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3rd In-Class Exam - - Chapters 11, 13 – 16, 18
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Suppose the economy is producing the full-employment level of real GDP.   An increase in consumer confidence will cause _____ in the equilibrium real GDP and _____ in the equilibrium price level in the short run, everything else held constant.


A.
no change; a decrease



C.
no change; an increase

E.
a decrease; a decrease


B.
an increase; an increase


D.
an increase; a decrease
___
2.
Suppose the economy was producing the full-employment level of real GDP, consumer confidence increased and the economy moved to its new short-run equilibrium.  In the long-run, the self-correcting mechanism moves the economy to its new long-run equilibrium.  Comparing the initial long-run equilibrium to the new long-run equilibrium, there will be   _____ in the equilibrium real GDP and _____ in the equilibrium price level.


A.
no change; a decrease



C.
a decrease; a decrease


E.
no change; an increase

B.
a decrease; an increase


D.
an increase; a decrease
___
3.
Assume the U.S. is initially at long-run, full-employment output.  If European economies enter a recession, then:

A.
the quantity of real GDP demanded in the United States increases and there is downward movement along the U.S. AD curve.

B.
the quantity of real GDP demanded in the United States decreases and there is upward movement along the U.S. AD curve.

C.
U.S. net exports will increase and the U.S. AD curve will shift to the right.


D.
U.S. net exports will decrease and the U.S. AD curve will shift to the left.


E.
the U.S. will experience a short-run inflationary gap and the labor market will be tight in the short run.

___
4.
Which of the following would shift the U.S. aggregate demand (AD) curve to the right?


A.
A decrease in the price level.


B.
The federal government simultaneously decreases G and increases T, experiencing a larger surplus.


C.
Stock prices fall, implying households feel less wealthy.


D.
Households expect future income to increase.


E.
None of the above.

___
5.
Which of the following would shift the short-run aggregate supply (SRAS) curve to the left?


A.
A positive supply shock, such as a decrease in the price of crude oil.
D.
A decrease in the price of a nonlabor input.

B.
A tight labor market which causes wages to increase.




E.
A decrease in future expected inflation.

C.
An increase in the price level.

___
6.
The long-run aggregate supply (LRAS) curve:


A.
is vertical because nominal wages are constant, set by contracts.

D.
will shift to the left if the supply of capital increases.


B.
will shift to the left if immigration from abroad increases.



E.
will shift to the left with advances in technology.

C.
will shift to the right if the government abolished the minimum wage.
___
7.
Which of the following statements about the loanable funds market is false?
A.
An increase in the money supply will shift the supply of loanable funds to the right, causing the interest rate to fall.

B.
A decrease in stock prices will shift the supply of loanable funds to the left, causing the interest rate to rise.

C.
A decrease in the price level will shift the supply of loanable funds to the right, causing a decrease in the interest rate.

D.
If expected inflation falls, the demand for loanable funds will increase, the supply of loanable funds will decrease and the interest rate will increase.
E.
During an expansion, both the demand and supply of loanable funds will increases, and if the shift in demand is greatest, the interest rate will increase.

___
8.
Which of the following would cause an increase in investment?


A.
A decrease in capacity utilization.


C.
A decrease in the interest rate.

E.
A decrease in expected profits.

B.
An increase in the price of capital.


D.
An increase in taxes.
___
9.
Which of the following would cause a decrease in consumption?


A.
A decrease in future expected income.

C.
An increase in real GDP.


E.
A decrease in taxes.

B.
A decrease in the interest rate.



D.
A decrease in the price level.
___
10.
Which of the following in included as investment in GDP?



(i)
cars produced by the country’s residents during the year but unsold at the end of the year



(ii)
new capital equipment produced by the country’s residents and purchased during the year



(iii)
purchases of a company’s stocks and bonds by the country’s residents


A.
(i) only.

B.
(ii) only.


C.
(iii) only.

D.
(i) and (ii).

E.
(i), (ii) and (iii).
___
11.
Frictional unemployment includes people who become unemployed from:

A.
changes in the seasons.



C.
changes in the business cycle.


E.
technological changes.


B.
normal changes in the labor force.

D.
changes in international competition.
___
12.
Unanticipated inflation:

A.
helps savers.









D.
helps those on fixed incomes.





B.
hurts borrowers and helps lenders.




E.
implies a fall in the CPI.

C.
reduces the real value of the government’s debt. 

___
13.
If the price of a variable input increases, a profit-maximizing monopoly will:


A.
not change either price or output.

C.
increase price and decrease output.

E.
decrease price and decrease output.


B.
decrease price and increase output.

D.
increase price and increase output.

___
14.
In the short run, a pure monopoly:

A.
always earns an economic profit.

D.
always realizes a loss.

B.
always earns a normal profit.


E.
may realize an economic profit, a normal profit, or a loss.

C.
will never incur a loss.
___
15.
Which of the following statements is correct?

A.
If a regulated monopoly was forced to earn a “fair return,” it would charge that price where P = MC.

B.
The pure monopolist maximizes profits by producing that output where the distance between P and ATC is the greatest.

C.
If MR > MC, the profit-maximizing monopoly should increase price and reduce output.

D.
In producing the profit-maximizing output, a pure monopoly fails to maximize society welfare because it underallocates resources to its production.

E.
If a monopoly only had fixed cost, then at its profit-maximizing output, the price elasticity of demand would be greater than 1.
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 a demand and supply diagram showing the loanable funds market, illustrate and describe what happens to the equilibrium interest rate given a decline in the federal government deficit.  Thoroughly explain how the change in the equilibrium interest rate affects consumption, investment and net exports.   (15 points)
2.
Using the AD, SRAS, and LRAS model, illustrate and describe the short-run effect of a decrease in housing prices which reduces household wealth.  Illustrate and describe how the long-run self-correcting mechanism would return the economy to full employment.  What are the Monetarists’ views of the self-correcting mechanism?  Illustrate and describe how a Keynesian would return the economy to full employment.  (15 points)
3.
Assume a coupon bond that matures in two years pays a $100 coupon at the end of the first year and at the end of the second year.  When the bond matures two years from now, it also pays a face value of $1000 at the end of year 2.  What is the current price of the bond if the interest rate is 8%?   What happens to the current bond price if interest rates increase?  (8 points)
.
Table 1 below shows the demand curve and the cost schedule for a profit-maximizing monopoly.  (17 points)
	Table 1

	Monopolist’s Demand Curve
	
	Monopolist’s Cost Schedule

	Price
	Quantity

Demanded
	Total

Revenue
	Marginal

Revenue
	
	Quantity

Supplied
	Total

Costs
	Marginal

Costs

	$13


	30
	$390
	- - -
	
	30
	$340
	· -   -

	12


	40
	480
	
	
	40
	410
	

	11


	50
	550
	
	
	50
	480
	

	10


	60
	600
	
	
	60
	550
	

	9


	70
	630
	
	
	70
	620
	


 A.
Fill in the values for marginal revenue and marginal cost in Table 1 above.  (8 points)

B.
Given the data above, what is the profit-maximizing monopolist’s price and output?  Why?  What are the firm’s profits?  (4 points)
C.
Assume the government imposes a flat $100 tax on the monopoly.  What happens to the firm’s profit-maximizing price and output?  Why?  What is the firm’s profit after taxes?  What happens in the long run?  (5 points)
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