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3rd In-Class Exam - - Chapters 10 - 11, 13 – 15, 18
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Which of the following would cause an increase in consumption?

A.
A decrease in consumer confidence.



D.
An increase in taxes.

B.
A decrease in the expected future price level.

E.
A decrease in the current price level.

C.
An increase in the interest rate.
___
2.
Which of the following would cause a decrease in investment?

A.
A decrease in the price of capital.


D.
A decrease in government regulation.

B.
An increase in capacity utilization.


E.
An increase in expected profits.

C.
An increase in taxes.

___
3.
Which of the following would cause an increase in U.S. net exports?


A.
An increase in the U.S. interest rate.




D.
A, B and C.

B.
The dollar appreciates or the dollar becomes stronger.

E.
None of these answers.

C.
An increase in the U.S. price level.

___
4.
Which of the following statements about the loanable funds market is true?
A.
An increase in the government deficit will shift the supply of loanable funds to the left, causing the interest rate to rise.

B.
An increase in the money supply will shift the supply of loanable funds to the right, causing the interest rate to fall.

C.
An increase in increase in wealth will shift the demand for loanable funds to the left, causing the interest rate to fall.

D.
An increase in the risk of bonds will shift the demand for loanable funds to the right, causing the interest rate to increase.
E.
An increase in stock prices would shift the supply of loanable funds to the right, causing the interest rate to fall.
___ 5.
In which of the following situations would you prefer to be borrowing?

A.
The interest rate is 9 percent and the expected inflation rate is 7 percent.


B.
The interest rate is 4 percent and the expected inflation rate is 1 percent.


C.
The interest rate is 13 percent and the expected inflation rate is 15 percent.


D.
The interest rate is 25 percent and the expected inflation rate is 28 percent.
___
6.
In calculating GDP, investment would include:

A.
new home construction.







D.
purchases of shares of stock in corporate business.

B.
personal consumption expenditures on durable goods.

E.
None of these answers.

C.
government construction of new highways and dams.

___
7.
Which of the following statements is correct?  The long-run industry supply curve for a perfectly competitive:


A.
decreasing-cost industry will be upward sloping.

C.
increasing-cost industry will be upward sloping.

B.
increasing-cost industry will be horizontal.


D.
increasing-cost industry will be downward sloping.
___
8.
Assume a perfectly competitive, decreasing-cost industry is initially in long-run equilibrium.  If there is a decrease in demand, in the short run:

A.
the market price will increase, the market output will increase, the output of the typical firm will increase and the typical firm will earn economic profits.


B.
the market price will increase, the market output will decrease, the output of the typical firm will decrease and the typical firm will incur a loss.


C.
the market price will decrease, the market output will increase, the output of the typical firm will increase, and the typical firm will earn economic profits.


D.
the market price will decrease, the market output will decrease, the output of the typical firm will decrease, and the typical firm will incur a loss.


E.
the short-run industry supply curve will shift to the left and the marginal cost and the average total cost curves of the typical firm will shift up.
___
9.
Moving down the elastic portion of a monopolist’s demand curve, total revenue is:


A.
increasing and marginal revenue is negative.

C.
decreasing and marginal revenue is positive.


B.
decreasing and marginal revenue is negative.

D.
increasing and marginal revenue is positive.

___
10.
Suppose a perfectly competitive, decreasing-cost industry is initially in long-run equilibrium.  If there is a decrease in demand, in the long run:


A.
the market price will be greater than the initial market price.

D.
firms will enter the industry.


B.
the market price will be less than the initial market price.


E.
the market price will return to the initial market price.

C.
the market output will be greater than the initial market output.


___
11.
A monopolist will shut down in the short run if price:
A. equals average total cost.



D.
is less than average total cost.

B. is less than average fixed cost.


E.
is less than marginal cost.

C. is less than average variable cost.

___
12.
If a profit-maximizing monopoly’s fixed cost increases, it will:

A.
not change its price and it will not change its output.

D.
decrease price and decrease output.

B.
increase price and decrease output.





E.
increase price and increase output.
C.
decrease price and increase output.

___
13.
In the long run, a monopolist’s economic profit:
A. must be zero.

B.
must be negative.


C.
must be positive.

D.
must be either zero or positive.
___
14.
Moving along the short-run aggregate supply curve (SRAS), when the price level increases, the:

A.
real wage rises and there is a decrease in the quantity of real GDP supplied.

B.
nominal wage rate rises and there is a decrease in the quantity of real GDP supplied.

C.
nominal wage rate falls and there is an increase in the quantity of real GDP supplied.

D.
real wage rate rises and there is an increase in the quantity of real GDP supplied.

E.
real wage rate falls and there is an increase in the quantity of real GDP supplied.
___
15.
Regarding the AD, SRAS, and LRAS model, which of the following statements is false?

A.
A decrease in expected profits causes a decrease in investment and the AD curve will shift to the left.

B.
If current output exceeds the full employment level, then over time, wages will fall and the SRAS will shift to the right.

C.
Advances in technology will shift the LRAS curve to the right.

D.
An increase in the GDP of a foreign trading partner will cause net exports to increase and the AD curve will shift to the right.


E.
An increase in expected  inflation will lead to workers demanding higher wages and the SRAS curve will shift to the left.

Part II. Short Answer Questions (55 points total).  For each of the following questions, give a concise, but complete answer.  When appropriate, use math, graphs, or equations to help explain your answer.  Completely label all graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Using two diagrams, one showing the demand and supply curves of a perfectly competitive, increasing-cost industry and the other showing the ATC and MC curves of the typical firm, illustrate and describe the short-run and long-run effects of a decrease in demand.  (10 points)
2.
Using the AD, SRAS, and LRAS model, illustrate and describe the short-run effect of a decrease in stock prices.  Illustrate and describe how the long-run self-correcting mechanism would return the economy to full employment.  Illustrate and describe how a Keynesian would return the economy to full employment.  (15 points)
3.
Illustrate the case where a profit-maximizing monopolist will produce in the short run but incur a loss.  Draw the monopolist’s demand curve, marginal revenue curve, ATC curve, AVC curve and MC curve.  Illustrate and explain why the firm would produce in the short run and not shut down.  (10 points)
4.
Answer each of the following questions.  (10 points)
A.
Distinguish between frictional, structural and cyclical unemployment.  (3 points)
B.
Assume a firm is considering a project that requires spending $200 in year 0, but it will generate $125 of revenues in year 1 and $100 of revenue in year 2.  If the interest rate is 10%, calculate the net present value of the project to the nearest penny.  Would you undertake or reject the project?  (4 points)
C.
In 2005, the GDP price deflator was 113.000.   In 2006, the GDP price deflator was 116.567.  On average how much did prices increase between 2005 and 2006?  Show your work.  (3 points)
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