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3rd In-Class Exam - - Chapters 11, 13-16, 20
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
If expected inflation increases, then:

A.
the demand curve for loanable funds shifts to the left, the supply curve of loanable funds shifts to the right, and the equilibrium nominal interest rate declines.

B.
both the demand and supply of loanable funds shift to the right, but the change in the equilibrium nominal interest rate is indeterminate.

C.
the demand for loanable funds shifts to the right, the supply of loanable funds shifts to the left, and the equilibrium nominal interest rate will increase.


D.
both the demand and supply of loanable funds shift to the left, but the change in the equilibrium nominal interest rate is indeterminate.


E.
the short-run aggregate supply curve shifts to the right.

___
2.
Which of the following is included in GDP?

A.
The sale of financial assets such as stocks and bonds.

B.
The sale of used goods and the sale of intermediate goods.


C.
Government transfer payments and the interest the government pays on the national debt.


D.
Business spending on new plants and new machines, changes in inventory and new residential construction.


E.
None of the above.
___
3.
In 1994 the CPI was 120 and in 1995 it was 130.  What was the inflation rate between 1994 and 1995?


A.
10 percent.

B.
8.33 percent.

C.
7.7 percent.

D.
30 percent.

E.
None of these answers.
___
4.
After 15 years with the Ford Motor Company, Cameron loses his job.  His boss explained that his position had been downsized after technological advances in automobile production.  Cameron is considered:


A.
not in the labor force.


D.
cyclically unemployed.

B.
frictionally unemployed.

E.
seasonally unemployed.

C.
structurally unemployed.
___
5.
In the long-run, classical macroeconomic model, if the labor supply decreases:

A.
the aggregate demand curve shifts to the left, the equilibrium price level decreases, but the equilibrium level of GDP is unaffected.


B.
the long-run aggregate supply curve shifts to the left, the equilibrium price level increases and the equilibrium level of GDP falls.


C.
the long-run aggregate supply curve shifts to the right, the equilibrium price level decreases and the equilibrium level of GDP increases.


D.
the aggregate demand curve shifts to the right, the equilibrium price level increases, but the equilibrium level of GDP is unaffected.


E.
real wages decline and employment increases.
___
6.
Which of the following would cause an increase in consumption?

A.
An increase in income taxes.

D.
An increase in the interest rate.

B.
An increase in the price level.

E.
An increase in expected future income.

C.
A decrease in real GDP.

___
7.
Investment will increase if:

A.
the government imposes costly new regulations on firms.

D.
capacity utilization decreases.

B.
the price of capital falls.








E.
expected profits fall.

C.
corporate income tax rates increase.

___
8.
Which of the following statements is false?


A.
During a business expansion, the demand for loanable funds shifts to the right.


B.
If the interest rate increases, then bond prices also increase.


C.
If bonds become riskier, the supply of loanable funds shifts to the left and the equilibrium interest rate rises.


D.
The price of a coupon bond is equal to the present value of the coupon payments and the face value paid in the future.


E.
If the net present value of an investment project is negative, the project should be rejected.

___
9.
Which of the following statements about the aggregate demand curve is true?

A.
The aggregate demand curve is downward sloping because a decrease in the price level decreases household wealth which decreases household spending on goods and services.

B.
The aggregate demand curve is downward sloping because a decrease in the price level implies a decrease in the exchange rate and foreigners buy more exports because they are relatively cheaper.

C.
The aggregate demand curve is downward sloping because a decrease in the price level causes an increase in the interest rate and a decline in household and business spending on goods and services.

D.
A decrease in stock prices causes the aggregate demand curve to shift to the right.

E.
An increase in the money supply causes the aggregate demand curve to shift to the left.
___
10.
Which of the following statements is true?


A.
Along the long-run aggregate supply curve nominal wages are constant because they have been set by contracts.

B.
Along the short-run aggregate supply curve the economy is always at full employment because nominal wages and prices are flexible.


C.
A tight labor market leads to a rise in nominal wages and the short-run aggregate supply curve shifts to the left.


D.
A decrease in the price of crude oil shifts the short-run aggregate supply curve to the left.


E.
An decrease in natural resources causes the long-run aggregate supply curve to shift to the right.

___
11.
In which of the following cases would you prefer to be lending?


A.
The nominal interest rate is 7% and expected inflation is 3%.



B.
The nominal interest rate is 9% and expected inflation is 6%.


C.
The nominal interest rate is 6% and expected inflation is 1%.


D.
The nominal interest rate is 10% and expected inflation is 12%.

___
12.
Net exports will increase if:


A.
foreign countries experience a severe recession.

D.
the exchange rate increases.

B.
the domestic price level increases.




E.
the price levels of foreign countries decline.

C.
the interest rate decreases.

___
13.
Suppose regulators require a monopoly to set its price so that it only earns a fair return and continues to stay in business with zero economic profits.  Which of the following outputs will the regulators choose?

A.
The output where the MC curve cuts the demand curve.
D.
The output where the ATC curve cuts the demand curve.

B.
The output where the MR curve cuts the MC curve.

E.
The output where the ATC curve cuts the MR curve.

C.
The output where the MR curve cuts the horizontal axis.

___
14.
Assume the economy was initially at full-employment, long-run equilibrium.  If business become more optimistic and they expect future profits to increase, which of the following would describe the economy’s move to its new short-run equilibrium?
A.
The SRAS will shift to the left, causing the price level to increase and real GDP to fall as the economy experiences a recessionary gap.

B.
The SRAS will shift to the right, causing the price level to decrease and real GDP to increase as the economy experiences an inflationary gap.

C.
The AD curve will shift to the right, causing both the price level and real GDP to increase as the economy experiences an inflationary gap.

D.
The AD curve will shift to the left, causing both the price level and real GDP to decrease as the economy experiences a recessionary gap.

E.
None of the above.

___
15.
Assume the economy was initially at full-employment, long-run equilibrium, but there was an increase in future profits expected by businesses, and the economy moved to its new short-run equilibrium.  According to the self-correcting mechanism, in the long run:

A.
a loose labor market causes wages to fall, the SRAS shifts to the right, the price level will fall, and output will increase to the full-employment level.

B.
a tight labor market causes wages to increase, the SRAS shifts to the left, the price level will increase, and output will decrease to the full-employment level.

C.
the economy will return to full-employment output because the government will shift the AD curve to the right by either increasing government spending on goods and services, decreasing taxes, or increasing the money supply.

D.
the economy will return to full-employment output because the government will shift the AD curve to the left by either decreasing government spending on goods and services, increasing taxes, or decreasing the money supply.

E.
None of the above.

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.  Label all the axes of your graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Figure 1 shows the market demand curve and the long-run industry supply curve for a constant-cost, perfectly competitive industry.  Assume the industry becomes monopolized with no change in cost conditions.  Use Figure 1 to show both the monopoly price and output.  Identify the area showing the deadweight loss (DWL) of the monopoly.  Illustrate on the graph what would happen to the monopoly price and output if monopolization of the competitive industry resulted in economies of scale.  (15 points)

Figure 1
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2.
Figure 2 shows the demand and supply of loanable funds and the current equilibrium interest rate.  Use this diagram to illustrate and describe how an increase in G financed by an increase in government borrowing affects I and C.  (10 points)

Figure 2
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3.
Figure 3 shows the four-quadrant diagram of the long-run, Classical macro model.  Using Figure 3, illustrate and describe what would happen in the long run if human capital increased.  (15 points)

Figure 3
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4.
Using the AD-SRAS-LRAS model discussed in class, illustrate and describe what would happen in the short run if consumer confidence declined.  Use your graph to illustrate and explain how Monetarists believe the economy will self correct in the long run.  Finally, describe how and why a Keynesian would react to the short-run decline in consumer confidence.  (15 points)
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