






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.

2. An increase in which of the following will most

3. Which of the following will cause aggregate





input to production, will result in which of the

full-employment level of output. Which of the

7. Thailand and Malaysia are trading partners. If



12. Assume the economy is currently in long-run

in the long run in which of the following ways?

13. The term "value added" for a firm is best defined



16. According to the business cycle represented in the diagram

20. Which of the following is true about inflation and

nominal interest rate exceeds the real

(E) The nominal interest rate is the difference
between the real interest rate and the



(D) the short-run aggregate supply curve

(A) The supply and demand for loanable funds

(B) The supply and demand for loanable funds

(C) The demand for loanable funds by the private

(D) The real interest rate will increase.
(E) The real interest rate will decrease.

changes in interest rates, which of the following

(D) increase the interest rate and decrease

(E) increase both the interest rate and investment

bank's required reserves and the bank's loans?



two countries that use the same amount of

in its estimates of changes in the cost of living?

(D) Product improvements are not always fully

savings account. What immediate effect does

(A) The actual unemployment rate equals the

(B) The actual unemployment rate equals the

(D) The actual inflation rate is always equal to
the expected inflation rate because of labor

rate equals the expected inflation rate.

and its central bank decreases the money supply.
The actions will result in an increase in which

36. When there is excess demand in the loanable
funds market, which of the following will occur?



39. When Stephanie took out a one-year fixed-rate
loan, she expected to pay a real interest rate of

following could have caused the decrease in the

(C) There was a decrease in the money supply.
(D) The actual inflation rate was greater than the

(E) The actual inflation rate was less than the

41. Which of the following would most likely lead
to cost-push inflation in the short run?

criticized for understating the level of joblessness

(B) individuals working more than one job

(E) part-time workers are counted as unemployed

of output that is greater than potential output. If
there were no active fiscal or monetary policy



45. An increase in which of the following will most
likely cause an increase in aggregate demand and

46. If the central bank of a country wishes to maintain
a stable nominal interest rate after a decrease in

following actions will achieve the goal?

(A) Real interest rates increase and net exports

(C) Real interest rates increase with no change in

(D) Real interest rates decrease and net exports

(E) Real interest rates decrease and net exports



following will occur in the long run if the actual
unemployment rate exceeds the natural rate of

(E) Long-run aggregate supply will decrease.

53. Assume that the market for bottled water is in
equilibrium. If both the supply of and the demand
for bottled water decrease, what will be the effect

55. Assume that the United States current account
balance is zero. If the United States dollar
appreciates against the Japanese yen, then
demand for United States exports will

(B) The aggregate demand curve will shift to

(C) The short-run aggregate supply curve will

57. Which of the following best illustrates rising



(E) the money multiplier is less than one

(A) It is the sum of the country's trade deficit and







1. Assume that a country's economy is currently in recession.
(a) Draw a correctly labeled graph of the long-run and short-run Phillips curves. Label the current equilibrium

(b) Assume banks in the country hold no excess reserves and the public's holding of currency is constant.

(i) By how much will the monetary base of the country change?
(ii) Calculate the change in the amount of loans in the banking system in the country.
(iii) Calculate the change in the money supply in the country.

(c) Draw a correctly labeled graph of the money market and show the effect of the change in the money supply
identified in part (b)(ill) on the nominal interest rate.

(e) Based on the change in the interest rate identified in part (c), how will the international value of the

(f) Based on your answer in part (e), will the country's net exports increase, decrease, or stay the same?





1. Assume that a country's economy is currently in recession.
(a) Draw a correctly labeled graph of the long-run and short-run Phillips curves. Label the current equilibrium

(i) By how much will the monetary base of the country change?
(ii) Calculate the change in the amount of loans in the banking system in the country.
(lil) Calculate the change in the money supply in the country.

(c) Draw a correctly labeled graph of the money market and show the effect of the change in the money supply
identified in part (b)(ill) on the nominal interest rate.

consistent with the effect of the change in the nominal interest rate identified in part (c).

(f) Based on your answer in part (e), will the country's net exports increase, decrease, or stay the same?









2. Suppose that the United States government implements a fiscal policy that increases the budget surplus.
(a) Draw a correctly labeled graph of the loanable funds market and show the effect of the increase in the

budget surplus on the equilibrium real interest rate.

(c) Suppose that the Federal Reserve, the central bank of the United States, decides to offset the change in the

(i) Would the Federal Reserve buy or sell the euro?

(d) Suppose that the Federal Reserve wants to counteract the real interest rate change identified in part (a).
What open-market operation would the Federal Reserve use?
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APPENDIX - ANSWERS

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









dollar or increases the supply of the dollar.)



One point is earned for correctly stating that real wages will decrease and for explaining that the increase
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