




Directions: Each of the questions or incomplete statements below is followed by five suggested answers or
completions. Select the one that is best in each case and then fill in the corresponding circle on the answer sheet.

1. Which of the following typically occurs during an

3. If both the nominal interest rate and the expected
inflation rate increase, what will happen to the

(A) It will increase because the expected inflation

(B) It will increase because the nominal interest

rate increases by more than the nominal

(D) It will decrease because the nominal interest

4. Which of the following statements is true about an

(C) It decreases the equilibrium real interest rate.

5. Which of the following will most likely result

(C) The fact that banks retain an amount of bank
reserves that is less than the amount of

(A) An increase in the price level and a decrease



(D) Decreasing income tax rates and increasing

(E) Decreasing income tax rates and increasing

(A) South Korean computer companies sell more

(C) South Koreans spend more vacations in the

(D) United States banks provide more banking

houses will result in which of the following?

(D) Aggregate demand will not change, since

11. Suppose that a country's nominal gross domestic

(D) More goods and services were produced in

(E) Fewer goods and services were produced in

(A) The United States dollar will appreciate in

(C) The United States exports will increase.
(D) The demand for United States dollars will



15. In the short run, a reduction in the money supply

(D) a leftward shift in the aggregate supply curve

18. If real interest rates in the United States fall

(A) British investors will buy more United States

(B) British exports to the United States will

(E) The British pound will appreciate relative to





22. Pat deposits a portion of her wages into a personal

in energy prices, and policy makers adopt

demand. Compared with the initial short-run

25. Assume that the marginal propensity to consume

26. An ongoing increase in the price of oil will

increases, which of the following will occur in the



29. Which of the following monetary and fiscal

(B) Buying government bonds in the open market

(C) Selling government bonds in the open market

(D) Selling government bonds in the open market

(A) Taxes received from the public equal

(E) Saving plus investment equals imports plus

31. If the short-run aggregate supply curve is upward
sloping, which of the following will cause

32. Sam and Bill run a leaf raking and lawn mowing

describes Sam's and Bill's absolute and

(A) increase, and output will remain at the

(C) increase, and output will be below the

(D) remain unchanged, and output will remain



(E) the long-run aggregate supply curve is

(C) United States tourists will pay fewer dollars

(D) The European trade deficit will increase.
(E) The United States trade deficit will decrease.

38. Which of the following will occur in the money
market when the aggregate price level increases?
(A) The money supply will increase and nominal

(C) The demand for money will increase and

(D) The demand for money will decrease and



43. Which of the following is true when interest

(C) The opportunity cost of holding cash stays

(D) The money demand curve shifts to the right.
(E) The money supply curve shifts to the right.

45. All of the following explain why prices and wages



increase the value of its currency on foreign

50. An increase in the expected inflation rate will

(A) short-run Phillips curve to shift to the left
(B) short-run Phillips curve to shift to the right
(C) long-run Phillips curve to shift to the left

51. Which of the following is most likely included in

(A) Matt gives his secondhand bicycle to his

loans the bank can make from its reserves?

54. Which of the following is true about the

cause a movement along the short-run



55. When the total amount the government spends
equals tax revenues in any given year, which of

56. How does the automatic adjustment mechanism

the short-run aggregate supply curve to

(D) Nominal wages rise, shifting the short-run

(E) Nominal wages rise, shifting the short-run

57. Which of the following statements about inflation

(A) The expected inflation rate is the difference
between nominal and real interest rates.

(A) the amount of time spent on the activity
(B) the value of the benefit received from



contributes most to long-term economic growth?
(A) Social security and other transfer payments

60. If consumers in Canada increase their demand for
products that are manufactured in India, which of

(C) India's financial capital inflow will increase.

(E) The supply of Canadian dollars will decrease.





writing your responses before the reading period is over. It is suggested that you spend approximately half



(b) Identify one action the central bank can take to help the economy recover from the recession.

(e) Assume there is an increase in business confidence as a result of the central bank's action.
(i) What will happen to the demand for capital goods?

(f) Given your answer to part (e), what is the effect on potential real output in the long run? Explain.





(b) Identify one action the central bank can take to help the economy recover from the recession.

(e) Assume there is an increase in business confidence as a result of the central bank's action.
(i) What will happen to the demand for capital goods?

(f) Given your answer to part (e), what is the effect on potential real output in the long run? Explain.









2. The exchange rate between the Australian dollar and the Indian rupee is determined in a flexible foreign

(a) Assume India is currently in recession. What fiscal policy action could the Indian government take to

(b) What would be the effect of the fiscal policy action identified in part (a) on interest rates in India?
(c) Draw a correctly labeled graph of the foreign exchange market for the Australian dollar. Show on your

graph the impact of the change in interest rates identified in part (b) on each of the following.

(ii) The equilibrium exchange rate of the Australian dollar
(d) What would be the effect of the change in the exchange rate identified in part (c)(ii) on Australian exports?
(e) What would be the effect of the change in Australian exports identified in part (d) on Australian
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APPENDIX - ANSWERS

Matching multiple-choice answers and free-response scoring follow.





The following contains the scoring guidelines
for the free-response questions in this exam.
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increase in real output and price level.
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