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The exam has two parts, multiple choice questions in part 1, and longer questions in part 2. 

 

The exam has 12 pages.  

 

Write your name and Net ID on every page.  

 

Each multiple choice question is worth 1 point. 

 

Each sub-point of the long questions is worth 3 points. 

 

The total number of points you can get for the exam is 63. 

 

Write clearly, when you draw a graph, name all its components (e.g. if you draw a simple supply and 

demand model, tell me what the horizontal axis is, what the vertical axis is and what the two curves 

depict). 

 

Show your calculations. You may use a simple calculator. 

 

Multiple Choice  

Please clearly circle your answers. 

 

1.   A B C D  

2.    A B C D  

3.    A B C D  

4.    A B C D  

5.    A B C D  

6.    A B C D  

7.    A B C D  

8.    A B C D  

9.    A B C D  

10.  A B C D  

11.  A B C D  

12.  A B C D  

13.  A B C D  

14.  A B C D  

15.  A B C D  
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I. Multiple Choice  

 

 

1. Suppose you like to make, from scratch, pies filled with banana cream and vanilla pudding. You notice 

that the price of bananas has increased. As a result, your demand for vanilla pudding would 

a. decrease. 

b. increase. 

c. be unaffected. 

d. There is insufficient information given to answer the question. 
 

2. If the price elasticity of demand for a good is 1, then a 3 percent decrease in price results in a 

a. 0.1 percent increase in the quantity demanded. 

b. 1 percent increase in the quantity demanded. 

c. 3 percent increase in the quantity demanded. 

d. 4 percent increase in the quantity demanded. 

 

 

 
3. Which of the following price floors would be binding in this market (see figure above)? 

a. $6 

b. $8 

c. $10 

d. $4 
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4. GDP is defined as the 

a. value of all goods and services produced within a country in a given period of time. 

b. value of all goods and services produced by the citizens of a country, regardless of where they are 

living, in a given period of time. 

c. value of all final goods and services produced within a country in a given period of time. 

d. value of all final goods and services produced by the citizens of a country, regardless of where they 

are living, in a given period of time. 

 

5. If the CPI was 127 in 1972 and is 324 today, then $10 in 1972 purchased the same amount of goods 

and services as 

a. $3.92 purchases today. 

b. $25.51 purchases today. 

c. $207.00 purchases today. 

d. $324.00 purchases today. 

 

6. Matt is going to college to become a pharmacist. What he learns about existing information increases 

a. both technological knowledge and human capital. 

b. technological knowledge but not human capital. 

c. human capital but not technological knowledge. 

d. neither technological knowledge nor human capital. 
 

7. In national income accounting, we use which of the following pairs of terms interchangeably? 

a. “investment” and “private saving” 

b. “investment” and “purchases of stocks and bonds” 

c. “saving” and “national saving” 

d. “public saving” and “government tax revenue minus government spending” 

 

8. Cleo promises to pay Jacques $1,000 two years from today. If the interest rate is 4 percent, then 

how much is this future payment worth today? 

a. $924.56  

b. $931.44  

c. $937.87 

d. None of the above are correct to the nearest cent. 
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9. The Bureau of Labor Statistics counts discouraged workers as 

a. employed. Including them as employed makes the unemployment rate lower than otherwise. 

b. unemployed. Including them as unemployed makes the unemployment rate higher than otherwise. 

c. out of the labor force. If the were counted as unemployed the unemployment rate would be higher. 

d. None of the above is correct. 

 

10. In the special case of the 100 percent-reserve banking, the money multiplier is 

a. 1 and banks create money. 

b. 1 and banks do not create money. 

c. 2 and banks create money 

d. 2 and banks do not create money. 

 

11. Suppose the money supply grew at an average annual rate of 8%, velocity was constant, the 

nominal interest rate averaged 9%, and output grew at an average annual rate of 3%. According to 

the Quantity Theory, 

a. inflation averaged 8% per year and the real rate of return was 9%. 

b. inflation averaged 11% per year and the real rate of return was 17%. 

c. inflation averaged 5% per year and the real rate of return was 4%. 

d. inflation averaged 1% per year and the real rate of return was 6%. 

 

12. In the United States, a three-pound can of coffee costs about $5. If the exchange rate is 0.8 euros 

per dollar and a three-pound can of coffee in Belgium costs 7 euros. What is the real exchange rate? 

a. 7/4 cans of Belgian coffee per can of U.S. coffee 

b. 5.6/5 cans of Belgian coffee per can of U.S. coffee 

c. 5/5.6 cans of Belgian coffee per can of U.S. coffee 

d. 4/7 cans of Belgian coffee per can of U.S. coffee 

 

13. The model of aggregate demand and aggregate supply explains the relationship between 

a. the price and quantity of a particular good. 

b. unemployment and output. 

c. wages and employment. 

d. real GDP and the price level. 
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14. If the MPC is 0.8 and there are no crowding-out or accelerator effects, then an initial increase in 

aggregate demand of $120 billion will eventually shift the aggregate demand curve to the right by 

a. $216 billion. 

b. $150 billion. 

c. $600 billion. 

d. $480 billion. 

 

15. When aggregate demand shifts rightward along the short-run aggregate-supply curve, inflation 

a. increases and unemployment increases. 

b. increases and unemployment decreases. 

c. decreases and unemployment increases. 

d. decreases and unemployment decreases. 
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II. Long Questions 

 

1. Over the past 40 years, South Korea has grown much faster than North Korea. Give one example 

from the article in ”The Economist” that shows the direct impact of economic growth on the quality 

of human life that South Koreans enjoy, compared to North Koreans. 
 

 

 

 

 

 

 

2. In country A a worker who works 40 hours can produce 200 pounds of rice or 100 pounds of 

broccoli. In country B a worker who works 40 hours can produce 160 pounds of rice or 120 pounds of 

broccoli. 

 

a. Which country, if either, has a comparative advantage producing rice? Defend your answer 

using the numbers given. 
 

b. Give a range of prices in terms of pounds of rice per pound of broccoli at which the two 

countries would be both be willing to trade. 
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3.  Real, nominal GDP and GDP deflator 

 

 

Year 
Price of A Box of 

Chocolates 

Boxes of 

Chocolates 
Price of Watches 

Quantity of
 

Watches 
2008 $4 100 $50 10 
2009 $5 90 $50 15 

2010 $5 100 $60 15 

2011 $6 80 $65 12 

 

a. What was nominal GDP, real GDP, and the GDP deflator for 2008? 

 

b. What was nominal GDP, real GDP, and the GDP deflator for 2009? Show your work. 

 

c. Which of the three variables is most informative about the change in living standards and 

well-being in the economy from 2008 to 2009? Explain. 
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4. Brazil gives cash payments to its poor citizens on the condition that those citizens’ children stay in 

school. In terms of the determinants of productivity, how might this public policy contribute to higher 

productivity in Brazil? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

5. If the government budget deficit increases, which curve in the market for loanable funds shifts, which 

direction does it shift, and what happens to the interest rate? Draw the graph. 
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6. Thompson Corporation is considering the purchase of a new piece of machinery. Thompson expects 

the new machinery to increase its revenues by $70,000 at the end of year 1, $60,000 at the end of year 

2, and $50,000 at the end of year 3 at which point the machinery will have exhausted its useful life. If 

the interest rate is 4%, what is the most Thompson should be willing to pay today for this piece of 

machinery? Show your calculations. 
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7. What is the theory of efficiency wages? Provide two reasons that employers might pay efficiency 

wages. What will be the effect of efficiency wages on unemployment? 
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8. Suppose the required reserve ratio is 20%.  

 

a. What is the maximum amount of total money supply that can be created from an initial 

deposit of $200?  

 

b. In general, why might the actual amount of total money creation be less than the 

maximum? 
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9. Suppose a boom in stock market prices helps make people feel wealthier.  

 

a. Using the model of aggregate demand and aggregate supply, identify the curves that are affected, 

and which way these curves would shift. Draw the graph. 

 

b. If neither the government nor the Fed intervenes, what would happen in the long-run? Draw the 

graph. 

 

c. The Fed wants to stabilize the economy and push it back into its original equilibrium. What 

policy should the Fed pursue? Use the money demand – money supply diagram and the AS-AD 

model to explain your example. 

 

d. Briefly explain 2 ways in which the Fed could implement the policy response in the real world. 

 

 


