱflexibleȱandȱtheȱeconomyȱisȱclosed.
B) lessȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱflexibleȱandȱtheȱeconomyȱisȱopen.
C) moreȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱflexibleȱandȱtheȱeconomyȱisȱclosed.
D) lessȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱfixedȱandȱtheȱeconomyȱisȱopen.

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

39) IfȱtheȱFedȱreducesȱtheȱmoneyȱsupplyȱtoȱreduceȱinflation,ȱaȱfloatingȱexchangeȱrateȱwillȱaidȱthe
Fedȱinȱfightingȱinflationȱbecause

A) asȱtheȱmoneyȱsupplyȱisȱdecreased,ȱtheȱinterestȱrateȱwillȱincrease,ȱandȱtheȱpriceȱofȱU.S.
exportsȱwillȱfallȱandȱtheȱpriceȱofȱU.S.ȱimportsȱwillȱrise.

B) asȱtheȱmoneyȱsupplyȱisȱdecreased,ȱtheȱinterestȱrateȱwillȱincrease,ȱandȱtheȱpriceȱofȱU.S.
exportsȱwillȱriseȱandȱtheȱpriceȱofȱU.S.ȱimportsȱwillȱfall.

C) asȱtheȱmoneyȱsupplyȱisȱdecreased,ȱtheȱinterestȱrateȱwillȱincrease,ȱandȱtheȱpriceȱofȱboth
U.S.ȱexportsȱandȱU.S.ȱimportsȱwillȱrise.

D) asȱtheȱmoneyȱsupplyȱisȱdecreased,ȱtheȱinterestȱrateȱwillȱincrease,ȱandȱtheȱpriceȱofȱU.S.
exportsȱandȱU.S.ȱimportsȱwillȱfall.

Answer: B
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

40) Expansionaryȱmonetaryȱpolicy
A) tendsȱtoȱleadȱtoȱanȱappreciationȱofȱaȱnationȇsȱcurrency.
B) usuallyȱhasȱnoȱeffectȱonȱaȱcurrencyȇsȱexchangeȱvalue.
C) tendsȱtoȱleadȱtoȱaȱdepreciationȱofȱaȱnationȇsȱcurrency.
D) tendsȱtoȱleadȱtoȱaȱdepreciationȱofȱtheȱcurrenciesȱofȱotherȱnations.

Answer: C
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Analytic
AACSB: AnalyticȱSkills

41) Whichȱofȱtheȱfollowingȱpoliciesȱtendsȱtoȱcauseȱtheȱdollarȱtoȱappreciate?
A) anȱexpansionaryȱmonetaryȱpolicy
B) anȱexpansionaryȱfiscalȱpolicy
C) aȱcontractionaryȱfiscalȱpolicy
D) aȱcombinationȱofȱanȱexpansionaryȱmonetaryȱpolicyȱandȱaȱcontractionaryȱfiscalȱpolicy

Answer: B
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Theȱlawȱofȱoneȱpriceȱstatesȱthatȱifȱtheȱcostsȱofȱtransportationȱareȱsmall,ȱthenȱtheȱpriceȱofȱthe
sameȱgoodȱinȱdifferentȱcountriesȱshouldȱbeȱroughlyȱtheȱsame.
Answer: TRUE
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition

2) Theȱeffectȱofȱaȱsustainedȱincreaseȱinȱgovernmentȱspendingȱorȱinvestmentȱonȱaggregateȱoutput
isȱlargerȱinȱanȱopenȱeconomyȱthanȱinȱaȱclosedȱeconomy.
Answer: FALSE
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Purchasingȱpowerȱparityȱtheoryȱholdsȱthatȱexchangeȱratesȱareȱsetȱsoȱthatȱtheȱpriceȱofȱsimilar
goodsȱinȱdifferentȱcountriesȱreflectsȱtheȱrelativeȱinterestȱratesȱinȱthoseȱcountries.
Answer: FALSE
Diff:ȱ1
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Definition

4) Fiscalȱpolicyȱisȱmoreȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱflexibleȱandȱtheȱeconomyȱisȱopen.
Answer: FALSE
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

5) Monetaryȱpolicyȱisȱmoreȱeffectiveȱwhenȱtheȱexchangeȱrateȱisȱflexibleȱandȱtheȱeconomyȱisȱopen.
Answer: TRUE
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Expansionaryȱmonetaryȱpolicyȱcausesȱtheȱexchangeȱrateȱtoȱdepreciate.
Answer: TRUE
Diff:ȱ2
Topic: TheȱOpenȱEconomyȱwithȱFlexibleȱExchangeȱRates
Skill: Conceptual
AACSB: ReflectiveȱThinking
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20.4 Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900

1 MultipleȱChoice

1) Theȱgoldȱstandardȱwasȱtheȱmajorȱsystemȱofȱexchangeȱrateȱdetermination
A) priorȱtoȱ1785. B) beforeȱ1914.
C) followingȱWorldȱWarȱII. D) untilȱ1971.

Answer: B
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

2) Underȱtheȱgoldȱstandard,ȱnoȱgoldȱwouldȱenterȱorȱleaveȱtheȱcountryȱif
A) theȱcountryȇsȱoverallȱbalanceȱofȱpaymentsȱwasȱinȱsurplus.
B) theȱcountryȇsȱoverallȱbalanceȱofȱpaymentsȱwasȱinȱdeficit.
C) theȱcountryȇsȱoverallȱbalanceȱofȱpaymentsȱremainedȱinȱbalance.
D) theȱcountryȇsȱoverallȱbalanceȱofȱpaymentsȱwasȱeitherȱinȱsurplusȱorȱinȱdeficit.

Answer: C
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Underȱtheȱgoldȱstandard,ȱifȱgoldȱwasȱflowingȱfromȱtheȱU.S.ȱtoȱGreatȱBritain,ȱtheȱU.S.ȱwould
experienceȱallȱofȱtheȱfollowingȱEXCEPT

A) higherȱinterestȱrates. B) decreasingȱaggregateȱdemand.
C) higherȱprices. D) fallingȱincome.

Answer: C
Diff:ȱ2
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Analytic
AACSB: AnalyticȱSkills

4) TheȱBrettonȱWoodsȱsystemȱwasȱtheȱmajorȱsystemȱofȱexchangeȱrateȱdetermination
A) fromȱtheȱendȱofȱWorldȱWarȱIIȱuntilȱ1971.
B) beforeȱ1914.
C) betweenȱWorldȱWarȱIȱandȱWorldȱWarȱII.
D) afterȱ1971.

Answer: A
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

5) TheȱInternationalȱMonetaryȱFundȱ(IMF)ȱwasȱcreatedȱasȱaȱpartȱofȱthe
A) goldȱstandard. B) BrettonȱWoodsȱagreement.
C) free-floatȱarrangement. D) managedȱfloatingȱsystem.

Answer: B
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact
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6) UnderȱtheȱBrettonȱWoodsȱsystem,ȱcountriesȱexperiencingȱlargeȱandȱpersistentȱcurrentȱaccount
deficitsȱwereȱobligedȱto

A) devalueȱtheirȱcurrencies. B) revalueȱtheirȱcurrencies.
C) expandȱtheirȱeconomies. D) lowerȱtheirȱprices.

Answer: A
Diff:ȱ2
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

7) AȱȈmanagedȱfloatingȈȱsystemȱofȱexchangeȱrateȱdetermination
A) wasȱtheȱprimaryȱsystemȱforȱdeterminingȱexchangeȱratesȱbeforeȱ1914.
B) wasȱtheȱprimaryȱsystemȱforȱdeterminingȱexchangeȱratesȱbetweenȱWorldȱWarȱIȱandȱWorld

WarȱII.
C) wasȱtheȱprimaryȱsystemȱforȱdeterminingȱexchangeȱratesȱfromȱtheȱendȱofȱWorldȱWarȱII

untilȱ1971.
D) hasȱbeenȱtheȱprimaryȱsystemȱforȱdeterminingȱexchangeȱratesȱsinceȱ1971.

Answer: D
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

2 True/False

1) Theȱgoldȱstandardȱwasȱtheȱmajorȱsystemȱofȱexchangeȱrateȱdeterminationȱbeforeȱ1914.
Answer: TRUE
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

2) Underȱtheȱgoldȱstandard,ȱgoldȱwouldȱleaveȱtheȱcountryȱifȱtheȱcountryȇsȱoverallȱbalanceȱof
paymentsȱwasȱinȱsurplus.
Answer: FALSE
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

3) TheȱBrettonȱWoodsȱsystemȱwasȱtheȱmajorȱsystemȱofȱexchangeȱrateȱdeterminationȱbetween
WorldȱWarȱIȱandȱWorldȱWarȱII.
Answer: FALSE
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

4) UnderȱtheȱBrettonȱWoodsȱsystem,ȱcurrenciesȱwereȱfixedȱinȱtermsȱofȱtheȱU.S.ȱdollar.
Answer: TRUE
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact
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5) Sinceȱ1971,ȱtheȱworldȇsȱexchangeȱrateȱsystemȱcanȱbeȱdescribedȱasȱaȱȈfreelyȱfloatingȈȱsystem.
Answer: FALSE
Diff:ȱ1
Topic: Appendix:ȱWorldȱMonetaryȱSystemsȱSinceȱ1900
Skill: Fact

667



Chapterȱ21 EconomicȱGrowthȱinȱDeveloping
andȱTransitionalȱEconomies

21.1 LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty

1 MultipleȱChoice

1) Chronicȱfoodȱshortages,ȱexplosiveȱpopulationȱgrowth,ȱandȱhyperinflationsȱareȱproblemsȱfacing
A) industrialȱcountries. B) firstȱworldȱcountries.
C) developingȱcountries. D) developedȱcountries.

Answer: C
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

2) Inȱdevelopingȱcountries,
A) financialȱmarketsȱareȱwellȱdeveloped.
B) centralȱbanksȱareȱeffectiveȱinȱcontrollingȱtheȱmacroeconomy.
C) laborȱproductivityȱinȱagricultureȱisȱhigh.
D) infantȱmortalityȱisȱhigh.

Answer: D
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

3) Inȱ2006,ȱperȱcapitaȱincomeȱwasȱroughlyȱ________ȱtimesȱlowerȱinȱlow-incomeȱcountriesȱthanȱin
high-incomeȱcountries.

A) 12 B) 31 C) 56 D) 181
Answer: C
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

4) Inȱ2006,ȱtheȱinfantȱmortalityȱrateȱwasȱ________ȱperȱ1,000ȱbirthsȱinȱlow -incomeȱcountries.
A) 6.9 B) 29.9 C) 39.8 D) 114

Answer: D
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

5) Inȱ2005,ȱtheȱnumberȱofȱinternetȱusersȱwasȱ________ȱperȱ1,000ȱpeopleȱinȱhigh-incomeȱcountries.
A) 194 B) 523 C) 774 D) 851

Answer: B
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact
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6) TheȱtermȱȈFourthȱWorldȈȱisȱusedȱtoȱdescribeȱcountriesȱthat
A) areȱstagnantȱandȱhaveȱfallenȱfarȱbehindȱtheȱeconomicȱadvancesȱofȱtheȱrestȱofȱtheȱworld.
B) haveȱexperiencedȱrapidȱeconomicȱgrowth.
C) areȱmoreȱdevelopedȱthanȱȈThirdȱWorldȈȱcountries.
D) areȱcloserȱtoȱdevelopedȱcountriesȱthanȱtransitionalȱeconomies.

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Definition

7) Inȱ2006,ȱtheȱliteracyȱrateȱofȱpeopleȱoverȱtheȱageȱofȱ15ȱwasȱ60.8%ȱforȱpeopleȱinȱcountries
classifiedȱas

A) low-income. B) lowerȱmiddle-income.
C) upperȱmiddle-income. D) high-income.

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

8) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Developingȱcountriesȱhaveȱaȱlowerȱperȱcapitaȱincomeȱcomparedȱtoȱdevelopedȱcountries.
B) Developingȱcountriesȱhaveȱaȱlowerȱinfantȱmortalityȱrateȱcomparedȱtoȱdeveloped

countries.
C) Developingȱcountriesȱhaveȱlowerȱlifeȱexpectancyȱcomparedȱtoȱdevelopedȱcountries.
D) Aȱsmallerȱpercentageȱofȱtheȱpopulationȱliveȱinȱurbanȱareasȱinȱdevelopingȱcountries

comparedȱtoȱdevelopedȱcountries.
Answer: B
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

9) InȱtheȱUnitedȱStates,ȱtheȱpoorestȱ20%ȱofȱtheȱfamiliesȱreceiveȱunderȱ________%ȱofȱtotalȱincome.
A) 1 B) 5 C) 8 D) 10

Answer: B
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

10) TheȱtermȱȈbrainȱdrainȈȱmeansȱtheȱtendencyȱfor
A) talentedȱpeopleȱinȱdevelopingȱcountriesȱtoȱbecomeȱeducatedȱandȱremainȱinȱdeveloped

countries.
B) talentedȱpeopleȱinȱdevelopedȱcountriesȱtoȱbecomeȱeducatedȱandȱremainȱinȱdeveloping

countries.
C) harmȱtoȱbeȱdoneȱtoȱcitizensȱdueȱtoȱtheȱlackȱofȱnutritionȱinȱdevelopingȱcountries.
D) developingȱcountriesȱtoȱhaveȱlimitedȱsocialȱoverheadȱcapital.

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Definition
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11) WhichȱofȱtheȱfollowingȱisȱNOTȱaȱcharacteristicȱthatȱisȱassociatedȱwithȱdevelopedȱcountries?
A) aȱhighȱperȱcapitaȱGNP
B) lowȱinfantȱmortalityȱrates
C) highȱlifeȱexpectancy
D) anȱincomeȱdistributionȱthatȱisȱveryȱcloseȱtoȱbeingȱequal

Answer: D
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

12) CharacteristicsȱofȱeconomicȱdevelopmentȱincludeȱallȱofȱtheȱfollowingȱEXCEPT
A) improvementsȱinȱbasicȱeducation.
B) anȱincreaseȱinȱtheȱstandardȱofȱliving.
C) aȱdecreaseȱinȱtheȱpercentageȱofȱtheȱlaborȱforceȱinȱurbanȱareas.
D) anȱincreaseȱinȱlifeȱexpectancy.

Answer: C
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

13) Whichȱofȱtheȱfollowingȱcharacteristicsȱisȱgenerallyȱrepresentativeȱofȱdevelopedȱcountries
relativeȱtoȱdevelopingȱnations?

A) AȱhigherȱlevelȱofȱperȱcapitaȱGNI
B) Aȱshorterȱlifeȱexpectancy
C) Aȱhigherȱrateȱofȱinfantȱmortality
D) Aȱsmallerȱpercentageȱofȱchildrenȱenrolledȱinȱschool

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

14) Whichȱofȱtheȱfollowingȱcharacteristicsȱisȱgenerallyȱrepresentativeȱofȱdevelopingȱcountries
relativeȱtoȱdevelopedȱcountries?

A) aȱsmallerȱpercentageȱofȱtheȱlaborȱforceȱinȱurbanȱareas
B) aȱlowerȱinfantȱmortalityȱrate
C) aȱgreaterȱdegreeȱofȱequalityȱinȱtheȱincomeȱdistribution
D) aȱlowerȱrateȱofȱilliteracy

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

15) Whichȱofȱtheȱfollowingȱcharacteristicsȱisȱgenerallyȱrepresentativeȱofȱdevelopedȱcountries
relativeȱtoȱdevelopingȱcountries?

A) aȱlargerȱpercentageȱofȱtheȱlaborȱforceȱinȱruralȱareas
B) aȱlowerȱinfantȱmortalityȱrate
C) lowerȱproductivityȱinȱtheȱagricultureȱsector
D) aȱlowerȱrateȱofȱliteracy

Answer: B
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact
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16) Whichȱofȱtheȱfollowingȱcharacteristicsȱisȱgenerallyȱrepresentativeȱofȱdevelopingȱcounties
relativeȱtoȱdevelopedȱcountries?

A) aȱgreaterȱdegreeȱofȱequalityȱinȱtheȱincomeȱdistribution
B) aȱlargerȱpercentageȱofȱtheȱlaborȱforceȱinȱurbanȱareas
C) aȱlowerȱinfantȱmortalityȱrate
D) lowerȱproductivityȱinȱtheȱagriculturalȱsector

Answer: D
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

17) WhichȱofȱtheȱfollowingȱstatementsȱisȱFALSE?
A) Lowȱproductivityȱinȱtheȱagriculturalȱsectorȱinȱdevelopingȱcountriesȱmeansȱthatȱfarm

outputȱperȱpersonȱisȱbarelyȱsufficientȱtoȱfeedȱaȱfarmerȇsȱownȱfamily.
B) Incomeȱtendsȱtoȱbeȱmoreȱequallyȱdistributedȱinȱdevelopingȱcountriesȱthanȱinȱdeveloped

countries.
C) Theȱpercentageȱofȱtheȱlaborȱforceȱemployedȱinȱurbanȱareasȱisȱgreaterȱinȱdeveloped

nationsȱthanȱinȱdevelopingȱnations.
D) Developedȱnationsȱaccountȱforȱonlyȱaboutȱone-quarterȱofȱtheȱworldȇsȱpopulation,ȱbut

theyȱconsumeȱaboutȱthree-quartersȱofȱtheȱworldȇsȱoutput.
Answer: B
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Conceptual
AACSB: ReflectiveȱThinking

18) Inȱtheȱdistributionȱofȱworldȱincome,ȱtheȱrichestȱone-fifthȱofȱtheȱworldȇsȱpopulationȱearnsȱabout
________ȱofȱtheȱworldȱincome.

A) 40% B) 65% C) 79% D) 98%
Answer: C
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

19) Inȱtheȱdistributionȱofȱworldȱincome,ȱtheȱpoorestȱone-fifthȱofȱtheȱworldȇsȱpopulationȱearns
aboutȱ________ȱofȱtheȱworldȱincome.

A) 0.5% B) 2% C) 5% D) 12%
Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

20) Althoughȱtheȱdevelopedȱnationsȱaccountȱforȱonlyȱaboutȱone-quarterȱofȱtheȱworldȇsȱpopulation,
theyȱareȱestimatedȱtoȱconsumeȱwhatȱproportionȱofȱtheȱworldȇsȱoutput?

A) one-quarter B) one-half C) two-thirds D) three-quarters
Answer: D
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact
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21) Althoughȱtheȱdevelopingȱnationsȱaccountȱforȱaboutȱthree-fourthsȱofȱtheȱworldȇsȱpeople,ȱthey
areȱestimatedȱtoȱreceiveȱwhatȱpercentageȱofȱtheȱworldȇsȱincome?

A) one-fourth B) one-third C) two-fifths D) one-half
Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

22) Recentȱstudiesȱsuggestȱthatȱ________ȱofȱtheȱpopulationȱofȱtheȱdevelopingȱnationsȱhaveȱannual
incomesȱinsufficientȱtoȱprovideȱforȱadequateȱnutrition.

A) 10% B) 25% C) 40% D) 75%
Answer: C
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

23) Inȱ2006,ȱtheȱlargestȱpopulationȱgroupȱ(2.4ȱbillionȱpeople)ȱbelongedȱtoȱcountriesȱclassifiedȱas
A) low-income. B) lowerȱmiddle-income.
C) upperȱmiddle-income. D) high-income.

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

24) Whichȱofȱtheȱfollowingȱfactorsȱhasȱbeenȱsuggestedȱasȱanȱexplanationȱforȱtheȱlackȱofȱeconomic
growthȱinȱmanyȱpoorȱnations?

A) insufficientȱcapitalȱformation
B) theȱsupplyȱofȱhumanȱresourcesȱisȱtooȱhigh.
C) inadequateȱlevelȱofȱresources
D) aȱlackȱofȱdependenceȱonȱtheȱalreadyȱdevelopedȱnations

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

25) Theȱlackȱofȱcapitalȱinȱdevelopingȱnationsȱcauses
A) laborȱproductivityȱtoȱremainȱlow.
B) theȱsavingsȱrateȱtoȱbeȱtooȱhigh.
C) outputȱtoȱbeȱlowȱinȱtheȱpresentȱbutȱhighȱinȱtheȱfuture.
D) consumptionȱratesȱtoȱbeȱtooȱhigh.

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Conceptual
AACSB: ReflectiveȱThinking
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26) Anȱeconomyȱisȱnotȱableȱtoȱdevelopȱbecauseȱofȱaȱlackȱofȱcapital.ȱWhichȱofȱtheȱfollowing
strategiesȱwouldȱyouȱsuggestȱthisȱeconomyȱpursue?

A) lowerȱinterestȱrates
B) imposeȱquotasȱonȱhowȱmuchȱcapitalȱcanȱbeȱimportedȱfromȱotherȱcountriesȱtoȱreduce

dependencyȱonȱforeignȱcapital
C) increaseȱtheȱpoliticalȱstabilityȱofȱtheȱeconomy
D) nationalizeȱprivateȱenterprisesȱbecauseȱtheȱgovernmentȱsectorȱisȱnotȱmotivatedȱbyȱprofit

maximization
Answer: C
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Conceptual
AACSB: ReflectiveȱThinking

27) Aȱdevelopingȱeconomyȱisȱconsideringȱrestrictingȱtheȱamountȱofȱmoneyȱitsȱcitizensȱcanȱinvest
abroad.ȱWhatȱmightȱtheȱpurposeȱofȱthisȱrestrictionȱbe?

A) toȱincreaseȱtheȱdependencyȱofȱtheȱeconomyȱonȱdevelopedȱeconomics
B) toȱincreaseȱcapitalȱformationȱbyȱforcingȱitsȱcitizensȱtoȱinvestȱinȱtheirȱownȱcountry
C) toȱreduceȱtheȱnationȇsȱtradeȱdeficitȱsoȱthatȱinterestȱratesȱwillȱbeȱreducedȱandȱcapital

formationȱwillȱincrease
D) toȱincreaseȱtheȱdegreeȱofȱequalityȱinȱtheȱincomeȱdistribution

Answer: B
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Conceptual
AACSB: ReflectiveȱThinking

28) IndiaȱisȱonȱtheȱWorldȱBankȇsȱlistȱofȱ________ȱcountriesȱandȱitsȱcapitalȱcityȱisȱoneȱofȱtheȱtopȱten
centersȱofȱcommerceȱinȱtheȱworld.

A) low-income B) lowerȱmiddle-income
C) upperȱmiddle-income D) high-income

Answer: A
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

2 True/False

1) Investmentȱinȱsocialȱoverheadȱcapitalȱrefersȱtoȱinvestmentȱinȱareasȱlikeȱeducationȱand
nutrition.
Answer: FALSE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Definition

2) TheȱInternationalȱMonetaryȱFundȱ(IMF)ȱmakesȱloansȱtoȱencourageȱeconomicȱdevelopment.
Answer: FALSE
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

673



3) Socialȱoverheadȱcapitalȱisȱbasicȱinfrastructureȱprojectsȱsuchȱasȱroads,ȱpowerȱgenerationȱand
irrigationȱsystems.
Answer: TRUE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Definition

4) Incomeȱdistributionsȱinȱdevelopingȱcountriesȱareȱoftenȱsoȱskewedȱthatȱtheȱrichestȱhouseholds
ofȱveryȱpoorȱnationsȱsurpassȱtheȱlivingȱstandardsȱofȱmanyȱhigh-incomeȱfamiliesȱinȱthe
developedȱeconomies.
Answer: TRUE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

5) Developingȱcountriesȱareȱcharacterizedȱbyȱlowȱpopulationȱgrowthȱrates.
Answer: FALSE
Diff:ȱ2
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

6) Inȱ2006,ȱlow-incomeȱcountriesȱhadȱtheȱhighestȱinfantȱmortalityȱratesȱandȱlowestȱliteracyȱrates
inȱtheȱworld.
Answer: TRUE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

7) AccordingȱtoȱtheȱWorldȱBank,ȱinȱ2006ȱtheȱsmallestȱpopulationȱgroupȱ(810ȱmillionȱpeople)
belongedȱtoȱcountriesȱclassifiedȱasȱupperȱmiddle-income.
Answer: TRUE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact

8) DespiteȱIndiaȱbeingȱonȱtheȱWorldȱBankȇsȱlistȱofȱlow-incomeȱcountries,ȱitsȱcapitalȱcity,ȱMumbai,
isȱoneȱofȱtheȱtopȱtenȱcentersȱofȱcommerceȱinȱtheȱworld.
Answer: TRUE
Diff:ȱ1
Topic: LifeȱinȱtheȱDevelopingȱNations:ȱPopulationȱandȱPoverty
Skill: Fact
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21.2 EconomicsȱDevelopment:ȱSourcesȱandȱStrategies

1 MultipleȱChoice

1) AllȱofȱtheȱfollowingȱareȱfactorsȱthatȱlimitȱaȱpoorȱnationȇsȱeconomicȱgrowthȱEXCEPT
A) insufficientȱcapitalȱformation. B) insufficientȱcontrolsȱonȱfreeȱtrade.
C) lackȱofȱentrepreneurialȱability. D) lackȱofȱhumanȱcapital.

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Theȱvicious-circle-of-povertyȱhypothesisȱstatesȱthatȱpoorȱcountries
A) areȱunableȱtoȱsaveȱandȱinvestȱenoughȱtoȱaccumulateȱcapitalȱstockȱthatȱwouldȱhelpȱthem

grow.
B) cannotȱdevelopȱbecauseȱtheyȱlackȱtheȱabilityȱtoȱeducateȱtheirȱworkers.
C) cannotȱdevelopȱbecauseȱtheirȱeconomicȱpoliciesȱareȱineffective.
D) cannotȱdevelopȱbecauseȱpeopleȱdonȇtȱconsumeȱdueȱtoȱlackȱofȱgoodsȱandȱservices.

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

3) Capitalȱflightȱrefersȱtoȱtheȱfactȱthatȱbothȱhumanȱandȱfinancialȱcapital
A) flowȱintoȱdevelopingȱcountriesȱtoȱbuildȱmuchȱneededȱinfrastructure.
B) leaveȱdevelopingȱcountriesȱinȱsearchȱofȱaȱhigherȱrateȱofȱreturn.
C) leaveȱdevelopedȱcountriesȱinȱsearchȱofȱaȱhigherȱrateȱofȱreturn.
D) flowȱintoȱdevelopingȱcountriesȱtoȱinvestȱinȱriskȱfreeȱinvestments.

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

4) AȱȈbrainȱdrainȈȱis
A) theȱtendencyȱofȱworkersȱinȱdevelopingȱcountriesȱtoȱrejectȱnewȱtechnologies.
B) theȱtendencyȱofȱtalentedȱpeopleȱinȱdevelopingȱcountriesȱtoȱgetȱeducationȱinȱdeveloped

countriesȱandȱtoȱstayȱthereȱafterȱgraduation.
C) theȱimpactȱofȱpovertyȱonȱtheȱproductivityȱofȱworkersȱinȱdevelopingȱcountries.
D) theȱimpactȱofȱmalnutritionȱonȱeducationȱandȱproductivityȱinȱdevelopingȱcountries.

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

5) Compensationȱsentȱbackȱtoȱfamilyȱinȱtheȱhomeȱcountryȱbyȱrecentȱemigrantsȱisȱknownȱas
A) remittances. B) transactionȱcosts.
C) outsourcing. D) capitalȱflight.

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition
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6) ________ȱis/areȱestimatedȱatȱapproximatelyȱ$100ȱbillionȱperȱyear.
A) RemittancesȱsentȱfromȱtheȱUnitedȱStates
B) CapitalȱflightȱfromȱtheȱUnitedȱStates
C) SocialȱoverheadȱcapitalȱinȱtheȱUnitedȱStates
D) TheȱvalueȱofȱbrainȱdrainȱflowingȱintoȱtheȱUnitedȱStates

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

7) Inȱ2007,ȱremittancesȱfromȱillegalȱimmigrantsȱinȱtheȱUnitedȱStatesȱtoȱMexico
A) beganȱtoȱfallȱbecauseȱofȱincreasedȱcrackdownsȱonȱillegalȱimmigration.
B) continuedȱtoȱriseȱdespiteȱincreasedȱcrackdownsȱonȱillegalȱimmigration.
C) beganȱtoȱfallȱdespiteȱaȱdecreaseȱinȱenforcementȱofȱimmigrationȱlaws.
D) continuedȱtoȱriseȱbecauseȱofȱtheȱdecreaseȱinȱenforcementȱofȱimmigrationȱlaws.

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

8) Buildingȱroads,ȱpowerȱgenerators,ȱandȱirrigationȱsystemsȱareȱprojectsȱthatȱareȱreferredȱtoȱas
A) socialȱoverheadȱcapital. B) humanȱcapital.
C) physicalȱcapital. D) financialȱcapital.

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

9) Theȱgovernmentȇsȱroleȱinȱaȱdevelopingȱcountryȱisȱimportantȱduringȱtheȱcountryȇsȱdevelopment
processȱforȱallȱofȱtheȱfollowingȱreasonsȱEXCEPT

A) buildingȱsocialȱoverheadȱcapitalȱcannotȱbeȱtakenȱonȱbyȱtheȱprivateȱsector.
B) buildingȱinfrastructureȱisȱaȱhugeȱprojectȱthatȱonlyȱtheȱgovernmentȱcanȱundertake.
C) manyȱsocialȱprojectsȱareȱassociatedȱwithȱtheȱfree-riderȱproblem,ȱwhichȱminimizesȱthe

rateȱofȱreturnȱtoȱtheȱprivateȱsector.
D) theȱgovernmentȱisȱtheȱonlyȱinstitutionȱwithȱaȱvestedȱinterestȱinȱaȱcountryȇsȱdevelopment.

Answer: D
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Statisticsȱshowȱthatȱtheȱlessȱdevelopedȱaȱcountryȱis
A) theȱlargerȱisȱtheȱshareȱofȱindustrialȱoutputȱinȱitsȱtotalȱoutput.
B) theȱlargerȱisȱtheȱshareȱofȱagriculturalȱoutputȱinȱitsȱtotalȱoutput.
C) theȱlargerȱisȱtheȱperȱcapitaȱincome.
D) theȱlargerȱisȱtheȱGDP.

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact
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11) Theȱprocessȱofȱdevelopingȱlocalȱindustriesȱtoȱmanufactureȱgoodsȱtoȱreplaceȱimportsȱisȱknown
as

A) exportȱpromotion. B) importȱsubstitution.
C) exportȱfavoritism. D) importȱpromotion.

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

12) Aȱdeclineȱinȱaȱcountryȇsȱtermsȱofȱtradeȱmeans
A) theȱdomesticȱpriceȱofȱitsȱexportsȱincreasesȱandȱtheȱworldȱpriceȱofȱitsȱimportsȱdecreases.
B) theȱdomesticȱpriceȱofȱitsȱimportsȱincreasesȱandȱtheȱworldȱpriceȱofȱitsȱexportsȱdecreases.
C) theȱdomesticȱpriceȱofȱitsȱimportsȱdecreasesȱandȱtheȱworldȱpriceȱofȱitsȱexportsȱdecreases.
D) theȱdomesticȱpriceȱofȱbothȱitsȱimportsȱandȱexportsȱdecreases.

Answer: B
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking

13) Aȱdecreaseȱinȱtheȱdomesticȱpriceȱofȱaȱcountryȇsȱimportsȱandȱanȱincreaseȱinȱtheȱworldȱpriceȱofȱits
exports

A) decreasesȱtheȱcountryȇsȱtermsȱofȱtrade.
B) hasȱnoȱeffectȱonȱtheȱcountryȇsȱtermsȱofȱtrade.
C) increasesȱtheȱcountryȇsȱtermsȱofȱtrade.
D) increasesȱtheȱcountryȇsȱimportsȱandȱexports.

Answer: C
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Analytic
AACSB: AnalyticȱSkills

14) Theȱpolicyȱinȱwhichȱindustrialȱproductionȱisȱorientedȱtowardsȱforeignȱconsumersȱisȱcalled
A) importȱsubstitution. B) exportȱpromotion.
C) exportȱorientation. D) importȱpromotion.

Answer: B
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

15) Oneȱofȱtheȱmostȱsuccessfulȱcountriesȱinȱimplementingȱexportȱpromotionȱpoliciesȱis
A) theȱUnitedȱStates. B) Germany.
C) China. D) Japan.

Answer: D
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact
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16) Whichȱagencyȱlendsȱmoneyȱtoȱcountriesȱtoȱpromoteȱtheirȱeconomicȱdevelopment?
A) theȱInternationalȱMonetaryȱFund B) theȱFederalȱReserve
C) theȱWorldȱBank D) theȱLeagueȱofȱNations

Answer: C
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

17) Whichȱagencyȱlendsȱmoneyȱtoȱcountriesȱtoȱhelpȱthemȱstabilizeȱtheirȱexchangeȱrates?
A) theȱInternationalȱMonetaryȱFund B) theȱWorldȱBank
C) theȱFederalȱReserve D) theȱBureauȱdeȱChange

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

18) Whichȱofȱtheȱfollowingȱisȱaȱgoalȱofȱstructuralȱadjustmentȱprograms?
A) decreaseȱtheȱsizeȱofȱtheȱprivateȱsectorȱthroughȱprivatization
B) increaseȱtheȱbudgetȱdeficit
C) controlȱinflationȱandȱencourageȱsaving
D) decreaseȱliteracyȱrates

Answer: C
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking

19) Theȱpracticeȱofȱlendingȱveryȱsmallȱamountsȱofȱmoney,ȱwithoutȱcollateral,ȱandȱacceptingȱsmall
savingsȱdepositsȱisȱknownȱas

A) microfinance B) capitalȱflight
C) debtȱrescheduling D) aȱstabilizationȱprogram

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Definition

20) Withȱmicrofinance,ȱtheȱmechanismȱofȱ________ȱisȱaȱwayȱtoȱavoidȱtheȱproblemȱofȱimperfect
information.

A) requiringȱnoȱcollateral B) peerȱlending
C) makingȱonlyȱsmallȱloans D) acceptingȱsavingsȱdeposits

Answer: B
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking
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21) Comparedȱtoȱtraditionalȱbankȱloans,ȱmicrofinanceȱloansȱhaveȱallȱofȱtheȱfollowing
characteristicsȱEXCEPT

A) theyȱareȱmuchȱsmaller.
B) theyȱrequireȱnoȱcollateral.
C) theyȱareȱmadeȱmoreȱfrequentlyȱtoȱwomenȱthanȱtoȱmen.
D) theyȱhaveȱrepaymentsȱthatȱbeginȱatȱaȱmuchȱlaterȱdate.

Answer: D
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

22) Fromȱ1978ȱtoȱ2003,ȱ________ȱgrewȱonȱaverageȱ8ȱpercentȱperȱyear,ȱaȱrateȱfasterȱthanȱanyȱother
countryȱinȱtheȱworld.

A) India B) China
C) theȱUnitedȱStates D) Russia

Answer: B
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

23) ChinaȱandȱIndiaȱbothȱhaveȱrapidlyȱdevelopingȱeconomies.ȱWhichȱofȱtheȱfollowing
characteristicsȱisȱsharedȱbyȱIndiaȱandȱChina?

A) bothȱhaveȱembracedȱfree-marketȱeconomies
B) propertyȱrightsȱareȱwellȱestablishedȱinȱbothȱcountries
C) bothȱareȱdemocraticȱcountries
D) bothȱhaveȱhighȱliteracyȱrates

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

24) MostȱofȱChinaȇsȱrecentȱgrowthȱhasȱbeenȱfueledȱbyȱ________,ȱandȱmostȱofȱIndiaȇsȱrecentȱgrowth
hasȱbeenȱfueledȱbyȱ________.

A) manufacturing;ȱservices B) services;ȱmanufacturing
C) manufacturing;ȱmanufacturing D) services;ȱservices

Answer: A
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact
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25) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ406ȱ[718]:ȱInȱIndonesia,ȱchildrenȱandȱalliesȱof
PresidentȱSuhartoȱwereȱaffiliatedȱwithȱmanyȱcompanies.ȱWhenȱSuhartoȱunexpectedlyȱfellȱill,
theȱstockȱpricesȱofȱtheseȱcompaniesȱdroppedȱsignificantly,ȱsuggestingȱthat

A) theseȱcompaniesȱthrivedȱunderȱPresidentȱSuhartoȱdespiteȱtheirȱconnectionȱwithȱSuhartoȇs
alliesȱandȱrelatives.

B) laterȱregimesȱinȱIndonesiaȱwillȱbeȱmoreȱconcernedȱaboutȱeconomicȱefficiencyȱandȱless
corrupt.

C) PresidentȱSuhartoȇsȱremovalȱfromȱpowerȱwasȱbasedȱnotȱonlyȱonȱillnessȱbutȱalsoȱon
concernȱoverȱcorruption.

D) investorȱopinionȱofȱmanyȱofȱtheseȱfirmsȱwasȱbasedȱonȱtheirȱconnectionsȱwithȱPresident
Suhartoȱandȱnotȱtheȱeconomicȱefficiencyȱofȱthoseȱcompanies.

Answer: D
Diff:ȱ2
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

2 True/False

1) Inȱaȱdevelopingȱeconomy,ȱscarcityȱofȱcapitalȱmayȱhaveȱmoreȱtoȱdoȱwithȱaȱlackȱofȱincentiveȱfor
citizensȱtoȱsaveȱandȱinvestȱproductivelyȱthanȱwithȱanyȱabsoluteȱscarcityȱofȱincomeȱavailableȱfor
capitalȱaccumulation.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

2) Theȱfollowingȱsituationȱisȱanȱexampleȱofȱanȱimportȱsubstitutionȱstrategy.ȱCostaȱRicaȱhasȱa
comparativeȱadvantageȱinȱtheȱproductionȱofȱcoffeeȱand,ȱasȱaȱresult,ȱtheȱCostaȱRican
governmentȱgrantsȱincentivesȱtoȱcoffeeȱplantersȱtoȱimproveȱtheirȱperformanceȱinȱthe
internationalȱmarketplace.
Answer: FALSE
Diff:ȱ3
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Analytic
AACSB: AnalyticȱSkills

3) Inȱgeneral,ȱasȱaȱnationȇsȱincomeȱincreases,ȱfertilityȱratesȱfall.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

4) Remittancesȱcanȱbeȱusedȱasȱinvestmentȱcapitalȱforȱsmallȱbusinesses.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact
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5) HumanȱcapitalȱshortagesȱareȱNOTȱaȱbarrierȱtoȱeconomicȱgrowthȱinȱdevelopingȱcountries.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

6) Aȱfrequentlyȱcitedȱbarrierȱtoȱeconomicȱdevelopmentȱisȱtheȱapparentȱshortageȱof
entrepreneurialȱactivityȱinȱdevelopingȱnations.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

7) Mostȱeconomistsȱbelieveȱthatȱimport-substitutionȱstrategiesȱhaveȱbeenȱquiteȱsuccessfulȱaround
theȱworld.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

8) Policiesȱdesignedȱtoȱpromoteȱimportȱsubstitutionȱoftenȱencouragedȱlabor-intensiveȱproduction
methods,ȱwhichȱencouragedȱtheȱcreationȱofȱjobs.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

9) Economicȱgrowthȱguaranteesȱeconomicȱdevelopment.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Developingȱcountriesȱoftenȱpursueȱagriculturalȱpoliciesȱthatȱdiscourageȱfarmȱproduction.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

11) Economicȱtheoriesȱofȱpopulationȱgrowthȱsuggestȱthatȱfertilityȱdecisionsȱmadeȱbyȱpoorȱfamilies
shouldȱbeȱviewedȱasȱuninformedȱandȱuncontrolled.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact
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12) Governmentsȱinȱmanyȱdevelopingȱcountriesȱoftenȱmaintainȱartificiallyȱlowȱfoodȱpricesȱbecause
theȱdirectȱpoliticalȱinfluenceȱofȱtheȱrelativelyȱlargeȱruralȱpopulationȱoutweighsȱtheȱinfluenceȱof
theȱrelativelyȱsmallȱurbanȱpopulation.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

13) Exportȱpromotionȱpoliciesȱtryȱtoȱencourageȱfirmsȱtoȱproduceȱmoreȱofȱproductsȱtheȱcountryȱhas
aȱcomparativeȱadvantageȱin.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

14) Microfinanceȱisȱaimedȱatȱintroducingȱentrepreneursȱamongȱtheȱveryȱpoorestȱpartsȱofȱthe
developingȱworldȱtoȱtheȱcapitalȱmarket.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

15) Indiaȱisȱaȱdemocraticȱcountryȱwithȱaȱhistoryȱofȱrule-of-lawȱandȱanȱEnglishȱspeakingȱheritage,
allȱfactorsȱthoughtȱtoȱgiveȱaȱdevelopmentȱadvantage.
Answer: TRUE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

16) Chinaȱhasȱdevelopedȱaȱrapidȱapproachȱtoȱdevelopment.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies
Skill: Fact

17) RelatedȱtoȱtheȱEconomicȱinȱPractice onȱp.ȱ406ȱ[718]:ȱCorruptionȱoftenȱleadsȱtoȱmoreȱefficient
firmsȱproducingȱtheȱgoodsȱandȱservicesȱinȱaȱsociety.
Answer: FALSE
Diff:ȱ1
Topic: EconomicsȱDevelopment:ȱSourcesȱandȱStrategies:ȱEconomicsȱinȱPractice
Skill: Fact

682



21.3 IssuesȱinȱEconomicȱDevelopment

1 MultipleȱChoice

1) StudiesȱbyȱtheȱWorldȱBankȱduringȱtheȱ1970sȱindicateȱthat
A) growthȱinȱGDPȱalwaysȱleadsȱtoȱeconomicȱdevelopment.
B) growthȱinȱGDPȱdoesȱnotȱguaranteeȱimprovementsȱinȱdevelopmentȱindicators.
C) growthȱinȱGDPȱimprovesȱeducation,ȱnutritionȱandȱhealth.
D) growthȱinȱGDPȱdecreasesȱtheȱGDPȱperȱcapita.

Answer: B
Diff:ȱ2
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Fact

2) Theȱpopulationȱinȱdevelopingȱcountriesȱgrowsȱatȱaȱrateȱofȱ________%ȱaȱyear,ȱwhereasȱthe
populationȱinȱdevelopedȱcountriesȱgrowsȱatȱaȱrateȱofȱ________%ȱaȱyear.

A) 1.7;ȱ0.5 B) 1;ȱ2 C) 2.5;ȱ1.5 D) 1.5;ȱ0.1
Answer: A
Diff:ȱ2
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Fact

3) Whenȱrapidȱpopulationȱgrowthȱchangesȱtheȱageȱcompositionȱofȱaȱpopulation,ȱwhichȱofȱthe
followingȱisȱlikelyȱtoȱhappen?

A) theȱpercentageȱofȱdependentȱchildrenȱdecreasesȱrelativeȱtoȱproductiveȱworkingȱadults
B) savingȱratesȱdecrease
C) investmentȱincreases
D) consumptionȱdecreases

Answer: B
Diff:ȱ2
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Thereȱareȱ100ȱmillionȱpeopleȱinȱaȱcountry.ȱOnȱaverage,ȱtheȱnumberȱofȱbirthsȱisȱ7ȱmillionȱand
theȱnumberȱofȱdeathsȱisȱ5ȱmillion.ȱTheȱnaturalȱrateȱofȱpopulationȱincreaseȱinȱthisȱcountryȱis

A) 12%. B) 7%. C) 5%. D) 2%.
Answer: D
Diff:ȱ1
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Analytic
AACSB: AnalyticȱSkills
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5) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ411ȱ[723]:ȱInȱtheȱKeralaȱregionȱofȱIndia,ȱfishermen
usedȱcellȱphonesȱtoȱhelpȱconnectȱbuyersȱandȱsellers,ȱreducingȱwaste.ȱAllȱofȱtheȱfollowing
describeȱwaysȱinȱwhichȱtechnologyȱisȱlikelyȱtoȱimproveȱinformationȱflowȱandȱincrease
economicȱefficiencyȱEXCEPT:

A) Faxȱtechnologyȱmakesȱitȱpossibleȱtoȱtransmitȱsignedȱcontractsȱinȱseconds,ȱallowingȱthe
partiesȱtoȱtheȱcontractȱtoȱbeginȱperformingȱtheirȱcontractȱdutiesȱmoreȱquickly.

B) High-speedȱInternetȱconnectionsȱallowȱengineersȱinȱdevelopingȱcountriesȱtoȱcollaborate
withȱfirmsȱallȱaroundȱtheȱworld.

C) E-mailȱnowȱmakesȱcriminalsȱwhoȱcommitȱcertainȱkindsȱofȱfraudȱveryȱdifficultȱtoȱidentify
andȱarrest.

D) Videoȱconferencingȱdecreasesȱtheȱneedȱforȱexpensiveȱbusinessȱtravel.
Answer: C
Diff:ȱ2
Topic: IssuesȱinȱEconomicȱDevelopment:ȱEconomicsȱinȱPractice
Skill: Analytic
AACSB: AnalyticȱSkills

6) RelatedȱtoȱtheȱEconomicsȱinȱPractice onȱp.ȱ411ȱ[723]:ȱByȱ2001,ȱtheȱmajorityȱofȱtheȱfishingȱfleetȱin
theȱIndianȱstateȱofȱKeralaȱhadȱmobileȱphones.ȱAsȱaȱresultȱofȱtheȱintroductionȱofȱmobileȱphone
serviceȱtoȱthisȱfishingȱindustry,ȱprofitsȱ________ȱandȱconsumerȱpricesȱ________.

A) rose;ȱfell B) fell;ȱrose C) rose;ȱrose D) fell;ȱfell
Answer: A
Diff:ȱ1
Topic: IssuesȱinȱEconomicȱDevelopment:ȱEconomicsȱinȱPractice
Skill: Fact

2 True/False

1) Rapidȱpopulationȱgrowthȱtendsȱtoȱmakeȱtheȱpopulationȱyoungerȱinȱdevelopingȱeconomies.
Answer: TRUE
Diff:ȱ1
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Fact

2) GDPȱgrowthȱleadsȱȱdevelopment.
Answer: FALSE
Diff:ȱ1
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Fact

3) Developedȱcountiesȱhaveȱaȱhigherȱpopulationȱgrowthȱthanȱdevelopingȱcountries.
Answer: FALSE
Diff:ȱ1
Topic: IssuesȱinȱEconomicȱDevelopment
Skill: Fact
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21.4 TheȱTransitionȱtoȱaȱMarketȱEconomy

1 MultipleȱChoice

1) Theȱtragedyȱofȱcommonsȱrelatesȱtoȱtheȱideaȱthat
A) centralȱplanningȱsetsȱallȱproductionȱtargets.
B) allȱwages,ȱprices,ȱandȱinterestȱratesȱareȱcontrolledȱbyȱgovernment.
C) collectiveȱownershipȱmayȱnotȱprovideȱtheȱproperȱprivateȱincentivesȱforȱefficiencyȱbecause

individualsȱdoȱnotȱbearȱtheȱfullȱcostsȱofȱtheirȱownȱdecisions,ȱbutȱenjoyȱtheȱfullȱbenefits.
D) centralȱplanningȱsetsȱallȱdistributionȱtargets.

Answer: C
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Definition

2) Theȱtragedyȱofȱcommonsȱrelatesȱtoȱtheȱideaȱthat
A) centralȱplanningȱsetsȱallȱproductionȱtargets.
B) allȱwages,ȱprices,ȱandȱinterestȱratesȱareȱcontrolledȱbyȱgovernment.
C) commonȱownedȱresourcesȱtendȱtoȱbeȱoverused.
D) centralȱplanningȱsetsȱallȱdistributionȱtargets.

Answer: C
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Definition

3) Theȱso-calledȱtragedyȱofȱcommonsȱrelatesȱtoȱtheȱideaȱthat
A) noȱoneȱhasȱanȱincentiveȱtoȱmaintainȱcollectivelyȱownedȱproperty.
B) collectivelyȱownedȱresourcesȱtendȱtoȱbeȱunderȱused.
C) collectiveȱownershipȱprovidesȱtheȱproperȱprivateȱincentivesȱforȱefficiencyȱbecause

individualsȱbearȱtheȱfullȱcostsȱofȱtheirȱownȱdecisionsȱandȱenjoyȱtheȱfullȱbenefits.
D) centralȱplanningȱsetsȱallȱproductionȱandȱdistributionȱtargets.

Answer: A
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Definition

4) TheȱRussianȱtransitionȱtoȱaȱmarketȱeconomyȱrequired
A) controlsȱoverȱprices.
B) market-supportingȱinstitutionsȱsuchȱasȱaȱdevelopedȱbankingȱsystem,ȱfunctionalȱfinancial

markets,ȱaȱcodeȱofȱcommercialȱlaw,ȱandȱdevelopedȱprocessesȱforȱinsurabilityȱofȱbusiness
activities.

C) controlsȱoverȱwagesȱandȱinterestȱrates.
D) controlsȱplanningȱoverallȱproduction.

Answer: B
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Fact
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5) Inȱaȱcentrallyȱplannedȱeconomy,
A) unemploymentȱhasȱalwaysȱbeenȱveryȱwidespread.
B) wagesȱtendȱtoȱbeȱexceptionallyȱhighȱforȱlow-skillȱjobsȱandȱlowȱforȱhigh-skillȱjobs.
C) theȱlaborȱmarketȱdoesȱnotȱfunctionȱfreelyȱandȱthereȱisȱessentiallyȱnoȱsuchȱthingȱas

unemployment.
D) laborersȱhaveȱremainedȱunemployedȱbecauseȱofȱtechnologyȱdisplacement.

Answer: C
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

6) Withinȱaȱfullyȱemployed,ȱcentrallyȱplannedȱeconomyȱthatȱprovidesȱbasicȱhousing,ȱfood,ȱand
clothingȱatȱveryȱaffordableȱlevelsȱforȱall,

A) thereȱisȱnoȱneedȱforȱunemploymentȱinsurance,ȱwelfare,ȱorȱotherȱsocialȱprograms.
B) thereȱisȱaȱrealȱneedȱforȱgovernmentȱsocialȱwelfareȱprograms.
C) thereȱisȱaȱneedȱforȱgovernmentȱtoȱpermitȱmarket-determinedȱprices.
D) thereȱisȱaȱneedȱforȱgovernmentȱtoȱpermitȱmarket-determinedȱwages.

Answer: A
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

7) TheȱRussianȱtransitionȱtoȱaȱmarketȱeconomyȱwithȱfreeȱlaborȱmarketsȱandȱuncontrolledȱprices
meansȱthat

A) pricesȱwillȱstillȱbeȱcontrolledȱbyȱgovernment.
B) fullȱemploymentȱandȱlowȱpricesȱcanȱbeȱmaintained.
C) wagesȱwillȱstillȱbeȱdeterminedȱbyȱgovernment.
D) unemploymentȱandȱhigherȱpricesȱareȱinevitable.

Answer: D
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

8) Theȱtransitionȱtoȱaȱmarket-orientedȱeconomyȱcharacterizedȱbyȱrisingȱunemploymentȱand
higherȱpricesȱsuggestsȱthat

A) governmentȱmustȱcontinueȱtoȱcentrallyȱplanȱallȱresourceȱallocationsȱtoȱproduction.
B) aȱsocialȱsafetyȱnetȱincludingȱunemploymentȱcompensation,ȱandȱfood,ȱclothing,ȱand

housingȱsubsidiesȱforȱthoseȱinȱneedȱwillȱbeȱpoliticallyȱpopular.
C) governmentȱmustȱsetȱwages,ȱprices,ȱandȱinterestȱrates.
D) governmentȱmustȱcontinueȱtoȱcentrallyȱplanȱtheȱdistributionȱofȱallȱoutputȱinto

consumption.
Answer: B
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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9) Mostȱauthoritiesȱagreeȱthatȱtheȱtransitionȱtoȱaȱmarketȱeconomyȱcanȱbeȱachieved
A) withoutȱexternalȱfinancialȱandȱtechnicalȱassistance.
B) onlyȱwithȱforcefulȱcentralȱplanningȱbyȱtheȱgovernment.
C) onlyȱwithȱexternalȱfinancialȱandȱtechnicalȱassistance.
D) onlyȱwithȱgovernmentȱcontrolsȱonȱwagesȱandȱprices.

Answer: C
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

10) Theȱtransitionȱfromȱsocialismȱtoȱmarketȱcapitalismȱbyȱtheȱshockȱtherapyȱapproachȱsuggests
that

A) theȱtransitionȱproceedȱimmediatelyȱandȱimpactȱallȱeconomicȱvariablesȱatȱonce.
B) governmentȱalwaysȱcentrallyȱplanȱtheȱeconomy.
C) theȱtransitionȱbeȱgradualȱwithȱsequentialȱchangesȱinȱgovernmentȱcontrols,ȱetc.
D) governmentȱalwaysȱcontrolȱwages,ȱprices,ȱandȱinterestȱrates.

Answer: A
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

11) Theȱimmediateȱandȱtotalȱderegulationȱofȱprices,ȱliberalizationȱofȱtrade,ȱprivatization,ȱand
developmentȱofȱfinancialȱinstitutionsȱrepresent

A) theȱgradualismȱtransitionȱapproachȱfromȱsocialismȱtoȱaȱmarketȱeconomy.
B) aȱcooperativeȱsocialistȱmodel.
C) theȱshockȱtherapyȱtransitionȱapproachȱfromȱsocialismȱtoȱaȱmarketȱeconomy.
D) anȱauthoritarianȱsocialistȱmodel.

Answer: C
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

12) Advocatesȱofȱaȱgradualismȱtransitionȱapproachȱfromȱsocialismȱtoȱaȱmarketȱeconomy
recommend

A) moderateȱchangesȱstartingȱwithȱtheȱdevelopmentȱofȱmarketȱinstitutions,ȱtheȱgradual
decontrolȱofȱprices,ȱandȱtheȱprivatizationȱofȱonlyȱtheȱcostȱefficientȱfirms.

B) continuedȱgovernmentȱcontrolsȱoverȱwagesȱforever.
C) anȱimmediateȱandȱtotalȱchangeȱinȱallȱeconomicȱconditions.
D) continuedȱgovernmentȱcontrolsȱoverȱpricesȱforever.

Answer: A
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking
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2 True/False

1) Collectiveȱownershipȱofȱresourcesȱleadsȱtoȱeconomicȱefficiency.
Answer: FALSE
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

2) Collectivelyȱownedȱresourcesȱtendȱtoȱbeȱoverȱusedȱasȱnoȱoneȱhasȱanȱincentiveȱtoȱconserveȱthem
orȱuseȱthemȱoptimally.
Answer: TRUE
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

3) Transitionȱfromȱsocialismȱbyȱshockȱtherapyȱisȱaȱgradualȱprocess.
Answer: FALSE
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Conceptual
AACSB: ReflectiveȱThinking

4) Movingȱfromȱsocialismȱtoȱcapitalismȱasȱfastȱasȱpossibleȱisȱknownȱasȱshockȱtherapy.
Answer: TRUE
Diff:ȱ1
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Definition

5) Marketȱsocialismȱisȱcharacterizedȱbyȱcollectiveȱownershipȱofȱfirmsȱbutȱmarketȱallocationȱof
goods.
Answer: TRUE
Diff:ȱ2
Topic: TheȱTransitionȱtoȱaȱMarketȱEconomy
Skill: Definition
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