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Sup pose 2 Mexican cirizen takes a Grcyhou.nd bus

wip from Mexico City to &\, S.Ciy. Wh].[c on

her m% s sick and receives u-catrnent ata
hospf’

of the following rc;;fcsc_nrs. the
trade that took place? :
The bus aip aid the medical care are cor.mtcd as

2 Mexican imported service.

The wip is 2 U.S: export and the mcd.lczl service
s

)8

X

is not counted.

Q) The wip is fiot counted in the balance of wade
and the medical service is 2 U.S. export.
D) Neicher the tip nor medical service appeats n

the balance of trade accouats.

é/ Suppose you buy 2 plane dcker on Swiss Air,
travel to Zurich, buy chocolate, and bring it back
to the U.S. The plane ticker is an for the
U.S: and the chocolate is an for the USS.

A)  export of a service; export of a good-
i.mporr of 2 service; import of z good

- Q) imporrofa good import of a service -1

D) export of 2 good; export of a service” Y -

Suppose that a shock causes the aggregate dcma.ud
. curve to shift rightward, . -

A)
tion in employment buc will eventually remim to
full employmenc.
ourpur inidally will exceed potendal GDP, but
the economy will return to potendal GDP with
2 higher price Jevel.
the short-run aggregate supply curve will not

shift Jefoward anc[ there will be conr_mu*d infla-

-
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evenrually the shorerun .agch.gatc supply curve
wiill shift lefrward and there will be condnued

RS .

“the cconomyw:ﬂ experience 2 rcmporary reduc- ¥
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In the above figure, suppose the economy is ini-
ially 4t point A when firms come to expect that
future tax rate changes will reduce the proficabilicy
of invéstmene. In che Keynesian theory, which of
the following occur?
1. Investment will decrease. v
I.  There will be 2 movement to point D.
IIl. Moncy wages will not fall. o7
A) Ioaly.
B} Dand I
‘Tand II0.

/d/ )) IO and OL

&. All of the following, except one, would be expected to
give rise 1o 5 leftward shift in the aggregate demand
curve in the United States. Which is the odd odd one cut?

an economic downturn in Europe =

a decline in new business investment «~

a reaucuon in exports “’ -
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Supgosc the only revenue tzken -in‘by the gov-
v ernment is in the form of income tx, 2ed the tax

fate is 10 percent. If aggregace income is 3800 bil-
. lion, and governmenc expendicures are 5100 bil-

lion'then

Y

.B)
0

D)

p

@. Assume 2 closed ecohomy in which households spend -

the gévcmmcnt budger shows a deficit of 520

billian. _
the govemnment budget shows 2 surplus of $20

billion.
the government budger shows acither a surplus

nor z deficic, ,
the government budger shows a deficit of 530

billian.

] Supposc-th:lt inz particular c:onon_;y, r.ixc mul-:i._-

* plieris equal t0 5. In terms of aggregate demand

A)
B)

Q

and aggregate supply, this value For_rhc"ﬁxﬁltiplicr :

means that after a change in invcsu;lr;nr © '
ac each level of real GDP, the aggregite demand
curve shifts upward by an amounr equal to 5

. dmes the change in investmenc.

2t cach level of real GDP, the aggregate supply

" curve shifts upward by an amount equal o 5
times the change in Investmenc
a2t exch price level, the aggregate supply curve
shifs rightward by 20 amount equal to 5 dmes
the change in investment :
at each price level, the aggregate demand curve
shifcs rightward by an amounc equal 1o 5 times

the change in investment

80 percent of any increase in disposable income they

receive. In income-expenditure analysis, an increase in

government spending of $100 million, accomnpanied
by an increase in taxes of $100 million that is put into
effect by increasing the taxes of everyorie in the popu-
lation by the same amount, will cause the equilibrium
level of national output to'change by:

a. $30 million.

¥ S$100 million.
¢. .5300 mitlion.
d. $500 million. - -

e. $800 million.

/@@ Suppose chat i 2 pardcular economy, the muld-

" plieris equal to 5. In terms of aggregate demand
and aggregate supply, this value for the muldplier
means that after a change in investment :

ac cach level of real GDP, the aggregate demand |
curve shifts upward by an amount equal to 5
times the change in invesunent

at each level of real GDP, the aggregate supply
curve shifts upward by an amount equal to 5~
times the change in invesument.

at each price level, the aggregare supply curve
shifes rightward by an amount equal to 5 times
the change in investmens

. at each price level, the aggregate demand curve

shifes rightward by an amount equal to 5 dmes

the change in invesument
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Stppon-tEey fuation is such that the
price level is 120, real GDP is $4 milion, snd.
GDP along the long-run aggregate supply is $3.6
tritlion. Whar will take place to restore the long-
run equilibdum?

[

supply increases to %4 wrillion.
The price level will f2ll 2nd money wages will
rise until real GDP along the long-run aggregate
supply curve is $4 willion.
Money wages will tise uncil real GDP is $3.6
uillion. . - _
Agoregace demand will increase undl both share-
run and long-run aggregate supply equal §4 «il-
lion. :
Suppos; chac real GDP equals $2 trillion while
potential GDP is $3 trillion. There no imports or
raxcs and prices are conswant. If the governmenc
wants to increase aggregace demand o fill the gap,
it should increase government spending by
if the ALPC equals .
5200 billion; 0.80
§1 erillion; 0.80
52350 billion; 0.75
Boch answers A znd C are carrect.

The mosc expansionary fiscal policy would be onz
thac
decréases government purchases and lowers
tIxes.
increases the nadon's maney supgly.
increases government purchases and fowess
raxes.
riises (1§ £aces.

If the cécnbmy is ar 2 level of GDP less than po-
tendal GDP, which of the following fiscal policies
would lezd to a higher cquilibriurm fevel of real -
GDP in the shart run?

only decrease government speading.

only increase faxXes. |

increase government spending and/oc dearease

faxes. o

decreass govern

TaXss. ’

ment spending and/or inacase

An increase in the tax rate in the model of income-ex
penditure analysis: '

. increases the multiplier and makes the aggregate
expenditures schedule flatter. ¥

. decreases the multiplier and makes the aggregate
expenditures schedule steeper. '

. has no effect on the multiplier or the aggregate ex-

penditures schedule, -4

' decreases the multiplier and makes the 2g
expenditurss schedule fiztter.

. Increzses the multiplier znd mak

cregat2




&8 Accordmg toa Kcyncsmn ecopomist, - - .
> 7% an incréase in aggregate dcms.nd that
incréases réal GDP so that it exceeds potendal |
GDP should be merwith a(s) ____in tax rates or
a(n) in government spending.

increase; increass

incresse; décrease

decrezse; increase

d.:crc:asc; dccrcasc

5 e If exports depend on foreigners’ incomes, and these
incomes do not depend on incomes in the United
States, U.S. ‘exports can be assumed to be:

a. positively related to U.S. national income.

b. related only to the level of imports.

¢. negatively related to U.S. national income.

d. related only to the level of cansumption.

X imvariant to changes in U.S. national income.
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g If the real wage were downwardly ngid, then in a re-
cession, when there is reduced demand for labor, we
would expect to observe:

2. higher employment and a lower real wage. k4
b. higher employment without an increase in the real ¥
wage.
C. 1o change in employment or the real wage. %
)l( lower employment without a reductwn In the real
. wage.
e. lower employment and a lower real wage.

s - Suppﬁsc the only revenue taken in by the gc:;v- :

&
o

i

crnment is in the form of income tax, and che rax
rate is 10 percenc. If aggregate incorne is $800 bil-
lion, and government expenditures are $100 bil-
lion then

the government budget shows a deficic of $20

billion. .

the governmenc budacc shows a surplus of $20
' b:Ihon.

C) the governmenc budger shows neicher a surplus

. nor 2 deficiz.
D) the government budget shows 4 deficit of $80
billion.

B)

@ The mtroducnon of trade into the model of income-

cxpendlrure analysis:
a. increases the multiplier and makes the aggregate :
expenditures function flatter, Y
)( decreases the multiplier and makes the aggregate
expenditures function fiatter,
- increases the multiplier and makes the aggregate ~
expenditures function steeper.
. decreases the multiplier and makas the zgaregate
expenditures function siezper.
has no effect on the multiplier of the 2 aggregate ex-3
penditures function.

. —— i a -

? A demand shock ; 2 fiscal stimulus
a. ahways shifts the aggregate demand curve to the
right; always shifts the curve to the left
b. ahways shifts the aggregate demand curve to the
* right; zhvays shifts the curve to the right
/' may shift the aggregate demand curve in either di-
rection; always shifts the curve to the right '
d. .always shifts the aggregate demand curve to the
lefy, abways shifis the curve to the &}
e. ahways sLnﬁs the aggregate demand curve to the
left; always shifts the curve to the risht

& Figure 8.3 shows the aggregate product market, whi-
is initially in equilibdum at P, and ;. If the price-
level is rigid, and the aggregate demand curve shifts

lefrward:
. the price level stays at £, and output equals ¥}, ~
/ which is less than the full employment level of ot
" put.
b. the price level falls to P and output equals ¥;, -
which is less than the full employment leve] of ot
put.

c._ the price level slowly fzlls to P,, and as it does so

full employment output slowly falls too.
d. the prigs level fells to Py ahd sutput equals ¥, ~

which is the new full employment level of output.

f }&thc price level stays at P; and output equaI.s 7,, the

onrrmal full cnployr'lent Icvcl of output.
b Flﬂurc 8 3 sHows the aggregate product market, whi:
is initially in equilibrium at P, and ¥,. If the price
level is flexible, and the aggregate demand curve shi
leftward: : '
a. the price level falls te P, and the quantity of out-
put sold in the economy falls to ;.

b. the price level stays at P,, and the quaatity of out-
put sold in the economy falls to. ¥,.  ~f

¢. the price level stays at P,, and the aggregate de-
mand shifis back to its original position. %

d.- the price [evel stays at P,, and the quantity of out-
put sold in the economy stays at ;. 3
. the price level falls to P;,'and the quanuty of' out-
put sold in the economy stays at Y.
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&3 In the shor run, 2a increase in the prce fpvel
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Juur & | Az above full-employrment equilibrium ocaurs

causes firms to expand producdon because -
A)  the moncy wage rate remains constant 5o the
/ _ higher prices for their product makes'it profit-
- able for firms to expand producdon.
B) each firm must keep its production level up to
the level of its fvals, and some firms will expand

production as the price level increases.
D)

¥

the higher prices allow the firm o hire more -,
workers by offering higher wages, T'.hcrcb).r in- 4
creasing productvity and profics.

f_i:m.s can increase their profits by increasing

- their mainrenance. '

/ ﬁ Figure 14.4 depicts shori-run and long-run aggregate |
supply curves and different aggregate demand curves. ;
Which shift in 2ggregate demand results ina small,
short-run expansion of output but considerable up-

" ward pressure on price? - ‘

a. AD;to AD, ¥
b. AD,to 4D,
c. AD;to 4D,

" d. AD, to AD,
>{AD4 to AD;

9 Figure 14.4 depicts short-run and long-run aggregate,
supply curves and different aggregate demand curves.
Which shift in agaregate demand results in an expan-
sion of output with almost no upward pressure on
price? . :

. 4D, to 4D,

. ?/; AD,t0 AD;
X ADyto 4D,

d. AD,to 4D,

e. AD 0 4D,

Figure 14.4 depicts short-run and long-run aggregate
supply curves and different aggregate demand curves.
The lowest aggregate demand curve beyond which
further stimulus to the economy causes only inflation
in the long run is:
a. AD.

W AD,
c. AD,.
d. 4D,
e. AD,.

\g
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when
aggregate demand decreases while neither the i
short-run nor long-run aggregate supply.
changes.
short-tun aggregate supply decreases while nei-
ther aggregace demand nor long-run aggregate o
supply changes.
the equilibrium level of real GDP is greater than
potental GDP.
the equilibrium level of real GDP is less than
potendal GDP. ¥

A)

B)

®

D)

.4y  Automatic subilizers
so Eténthe decrease in after tax income when z
Iecession ocaurs. ’

B) magnify the increase in after-tax income when 2
boom oceuss. "
C)  require the government to balance the budger ¥
D) require the government use countercyclical pol-
icy, such as increasing or decreasing goverament
purchases. -
=
‘ In the Cf,o.. ss cﬁf model, shifts in aggregate de-
mand: :

a. lead to changes in output, because there is excess
capacity in the economy and prices and wages are
assumed fixed. : X
. lead to changes in both output and the price level
because there is excess capacity in the economy
and prices and wages are assumed flexible.
¢. have no effect on either output or the price level,
 because the économy is already at full capacity anc
prices.and wages are assuméd fixed.

 lead to changes in the price level, because the
economy is already at full capacity and prices and
wages are assumned flexible.

¢. have no effect on either output or the price level,

because there are offsetting effects on aggregate

supply.

&% Suppose aggregare demand increases by more than
expecred. Which of the following describes what'.
will occur?

A) Rel GDP will be grearer than potendal GDP.
B) The price level will Incréase.

C) . Unemployment will fall. _

% All of the above answers are correct.

[

& An increase in the price of a resource su.d? as oll
. shifs the aggregate demand curve \efiward. ¥
" shifts the long-run aggregate supply curve
" tighrward. o
shifcs the shorr-run aggregate supply curve _f
lefrward. - _
increases the price level and d'ccr_:ascs real
: GDP in the short run. '
- "A) lornlyiscomect. &
B) bothIand I are correct. s
C) T onlyis correct.
?'\ both Ifl and [V are correct.
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ﬁ.' A decrease in the tax rate in the model of incSMETKT

penditure analysis: -

a. increases the multiplier and.makes the aggregate
expenditures schedule fatter.

b. decreases the multiplier and makes the aggregate
expenditures schedule steeper. &

. increases the multiplier and makes the aggregate

expenditures schedule steeper. '

d. decreases the multiplier and makes the aggregate
expenditures schedule flatter. &

e. has no efféct on the multiplier or the aggrcgaté ex-
penditures schedule. C

. Let MPC denote the marginal propensity to consurme,
MPS the marginal propensity to save, and / the tax
rate. In a closed economy, the slope of the aggregate

2xPenditase function is:
. }_(\(1 - NMPC.
b. (1 - NMPS.
e. {1 -MPO).
d. §1-APS). :
‘e. (1-0(1-MPC). -

& Assume z closed economy in which autonomous con-

sumption is $25 million, investment is $50 million,

~ government spending is $125 million, the tax rate is
0.25, and the marginal propensity to consume out of
disposable income is 0.80. In income-expenditure
analysis, the equilibrium Jevel of national income s
-a. $200 million.
b. $400 million.

} $500 million.

a. $600 million.
e. $800 million.

AP. Assume a closed economy in which the marginal
propensity to consume out of disposable income is
0.80. In income-expenditure analysis, the introduction
of a tax rate of 0.25 will reduce the multiplier to
OWML{M@MM :

a. 80 percent . :
b, 73 percent
¢. 60 percent
50 percent
e. 25 percent

An increase in the marginal propensity to import in
the model of income-expenditure analysis:

a. increases the multiplier at all levels of national in-

COme.

b. increases the multiplier at low levels of national in~

come and reduces it at high levels of national in-

come. 7

c. has no effect on the multipler. 7/
d. reduces the multiplier at low levels of national in-
come and increases it at high levels of national in-

come. o
reduces the multiplier at all levels of national in-

' come,
7. s*/ 7

95
95
95
95
95
95
95
95

75 ..1.225
150° 25
225 25
300 25
375 25
450 25
525 25
600 25
675 25 93
25 95

- AL f‘,..e__.rcﬂ:..‘.g:i....em.—.._-.».—-a- -

10
10
10
10
i0
10
10
10
10
10

100
200
300
400
500 -
600
700
800
900
1000

A ' In the zbove wble, Cis consumpton expenditure
Tis invcﬂmcpi, G is government purchases, Xis '
exports, and M is impofrs. All entries are in dol-
lars. If investmeént were to increase by $26 w a
level of $51 then equilibrium expenditure will

A)  increase by $25.

B decrease by $50. ‘/ '
2 increase by $100.
‘D) decrease by $100. é

7 & In the above table, C is consumption expendirure,
1is investment, G is government purchases, Xis -
exports, and M Is imports. All entries are in dol-
lars. What is the equilibrim expenditure?

A $200.
B $500.

C) $700..

D) $1,000.

-

& 1f the exchange rate between the dollar and the Frenc
frenc changes from 5 francs per dollar to 4 francs pér
dollar: '

a. French goods become relatively more expensive it
* the United States, increasinglLS, demand for .
francs. T
. U.S. goods become relatively cheaper in France,
reducing French nd for oHars.
. ‘French goods beco?'le relatively cheaper in the ~f
United States, incrEasingH-8—demand for francs.
. U.S. goods becoige relatively more expensive in
France, increasing French demand for U.S. doilars.

. X French goods become relatively more expensive in

" [ the United States, reducing U.S. demand for francs

$ In income-expenditure analysis, if an economy is in
equilibrum and aggregate expenditures increase by
$100 million, equilibrium output will increase by:

less if the aggregate expenditures schedule is rela-
tively steep than if it is relatively flat.
b. less if unplanned inventories are positive at the old

equilibrum. ’

__more if the aggregate expenditures schedule is rel-
atively steep than if it is relatively fiat. <

. more if unplanned inventories are negative at the
old equilibrium. - _

. the same amount regardless of the slope of the ag-
gregate expenditures schedule.
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___________ o : & Figure 14.1 depicts the product market. If the price
level is downwardly rigid, and is currently at P,, and if
the aggregate demand schedule is AD;: i
I S - : a. there is excess demand, which would lead to an in-
: : crease in the price level were the price level not
- downwardly rigid.
b. there is excess supply, which will lead to a fall in
the price level. kS
: c ' the product market is in equilibrium. 3
: > Jhere is excess demand, which will lead to an in-
Output crease in the price level.
e. there is excess supply, which would lead to a fall in

“~

K

':‘< a
s

Figure 8.4 ,
[ the price level were the price level not downwardly
» Fiaure 8.4 shows the aggregate product market, which rigid.
is initially in equilibrium at P, and ¥, If the price _ o Figure 14.1 depicts the product market. If the price
jevel is downwardly rigid, and the aggregate demand tevel is dowmwardly figid, and is currently at Py, and if

the aggregate demand schedule is ADy:
a. there is excess demand, which would lead to an in-
crease in the price level were the price level not

curve shifts rightward:
a. the pnce level stays at Py, and the quantity of out-

« put sold in the economy stays at 1.

b. the price level rises to Py, and the quantity of out- \éf downwardly rigid.
put sold in the economy.stays al Y. ! b. there is excess supply, which will lead to a fall in -
the price level stays at P}, and the quantity of out- : the price level.
put sold in the ecoromy rises to f). ‘ % ‘he product market is in equilibriurn,
there is excess demand, which will lead to an in-

d. the price level rises to P;. aad the quantity of out- %
put sold in the economy falls to ¥\

¢. the price level stays at P,. and the guantity of out-
put sold in the cconomy falls to ¥,.

~ crease in the price level.
e. there is excess supply, which would lead to a fall in

the price Ievel were the price level not downwardly

. - ) rigid.
@Y A lower price level combined with a decrease in
real GDP occurs when the o Flgu.rc 14.1 depicts the product market Ifthe pnce '
A shomrun eate supoly curve shifis righe. - lever is downwardly rigid, and is currently at P,, a shif
ward. a.ggrcc ppiy curve s F1ghe in aggregate demand from AD, to AD,:

a. increases output from ¥, to ¥; and in I‘/ma.ses the
price level from P; to Pa.
b. increases the price level from P, to P, but leaves

output unchanged.

" B) . shore-run aggregate supply curve shifts lefoward. -
Q) aggregate demand curve shifts righrward.
'53 aggregate demand curve shifts lefrward.

A, Anincrease in both government spending and taxes, c. increases output from ¥, toym leaves the price
keeping the overall budget balanced, will: . leve! unchanged.
shift the aggregate expenditures schedule up. «” d. increases the price level from P, to P, but leaves 1
b. leave the aggregate expenditures schedule un- 4 - output unchanged. 7 : i
changed. x increases output from Y, to ¥, angvincreases the i
" ¢. shift the aggregate c\pendxrurcs schedule down. 25 price level from Pito Ps. i
d. rotate the aggregate expenditures schedule to the - :
left. '
e. rotate the aggregate expenditures schedule to the Price L = AS
right. v/ leve! | .
o At.l. ,..,-:_ —_— : . . | Al
ow levels of output the aggregate supply curve | |
will be almost _____, nd at high levels of output the t L
aggregate supply curve willbe ____ .
a. vertical; horizontal F, 7 AD3
horizontal; vertical i .
c. vertical; verticel ?
d. horizontal; uow-—d sloping ! Ar-——"
a T- S N P
[P ) m-a uyvh-LAu 5.GpIng 2, g/ 7L
o
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Price lovel [GDP deflalor, 1992;1 oof

100

90 | WD
A
0o %06 65 70 75 80 83

Real GOP [trillicns of 1992 dallars)
1n the above figure, suppase the economy had
beea at poine A4 and now is at B. Wichout any
cconamic growdh;, what will the new long-run
equilibdum be? '
A}  Aggregate demand will decrease undl 1=t GDP
is $7 celllion and the price level is 110.
B) Mancy wages will fzll and the aggregatc demand
curve will shifc lefoward uncl the prics levelis
100 and real GDP is $7.0 willion.
Q) The populadon will increass, cusing the lang-
run aggregace supply to increase to $7.5 willion
and the price level to fzll ro 100.
Money wages will increase and the shore-run 8-
gregate supply curve will shift lefoward undl the .
price level is 120 and real GDP is $7 «illion. ‘

T‘ _a\}

- o T

Prica )
level

'F:gura 14.1

e- Figure 14.1 depicts the product market. If the price
" level is flexible, a shift in aggregat demand from 47

o AD;:

2. increases output from Y, to Y, and increases the
price level from P, to P, :
increases the price level from £; to P, but leaves
output unchanged.

¢. .increases output from ¥, 10 ¥, but leaves the price
level unchanged.

d increases the price level from Py to P, but leaves
output unchanged. . :

& increases output from Y, to Y, and increases the

, pn"cc_level' from P, to P

§. Fizure 14.1 depicts the product market. If the price
leval is fixed at P, @ shifi in aggregate demand from
fd-Dl to AD:: :

a. increzses output from 1y
price level from P, to Py - ‘

b, increases the price level from Py to Py but lezves
output unchanged.
increases output from ¥ to I
Jevel unchanged.

d. increases the price le
output unchanged.

¢. increases output from
price level from Py to Fy.

-~

to ¥, and increases the

but leaves the price
vel from Py ta Pp but leaves

¥, to ¥, and increases the .

Pl




