Econ 330 Final Exam

There are 50 multiple choice questions to this exam, each worth 2 points for a total of 100. You have 2 hoursto
complete the 50 questions. Good luck.

1) Suppose that the latest Consumer Price IndBX) (€lease shows a higher inflation rate in th8.than was
expected. Everything else held constant, the sele&the CPI report would immediately cause theate
for U.S. assets to and the U.S. dollatdvou .

A) increase; appreciate
B) increase; depreciate
C) decrease; appreciate
D) decrease; depreciate
Answer: D
Ques Status: New

2) A decrease in the expected future domesticangd rate causes the demand for domestic assatittm
the and the domestic currency to everything else held constant.
A) right; appreciate
B) right; depreciate
C) left; appreciate
D) left; depreciate
Answer: D
Ques Status: New

3) in the foreign interest rate causeslédmand for domestic assets to and thedlic
currency to appreciate, everything else held comsta
A) An increase; increase
B) An increase; decrease
C) A decrease; increase
D) A decrease; decrease
Answer: C
Ques Satus: New

4) Everything else held constant, when the cuwvahte of the domestic exchange rate increases, the
of domestic assets .
A) quantity supplied; does not change
B) supply; decreases
C) quantity supplied; increases
D) supply; increases
Answer: A
Ques Status; New



5) According to the interest parity conditionthie domestic interest rate is 10 percent and tlegdio interest
rate is 12 percent, then the expected hedbteign currency must be percent.
A) appreciation; 4
B) appreciation; 2
C) depreciation; 2
D) depreciation; 4
Answer: C
Ques Satus: Revised

6) With a 10 percent interest rate on dollar déppand an expected appreciation of 7 percent theecoming
year, the expected return on dollar deposits msesf the dollar is
A) 3 percent.
B) 10 percent.
C) 13.5 percent.
D) 17 percent.
Answer: B
Ques Satus: Revised

7) If the interest rate on euro-denominated assdt8 percent and it is 15 percent on peso-derataihassets,
and if the euro is expected to appreciate at adeperate, for Francois the Frenchman the expeatecbf
return on peso-denominated assets is

A) 11 percent.
B) 15 percent.
C) 17 percent.
D) 19 percent.
Answer: A
Ques Satus: Revised

8) When Americans or foreigners expect the return assets to be high relative to therretar
assets, there is a demand far dskets, everything else held constant.
A) dollar; foreign; constant
B) dollar; foreign; higher
C) foreign; dollar; higher
D) foreign; dollar; constant

Answer: B
Ques Satus: Revised

9) The condition that states that the domestiréast rate equals the foreign interest rate mimeiekpected
appreciation of the domestic currency is called
A) the purchasing power parity condition.
B) the interest parity condition.
C) money neutrality.
D) the theory of foreign capital mobility.
Answer: B
Ques Status: Previous Edition



10) Lower tariffs and quotas cause a country'secaty to in the run, everythlag keld
constant.
A) depreciate; short
B) appreciate; short
C) depreciate; long
D) appreciate; long
Answer: C
Ques Satus: Revised

11) In a liquidity trap, monetary policy has effect on aggregate spending because a chatige i
money supply has effect on interest rates.
A) no; no

B) no; a large

C) no; a small

D) alarge; a large
Answer: A
Ques Satus: Revised

12) In the liquidity trap, the money demand curve
A) is horizontal.
B) is vertical.
C) is negatively sloped.
D) is positively sloped.
Answer: A
Ques Satus: Revised

13) The evidence on the interest sensitivity efdemand for money suggests that the demand foeyrisn
to interest rates, and there is viderce that a liquidity trap exists.

A) sensitive; substantial
B) sensitive; little
C) insensitive; substantial
D) insensitive; little

Answer: B

Ques Satus: Previous Edition

14) If interest rates do not affect the demandhioney, then velocity is likely to be .
A) more; stable
B) more; unstable
C) more; procyclical
D) less; stable

Answer: A
Ques Satus: Previous Edition

15) In Friedman's modern quantity theory, veloitprocyclical because
A) money demand depends on permanent income, whitlore stable than actual income.
B) money demand depends on actual income, whiatore stable than permanent income.
C) velocity depends upon interest rates, whiclstakle over the business cycle.
D) velocity depends upon interest rates, whichenmocyclically.

Answer: A
Ques Status: Revised



16) According to Milton Friedman, the demand faymay is insensitive to interest rates because
A) the demand for money is insensitive to changeke opportunity cost of holding money.
B) competition among banks keeps the opporturist of holding money relatively constant.
C) people base their investment decisions on éedearofits, not interest rates.
D) transactions are not subject to scale econoasiegealth increases.

Answer: B
Ques Status: Revised

17) The speculative demand for money may not &dsause
A) banks now pay interest on some types of chdel@dposits.
B) there are alternative riskless assets payighdrnireturns than the return on money.
C) the transactions demand can be shown to depeiderest rates.
D) government regulations have eliminated risthimfinancial markets.
Answer: B
Ques Satus: Revised

18) The Keynesian demand for real balances caxpessed as
A) Md = 1(i,Y).
B) Md/P = f(j).
C) MAIP = f(Y).
D) MdiP = 1(i,Y).
Answer: D
Ques Status: Revised

19) Keynes's theory of the demand for money isistent with
A) countercyclical movements in velocity.
B) a constant velocity.
C) procyclical movements in velocity.
D) a relatively stable velocity.

Answer: C
Ques Status: Revised

20) If people expect nominal interest rates tdilgber in the future, the expected return to bonds , and the
demand for money
A) rises; increases
B) rises; decreases
C) falls; increases
D) falls; decreases
Answer: C
Ques Status: Previous Edition

21) If the economy is on the IS curve, but ish® left of the LM curve, then the markeni
equilibrium, but the interest rate is abailibrium level.
A) goods; below
B) goods; above
C) money; below
D) money; above

Answer: B
Ques Satus: Previous Edition



22) If the economy is on the LM curve, but ishe teft of the IS curve, aggregate output will and the
interest rate will

A) rise; rise
B) rise; fall
C) fall; rise
D) fall; fall
Answer: A
Ques Satus: Previous Edition

23) As aggregate output rises, the demand for gnone and the interest rate , saribakty
demanded equals money supplied and the money mariketquilibrium.
A) increases; rises
B) increases; falls
C) decreases; rises
D) decreases; falls

Answer: A
Ques Satus: Previous Edition

24) The money market is in equilibrium
A) at any point on the IS curve.
B) at any point on the LM curve.
C) at only one point on the LM curve.
D) only at the intersection of the IS and LM clsve

Answer: B
Ques Satus: Revised

25) A decrease in interest rates
A) increases the value of the dollar, net expams, equilibrium output.
B) increases the value of the dollar, reducingexgbrts and equilibrium output.
C) reduces the value of the dollar, net exportd,equilibrium output.

D) reduces the value of the dollar, increasingaxgorts and equilibrium output.
Answer: D
Ques Satus: Revised

26) When interest rates rise in the United Stptéth the price level fixed), the value of the duoll
domestic goods become expensive, anxpette
A) falls; less; fall
B) falls; more; rise
C) rises; more; fall
D) rises; less; fall
Answer: C
Ques Status: Previous Edition

27) When the interest rate is , nvestments in physical capital will earn more tttancost of
borrowed funds, so planned investment spending is .
A) high; few; high
B) high; few; low
C) low; few; high
D) low; many; low
E) high; many; high




Answer: B
Ques Satus: Previous Edition

28) If net exports increase by 100 and the m@c75, equilibrium aggregate output increases by
A) 100.
B) 250.
C) 400.
D) 750.

Answer: C
Ques Satus: Revised

29) Keynes believed that changes in autonomousdapg were dominated by changes in
A) consumer expenditure.
B) autonomous consumer expenditure.
C) investment spending.
D) taxes.
E) none of the above.

Answer: C
Ques Satus: Previous Edition

30) The ratio of the change in aggregate outpatdbange in planned investment spending is called
A) the marginal propensity to consume.
B) autonomous consumer expenditure.
C) the expenditure multiplier.
D) unplanned inventory accumulation.

Answer: C
Ques Satus: Previous Edition

31) Everything else held constant, an increasalionomous planned investment spending will causdS
curve to shift to the and aggregate demdhd .
A) right; increase
B) right; decrease
C) left; increase
D) left; decrease

Answer: A
Ques Status: New

32) Expansionary monetary policies, all else reingithe same, will cause
A) the quantity of aggregate demand to increase.
B) the quantity of aggregate demand to decrease.
C) aggregate demand to decrease.
D) aggregate demand to increase.

Answer: D
Ques Status: Revised

33) The aggregate demand curve has the usual dandrslope, since a price level e rahl
money supply, raises interest rates, and loweredhdibrium level of aggregate output.
A) lower; reduces



B) lower; increases
C) higher; reduces
D) higher; increases
Answer: C
Ques Satus: Previous Edition

34) In the long-run the ISLM model predicts that
A) only monetary policy can change real output.
B) only fiscal policy can change real output.
C) both monetary and fiscal policy can change oegbut.
D) neither monetary nor fiscal policy can chang& putput.

Answer: D
Ques Satus: Revised

35) The long-run neutrality of money refers to thet that in the long run, monetary policy
A) changes only real output.
B) changes only the real interest rate.
C) changes both real output and the real inteatst
D) has no effect on either real output or the iet@irest rate.
Answer: D
Ques Satus: Revised

36) In the case of an expansionary pdleyinterest rate rises, while in the case afx@pansionary
policy, the interest rate falls.

A) monetary; monetary
B) monetary; fiscal
C) fiscal; monetary
D) fiscal; fiscal

Answer: C

Ques Satus: Previous Edition

37) In the money market, a condition of excesplupf money can be eliminated by a iregate
output or a in the interest rate, evemgtlelse held constant.
A) rise; rise
B) rise; fall
C) fall; rise
D) fall; fall
Answer: B
Ques Satus: Revised

38) A contractionary monetary policy shifts the Idurve to the , reducing , evargthise
held constant.
A) left; output and increasing interest rates
B) left; both real output and interest rates
C) right; both interest rates and real output
D) right; interest rates and increasing real outpu
Answer: A



Ques Satus: Revised

39) An autonomous increase in money demand, thivegs equal, shifts the curvetothe .
A) IS; right
B) IS; left
C) LM; left
D) LM; right
Answer: C
Ques Satus: Revised

40) When the central bank the money gufiig LM curve shifts to the right, interest rates ,
and equilibrium aggregate output , evengtielse held constant.
A) increases; fall; increases
B) increases; rise; decreases
C) decreases; rise; decreases
D) decreases; fall; increases
Answer: A
Ques Satus: Revised

41) If workers demand and receive higher real wdgesuccessful wage push), the cost of production
and the short-run aggregate supply curve shifts .
A) rises; leftward
B) rises; rightward
C) falls; leftward
D) falls; rightward

Answer: A
Ques Satus: Revised

42) Everything else held constant, a decreadeeicdst of production aggregate
A) increases; demand
B) decreases; demand
C) increases; supply
D) decreases; supply
Answer: C
Ques Satus: Revised

43) The short-run aggregate supply curve is upwhnping because in the short run, costs of macipfa that
go into producing goods and services are meaning that the price for a unit of output will
relative to input prices and the profit per unitlwse.

A) fixed; rise
B) fixed; fall
C) flexible; rise
D) flexible; fall

Answer: A
Ques Status: Revised

44) A decrease in government spending, other shéngial, aggregate
A) increases; demand



B) decreases; demand
C) decreases; supply
D) increases; supply
Answer: B
Ques Satus: Revised

45) By looking at aggregate demand via its compbparts, we can conclude that the aggregate demand is
downward sloping because

A) a lower price level, holding the nominal quantf money constant, leads to a larger quantitsnofey
in real terms, causes the interest rate to fatl, simulates planned investment spending.

B) a lower price level, holding the nominal quantif money constant, leads to a larger quantitjnohey
in nominal terms, causes the interest rate to aise,stimulates planned investment spending.

C) a higher price level, holding the nominal qitgrdf money constant, leads to a larger quantity o
money in real terms, causes the interest ratdlf@fal stimulates planned investment spending.

D) a higher price level, holding the nominal qugf money constant, leads to a smaller quarmtity

money in real terms, causes the interest ratdl@fal stimulates planned investment spending.
Answer: A

Ques Satus: Revised

46) Suppose real GDP is equal to $100 trillioe, tioney supply is equal to $50 trillion and thegievel is
equal to 2. In this case, the velocity of monegdsal to
A1l
B) 2
C)4
D)5
Answer: C
Ques Satus: New

47) The quantity theory of money concludes thaingfes in aggregate spending are primarily detedrige
changes in

A) government spending and taxes.
B) the velocity of money.
C) interest rates.
D) the money supply.
Answer: D
Ques Satus: Revised

48) The total quantity of an economy's final goadd services demanded at different price levels is
A) the aggregate supply curve.
B) the aggregate demand curve.
C) the Phillips curve.
D) the aggregate expenditure function.
Answer: B
Ques Satus: Revised

49) According to the quantity theory of money, s in the money supply are
A) unrelated to changes in the price level.
B) unrelated to changes in inflation.
C) unrelated to shifts in the aggregate demangecur
D) the primary source of changes in aggregatedipgn
Answer: D
Ques Satus: Revised



50) Everything else held constant, a balanced étudgrease in government spending (that is, aease in
government spending that is matched by an ideriticatase in net taxes) will
A) increase aggregate demand, but not by as nfijus$t igovernment spending increases.
B) increase aggregate demand by more than ifjpsgrnment spending increases.
C) will not affect aggregate demand.
D) decrease aggregate demand.
Answer: A
Ques Status: New












