AP Classroom Question Bank Unit 3 Questions
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Anincrease in which of the following willincrease aggregate demand?

Taxes

Government spending

The federal funds rate

Reserve requirements

The discount rate

ONONORORO;




image97.png
Atightward shift in the short-run aggregate supply curve will occur when

exports exceed imports

the money supply increases

the prices of imported raw materials increase

the stock of physical capial increases

unions have negotizted 2 wage increase for their members
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An aggregate supply curve may be horizontal over some range because within that range

a higher price level leads to higher interest rates, which reduce the money supply and consumer spending

changes in the aggregate price level do not induce substitution

output cannot be increased unless prices and interest rates increase.

figid prices prevent employment from fluctuating

resources are underemployed and n increase in demand wil be satisfied without any pressure on the price level

ONONORORO;
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Which of the following will most likely occur as a result of an increase in labor productiviy in an economy?

anincrease in output and & decrease in inflation

Anincrease in interest rates and & decrease in investment

A decrease in both money demand and money supply

A decrease in exports and 2

increase in unemployment

Alefuward shift in the short-run aggregate supply curve and  decrease in output
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In answering the question, you should emphasize the line of reasoning that generated your results; itis not enough to lst the results of your analysis. Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional
Explain how each of the following willaffect long-run aggregate supply (potential real gross domestic product).

& A decrease in the labor force participation rate

b. Anincrease in the govemment deficitfollowing & reduction in personel income taxes

c. A decresse in the quanity of inputs required to produce a unit of output

. An increase in the quantity and quality of education

& Anincrease in the rate of savings
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A decrease in labor productivity will shift the

aggregate demand curve to the right

aggregate demand curve to the left

long-run aggregate supply curve to the right

short-run aggregate supply curve to the right

short-run aggregate supply curve to the left
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If AD and AS represent aggregate demand and aggregate supply curves, respectively, and the arrows indicate the movement of the curves, which of the following graphs bestillustrates long-run economic growth?
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What would be the effect of a large increase in labor productivity on the real gross domestic product and the price level?
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Which of the following would indicate that economic growth has occurred?

‘The production possibilities curve shifts to the left.

‘The long-run aggregate supply curve shifts to the right.

The aggregate demand curve shifs to the right

The Phillips curve becomes flater.

Business cycles no longer exist

ONONORORO;
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‘The graph above depicts an economy's aggregate demand and aggregate supply curves. If aggregate demand remains constant, the equi
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‘Assume the economy is currently in long-run equilibrium. An increase in the money supply will affect unemployment in the short run and in the long run in which of the following ways?
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Anincrease in which of the following would cause the aggregate demand curve 10 shift to the left?

Consumer optimism

Population

Cost of resources

Income taxes

Netexports
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An economy is in short-run equilibrium at a level of output that is greater than potential output. If there were no active fiscal or monetary policy intervention, which of the following changes in output and the price level would occur in the long run?

@ output Price Level
Increase Decrease
Output Price Level
Increase Increase
@ Output Price Level
Decrease Decresse
@ output Price Level
Decrease Increase
@ output Price Level
Nochenge No change
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An economy is currently in short-run equilibrium, and real output s below the full-employment level of output. Which of the following market adjustments is most likely to occur in the long run?

The recessionary gep wil creste upward pressure on prices, shifting the aggregate demand curve tothe eft

The existence of cyclical unemployment will increase consumption spending and increase real output.

Full-employment output willfall o equal the short-run equilibrium real output.

Nominal wages willfall, shifting the short-run aggregate supply curve 1o the right.

Input prices will increase as firms compete for labor 2nd capital.

ONORORORO;
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The diagram above shows & netion's shortrun aggregate supply (SRAS) curve, long-run agaregate supply (LRAS) curve, and agaregete demand (AD) curve,

Based on the diagram above, which of the following describes what will happen in the longrun adjustment process?

®
o)

‘The natural rate of unemployment willincrease.

Potential real GDP willincrease.
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If the economy is in a severe recession, which of the following is the fiscal policy most effective in stimulating production?

Government spending increases.

Government spending decreases.

Personal income taxes are increased.

The Federsl Reserve sells bonds on the open market.

The Federsl Reserve buys bonds on the open market

ONONORORO;
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If, at full employment, the government wants to increase ts spending by $100 billion without increasing inflation in the short run, it must do which of the following?

Raise taxes by more than $100 billion.

Raise taxes by $100 billion.

Raise taxes by less than $100 billion.

Lower taxes by $100 billion.

Lower taxes by less than $100 billion.

ONONORORC;
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Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes. If the question prompts you to “Calculate” you must show how you arrived at your final answer.

Gee's economy i in shortrun equilibrium with an inflationary gap of $50 billion, and the marginal propensity to consume is 0.5. The expected inflation rate is 3%, and the natural rate of unemploymentis 3%
(2) Bzsed on the Phillips curve model, is the actual inflation rate greater than, less than, or equal to the expected inflation rate of 3% in Gee? Explain.

(b) Assume the govemment takes no policy action with regard 1o the state of Gee's economy.
(i) What will happen to inflationary expectations in the long run? Explain.
(i) How will the long-run adjustment process be represented in the aggregate demand~-agaregate supply model? Explain

(c) Assume that instead of waiting for the long-run adjustmen, the government of Gee is considering using fiscal policy 1o address the inflationary gap of 50 bilon.
() 1f the govemment chooses to decrease its deficit spending, calculate the minimum change in goverment spending fequired to decrease aggregate demand by the amount of the inflationary gap. Show your work.

(i) How will the effect of the govermment's action in part (c)() be represented in the Phillips curve model? Explain

(i) Ifthe govermment chooses to increase income taxes instead of decreasing its spending, calculate the minimum ehange in income taxes required to decrease aggregate demand by the amount of the inflationary gap. Show your work

() Now suppose instead that the govermment wants to maintain a balanced budget and decreases both govermment spending and income taxes by S40 bilon. Wil this policy make the output gap smaller, make the output gap larger,or have no effect on the output g2p? Explain.

(d) Suppose the govemment chose to implement only the policy described in part (c)(). Based on loanable funds market analysis, what will happen to each of the following?
() Real interest rates in Gee. Explain.
(ii) Private savings. Explain.
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If there is an inflationary gap, which of the following changes will move the economy back toward full employment?

Anincrease in investment spending

Anincrease in govemment spending

Anincrease in taxes.

Anincrease in exports.

Anincresse in wansfer payments

ONORORORO;
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Afiscal policy action to reduce inflationary pressure would be to increase which of the following?

The required reserve ratio

The discount rate

Transfer payments

Government spen

Income tax rates

ONORORORO;
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In answering the question, you should emphasize the line of reasoning that generated your results; it s not enough to lst the resuits of your analysis. Include correctly labeled diagrams, if useful or required, in explaining your answer. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional ¢

Assume that the country of Fischerland produces only consumer goods and capital goods.

CONSUMER GOODS

CAPITAL GOODS

. The graph above shows the production possibiliies curve for Fischerland. The production of which of the following exhibits increasing opportunity costs: consumer goods only, cepital goods only, both goods, or neither good?
b. Redraw the graph given above. Show 2 point that represents fully employed and efficiently used resources on the redrawn graph and label it A

. Assume there is a recession in Fischerland. On your graph in part (b), label as C @ point representing the recession.

. Igentify  fiscal policy action that the Fischerland govemment can take to address the recession.

& Assume instead that no discretionary policy actions are taken. Will shortrun agaregate supply increase, decresse, of remain the same in the long run? Explain
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Which of the following will resultn a rightward shift of the aggregate demand curve?

Anincrease in the income tax rate

Anincrease in exports

A decrease in the price level

A decrease in household income.

A decrease in government spending

ONONORORO;
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1f policy makers use fiscal policy to reduce inflation, which of the following will most likely happen in the short run?

‘The unemployment rate will decrease.

‘The unemployment rete will increase.

The real interest rate willincrease.

The nominal interest rate will increase.

The economy will remain at the natural rate of unemployment.

ONONORORO;
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An appropriate fiscal policy to combat a recession would be 1o increase which of the following?

Interest rates

The money supply

Tares

Government spending

The sales of government bonds.

ONORORORO;
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Which of the following is an example of an expansionary fiscal policy?

Anincrease in income tax rates

Anincrease in govemment expenditures

A decrease in transfer payments

Anincresse in the price level

‘An increase in consumption spending

ONORORORC;
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Which of the following statements is true about an expansionary fiscal policy?

It decreases demand for loanable funds.

It decreases the equilibrium price level

It decreases the equilibrium real interest rate.

Itincreases aggregate demand.

Itincreases the money supply.

ONONORORO;
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Which of the following is an example of fiscal policy?

ONONORORO;

Increasing government expenditures to build highways

Increasing the money supply to increase income

Decreasing the discount rate to lower unemployment and inflation

Decreasing the federal funds rate 1o stimulate investment

Decreasing the reserve ratio 1o increase bank reserves
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If the government implements an expansionary fiscal policy, how will real gross domestic product (GDP) and the price level be affected in the short run?

@ Real 6P Price Level
Incresse Decresse
@ Real GOP Price Level
Decrease Nochange
@ Real GDP Price Level
Nochange Increase
@ Real 6P Price Level
Incresse Increase
@ Real GOP Price Level
Decrease Decrease
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With an expansionary fiscal policy, what will most ikely happen to the real gross domestic product (GDP) and the nominal interest rate in the short run?

Resl GOP. Nominal Interest Rate
Increase Decrease
Fesl GDP. Nominal Interest Rate
Increase Increse
Fesl GOP. Nominal Inerest Rate
No change No change

Nominal Interest Rate:

© 0 0 0 &

Incresse
BeslGOP Nominal Interest Rate:
Decrease. Decrease
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A discretionary fiscal policy action 1o reduce inflation in the short run would be 1o

increase wansfer payments to those on fixed incomes.

increase taxes or decrease govemment spending

Gecrease taxes or increase govemment spending

increase taxes and the money supply

Gecrease taxes and interest rztes

ONORORORO;
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Which of the following is an example of fiscal policy?

ONONORORO;

Decreasing income tax rates

Increasing the money supply

Decreasing the discount rate

Selling government bonds

Decreasing the required reserve ratio
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Which of the following is a iscal policy action aimed at reducing unemployment?

Decreasing government expenditures

Decreasing income taxes

Decreasing tex credits

Increasing nominal interest rates.

Incressing required reserves

ONONORORO;
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Which of the following changes would cause an economy's aggregate demand curve to shift to the right?

An increase in spending on imports

Anincrease in autonomous consumption spending

Anincrease in interest rates

A decrease in the money supply

Adecrease in the overal price level in the economy

ONORORORO;
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Assume the govemment reduces its spending and raises income taxes in n effort o reduce the budget deficit. The most likely short-run result will be an increzse in

interest rates

unemployment

the money supply

the price level

personal savings

ONONORORO;
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A contraction in the money supply will most likely change the nominal interest rate and aggregate demand in which of the following ways in the short run?
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Which of the following will most likely occur if a government adopts an annually balanced budget rule that requires the govemment to eliminate any deficits or surpluses?

Unemployment will be eliminated and prices will be stable.

‘The national debt will increase.

Business cycles will become more stable.

The automatic stabilizing effect of iscal policy will be eliminated.

The government will b forced to spend less when there are surpluses.

ONONORORO;
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Which of the following is an example of an automatic stabil

Discretionary fiscel policy

Progressive income taxes

Autonomous consumption

The spending multiplier

Cyclical unemployment

ONORORORO;
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Which of the following statements best describes the concept of an automatic stabilizer?

Itis nondiscretionary fiscal policy that mitigates business cycles by increasing aggregate demand during recessions and decreasing aggregate demand during expansions.

Itis discretionary fiscal policy that increzses goverment spending during recessions and decreases govermment spending during expansions.

Itis a measure of the effect that a change in govemment spending and investment has on the gross domestic product.

Itis a description of how total income is always equal to total expenditures as a measure of gross domestic product.

Itis the process whereby surpluses lead 1o falling prices and shortages lezd to rising prices to stabilize market equilibrium.

ONONORORO;
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A major advantage of automatic stabilizers in fiscal policy is that they

reduce the public debt

increase the possibility of a balanced budget

stabilize the unemployment rate

go into effect without passage of new legislation

automatically reduce the inflation rate.

ONORORORO;
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Which of the following statements best describes the impact of a decrease in Japanese income on aggregate demand in the United States?

There will be no change in aggregate demand because United States 2ggregate demand depends only on the income of United States consumers.

Aggregate demand will decrease because the demand for United States exports decreases.

Aggregate demand will decrease because the value of the Unted States dollar decreases relative 1o the Japanese yen.

Aggregate demand will increase because a decrease in income in Japan causes an increase in income in the United States.

‘Aggregate demand will increase because interest rates in the United Stetes decrease.

ONORORORO;
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One explanation for the downward slope of the aggregate demand curve s that when the price level increases, which of the following willdecrease?

Real value of assets

Prices of foreign goods

Prices of substitute goods

Expectations of future prices

Government deficit

ONONORORO;
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The aggregate demand curve assumes that

as the price of 2 good or service increases, nominal wages decrease

25 the domestic price level increases, consumers substitute domestic goods for foreign goods

all prices 2nd total consumer incomes are constant

changes in the price level affect rezl wealth

nominal interest rates increase as the price level decreases

ONORORORO;
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The value of the spending multplier decreases when

tax rates are reduced

exports decline

imports decline

govemment spending increases

the margingl propensity 1o save increzses

ONONORORO;
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Anincrease in spending in an economy will cause a multiplied increase in gross domestic product because

govemment spending is greater than zero

investment s greater than zero

investment increases as income decreases

consumption increases as income increases

taxes increase as income increases.

ONONORORC;
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If the central bank holds interest rates constant, an autonomous decrease of $10 million in investment spending will mos likely resultin

a decrease of exactly $10 millon in gross domestic product

2 decrease of more than $10 million in gross domestic product

an increase of $10 million in taxes to offset the decrease in investment

an increase of 10 million in aggregate supply 1o offset the decrease in investment

an increase in the cost of loans for investment purposes

ONONORORO;
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n an economy the marginal propensity 1o consume is 0.90, and gross domestic product (GDP) is $100 blion. If gross private domestic investment declines by 2 billion, then GDP will

Gecrease by a maximum of $1.8 billion

decrease by a maximum of $2 billion

decrease by a maximum of $20 billion

increase by a maximum of $1.8 billion

increase by a maximum of $20 billion

ONONORORO;
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‘The table below shows the level of household savings at various levels of disposable income in a country.

Savings Disposable Income
2,000 $10,000
52,200 $12,000

Based on the level of savings 2nd disposable income data in the table above, which of the following must be true?

‘The marginal propensity to save is 0.2.

The marginal propensity to save is 0.9,

When disposable income is $12,000, consumption is $10,000.

The marginal propensity to consume is 0.1

The marginal propensity to consume is 0.9

OXORORONO)
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In 2 closed economy with lump sum taxes,if the marginal propensity to consume increased from 0.5 to 0.75, the simple spending multplier and the margina! propensity to save (MPS) would change min which of the following ways?
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Multplier
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Muttplier

Nochange

Multplier
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Anincrease i the marginal propensity to consume causes an increase in which of the following?

Marginal propensity to save

Spending multiplier

Savings rate

Exports

‘Aggregate supply

ONORORORC;
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Anincrease in which of the following willincrease the value of the spending multipler?

The supply of money

Equilibrium output

Personal income tax rates

The marginal propensity to consume

The required reserve ratio

ONONORORO;
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A high marginal propensity to consume implies which of the following?

ONONORORO;

A small change in consumption when income changes

Ahigh savings rate

Ahigh marginal tex rate

An equilibrium level of income ne:

ull employment

Alow marginal propensity to save
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Which of the following best explains the increase in national income that results from equal increases in govemment spending and taxes?

Consumers do not reduce their spending by the full amount of the tax increase.

‘The govemment purchases some goods that consumers would have purchased on their own anyway.

Consumers believe all tax cuts are wransitory.

The increase in goverment spending causes & decrease in investment.

Consumers are aware of tax increases but not of increzses in government spending

ONONORORO;
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Suppose that disposable income is $1,000, consumption is $700, and the marginal propensity to consume (MPC) is 0.6. If isposable income then increases by $100, consumption and savings will squal which of the following?

Consumption Savings.
420 5230

320

® 0 0 0 O
g
i

780 5340
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Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes. f the question prompts you to “Calculate;” you must show how you arrived at your final answer.

‘The table below provides data on the spending on final goods, in billons of dollars, by consumers, businesses, and the government in equilibrium in a country with no international trade.

Aggregate Varizbles Value (in bilions of dollars) in the base year
Consumption spending $900

Investment spending $400

Govemment spending $200

Transfer payments $60

‘The marginal propensity to save is equal to 0.4 and there are no exports or imports.

(2) Calculate the real GDP in this country. Show your work

(5) Calculate the marginal propensity to consume. Show your work.

(c) Suppose that the government increases spending from $200 billion to $300 billion

(i) Caleulate the maximum change in real GDP. Show your work

(i) Given the change in real GDP in part (c)(), calculate the maximum level of the new equilibrium real GDP. Show your work

(d) Suppose that taxes decrease by $100 billon. Will the maximum chenge in real GDP be larger than, smaller than, or equal 1o the change in real GDP identified in part (c)() ? Explain.
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Assume the marginal propensity to consume is 0.8. How will a decrease in taxes of $100 billon and a decrease in govemment spending of $100 billion affect aggregate demand?

‘Aggregate demand will decrease by $300 billion

Aggregate demand will decrease by $500 billion.

‘Aggregate demand will decrease by $400 billion.

‘Aggregate demand will decrease by $100 bllion.

ONORORORO;

‘Aggregate demand will not change.
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If the marginal propensity to consume is 0.9, the government increases purchases by $100, and net exports decline by $60, the equilibrium level of real gross domestic product will

decrease by up 10 $400

increase by up to $400

increase by up to 600

decrease by up 10 1,600

increase by up 10 $1,600

ONORORORO;
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Assume that the marginal propensity to consume out of disposable income is 0.8 and that the govemment taxes allincome at 2 constant rate of 30 percent. If gross income increases by $100, consumption willnitially increase by
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Assume that the marginal propensity to consume is 0.90. As a result of an increase in the tex rates, the government collects an dditional $20 million. What wil be the impact on gross domestic product (GDP) ?

GDP will increase by a maximum of $200 million

GOP willincrease by a maximum of $180 million.

GDP will decrease by a maximum of $200 million.

GOP will decrease by a maximum of $180 million.

GOP will decrease by a maximum of $20 milion.

CNONONOXO]
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Assume that Jane's marginal propensity to consume equals 0.8, and that in 2004 Jane spent $36,000 from her disposable income of $40,000. If her disposable income in 2005 increased to $50,000, her consumption spending increased by

o
$8,000
@ $9,000
@ $10,000
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If the marginal propensity to consume is 0.75, then a $100 increase in investment willresultin a maximum increase in equilibrium real gross domestic product of

(%) swoo
$100.00
@ $13333
@ $400.00
@ $500.00
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‘Suppose that the economy is in the midst of @ recession and government policy makers want to increase aggregate demand by $600 billion.If the economy’s marginal propensity to consume is 0.75 and there is no crowding out, the govermment should do which of the following?

Increase spending by $2.400 billion

Increase spending by $600 billion.

Increase spending by $150 billion.

Decrease taxes by $150 bilion.

Decrease taxes by 3600 billion

ONONORORO;
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Suppose that in an economy with lump-sum taxes and no interational trade, autonomous investment spending increases by $2 million. If the marginal propensity to consume is 0.75, equilibrium gross domestic product will change by @ maximum of

0.5 million

s1.5million

$2.0million

$8.0million

$15.0 millon

ONONORORC;
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Assume that the marginl propensity to consume is 0.8 If the govemment increases its purchases of goods and services by $200 and exports decline by $50, at most the equilibrium level of income will

Gecrease by $250

decrease by $1,000

increase by $150

increase by $750

increase by $1,250

OOOOO
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‘Suppose that autonomous consumption is S400 and that the marginal propensity to consume is 0.8. If disposable income increases by $1,200, consumption spending willincrease by

1,600

1,360

1200

3960

3400
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Following a decrease in aggregate demand, an increzse in unemployment will result if

prices increase and real wages decrease

the aggregate supply curve is vertical

prices and wages quickly adjust to equilibrium levels

short-run aggregate supply also increases

prices and nominal wages are slow 1o adjust in the short run

ONORORORO;
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Thailand and Malaysia are trading partners. I the price level in Thailand decreases relative to the price level in Malaysia, what will happen to Thailand's exports to Malaysie and Thailand's aggregate demana?

© O

© 0 O

Thailand's Exports.

Thailand's Aggregate Demand

Increase

Decrease

Thailand's Exports.

Thailand's Aggregate Demand

Increase

Increase

Thailand's Exports.

Thailand's Aggregate Demand

Increase

Indeterminate

Thailand's Exports.

Thailand's Aggregate Demand

Decrease

Decrease

Thailand's Exports.

Thailand's Aggregate Demand

Decrease

Increase
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Anincrease in personal income taxes will most likely cause aggregate demand and aggregate supply to change in which of the following ways in the short run?

@ Aggregate Demand Aggregate Supply
Notcrange Decrease

@ Aggregate Demand Aggregate Supply
Netcrange nrease

@ Adgregate Demend Aggregate Supply
Decrease Nt crange

@ Aggregate Demand ‘Aggregate Supply
Decresse Inresse

@ Aggregate Demand Aggregate Supply
Incease Nt change
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Stagflation is caused by

an increase in imports

en increase in aggregate demand

2 decrease in aggregate demand

& decrease in aggregate supply

an incresse in aggregate supply
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Assume a country’s economy is currentlyin longrun equilibrium. What is the long-run effect of an increase in aggregate demand?

& decrease i the unemployment rate

A decrease in the inflation rate

A decrease in the long-run aggregate supply

Anincresse in the price level

Anincrease in the money supply
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Which of the following would generate costpush inflation?

Anincrease in the price of labor

Adecrease in the price of energy

Anincrease in household consumption

A decrease in government spending

An increase in the money supply

ONORORORO;




image41.png
Anincrease in which of the following would most likely cause the gross domestic product of & country to decrease in the short run?

Government spending

Imports

Money supply

Consumption spending by households.

Investment spending by domestic firms
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In the long run,if aggregate demand decreases, real gross domestic product (GDP) and the price level will change in which of the following ways?

@ Real 6P Price Level
Decrease Decresse
@ Real GOP Price Level
Decrease Increase
@ Real GDP Price Level
Nochange Decresse
@ Real 6P Price Level
Incresse Dacresse
@ Real GOP Price Level
Nochange. Increase
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Which of the following best explains how an economy could simultaneously experience high inflation and high unemployment?

‘The govemment increases spending without increasing taxes.

‘The govemment increases taxes without increasing spending.

Inflationary expectations decline.

Women and teenagers stay out of the labor force.

Negative supply shocks cause factor prices 1o increase.
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image44.png
An increase in the price of oil, an important input to production, will result in which of the following in the short run?

A decrease in the price level

Adecrease in shortrun aggregate supply

A decrease in unemployment

Anincresse in real wages

An incresse in aggregate demand

ONONORORO;
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An economy is in long-run macroeconomic equlibrium. What will be the short-run effects of an increase in investment spending?

an increase in real output, an increase in unemployment, and a decrease in the price level

Anincrease in real output, an increase in unemployment, and an increase in the price level

An increase in real output, 2 decrease in unemployment, and an increase in the price level

A decrease in real output, & decrease in unemployment, and & decrease in the price level

A decrease in real output, & decrease in unemployment, and no change in the price level
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If the short-run aggregate supply curve is upward sloping, which of the following will cause inflation?

Anincrease in longrun aggregate supply

Anincrease in short-run aggregate supply

An increase in aggregate demand

A decrease in aggregate demand

A decrease in aggregate demand and an increase in agaregate supply
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Investment i physical capital is most likely to occur s a result of an increase in

interest rates

inflation rates

business confidence

money demand

personal consumption
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Aggregate Demand
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According to the graph above, which of the following will necessarily resultin a decrease in output?

1. Arightward shift of the aggregate demand curve
1I. A lefuward shift of the aggregate demand curve
1. A rightward shift of the aggregate supply curve

IV. A leftward shift of the aggregate supply curve

@ lonly
@ Wonly
@ and i iy
@ Jand il nly

sy
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Which of the following will cause an increase in real outputin the short run?

Adecrease in productivity

Adecrease in wages

A decrease in govemment expenditure

Anincresse in reserve requirements

Anincrease in the discount rate
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Which of the following events will most likely cause an increase in both the price level and real gross domestic product?

The prime rate increases

Exports increase.

Income taxes increase.

Crude oil prices decrease.

Inflationary expectations decrezse
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Assume thet the aggregate supply curve is upward sloping. If both aggregate supply and aggregate demand increase, what will happen to the equilibrium output and price level?

@ Output Price Level
Decrease Decresse
@ Output Price Level
Decrease Increase
@ output Price Level
Indeterminate Increase
@ Output Price Level
Incresse Indaterminate
@ Output Price Level
Increase Increase
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Assume that an economy is currently i long+run equilibrium and the shortrun aggregate supply curve is upward sloping. An adverse supply shock, such as  drought, will most likely cause which of the following to the economy in the short run?

4 decrease in the price level and a decrease in the nominal wage

A decrease in the price level and an increase in the nominal wage.

An increase in the price level and an increase in the nominal wage.

Anincresse in the price level and an increase in the real wage

Anincresse in the price level and a decrese in the real wiage
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A contractionary supply shock would most likely resultin

an increase in aggregate demand

an increzse in national income

&n increase in gross domestic product

& decrease in the general price level

& decrease in employment
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The intersection of the aggregate supply curve and the aggregate demand curve occurs at the economy's equilibrium level of

real investment and the interest rate

real disposable income and unemployment

real national output and the price level

govermment expenditures and taxes

imports and exports
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Which of the following will remain unchanged when the price level decreases?

Inflationary expectations

Aggregate quantity demanded

Long-run aggregate supply

Nominal wages

Nominal output
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Which of the following changes will necessarily cause inflation?

A decrease in aggregate demand and a decrease in short-Tun aggregate SUpplY.

A decrease in aggregate demand and an increzse in short-run 2ggregate supply.

A decrease in aggregate demand with no change in short-run aggregate supply.

Anincresse in aggregate demand and & decrease in short-un agaregate supply.

An incresse in aggregate demand and an increase in short-run aggregate supply.
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Under which of the following conditions would consumer spending most likely increase?

Consumers have large unpaid balances on their credit cards

Consumers’ wealth is increased by changes in the stock market.

The government encourages consumers to increase their savings.

Social security taxes are increased.

Consumers believe they will not receive pay increases next year
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Which of the following statements about inflation is true in the short run?

ONONORORO;

During a period of cost-push inflation, the economy’s output will ise rapidly, along with the price level.

‘The basic difference between cost-push and demand-pull inflation lies in the rate at which the price level is ising.

During & period of demand-pull inflation, the economy's output will be stagnant when the price level i fising.

The economy's real output increases when there is demand-pull inflation and decreases when there is costpush inflation.

Mostinstances of inflation start out being costpush, and then turn into demand-pull.
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During & period of stagflation, a nation is most likely experiencing

high unemployment and low inflation

low unemployment and high inflation

low inflationary expectations

& decrease in short-run aggregate supply.

&n increzse in taxes and government spending
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An ongoing increase in the price of oil wil result in

demand-pull inflation

cost-push inflation

expansionary fiscal policy

& decrease in the prices of substitute forms of energy

deflation
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Stagflation is most likely to be caused by

an increase in aggregate demand

2 decrease in aggregate demand

an increase in aggregate supply

& decrease in aggregate supply

& large increase in the money supply
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Policies intended to reduce demand-pull inflation are most likely 1o increase which of the following in the short run?

Gross domestic product

‘The labor force participation rete

The price level

Unemployment

Wage levels
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Which of the following would most ikely lead to cost-push inflation in the short run?

A decrease in labor productivity

A decrease in income tax rates

A decrease in consumers’ and businesses’ optimism about future economic activity

An increase in goverment deficit spending to stimulate a weak economic recovery

Discovery of new sources of energy
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Long-run
Aggregate Supply

Short-run
Aggregate Supply

PRICE LEVEL

Aggregate Demand

REAL NATIONAL INCOME

Assume that the economy is at fulkemployment equilibrium in the diagram shown above. Which of the following would lead to stagflation?

Alefuward shift of the short-run aggregate supply curve only

A tightward shift of the short-run aggregate supply curve only

Aleftward shift of the aggregate demand curve only

A rightward shift of the aggregate demand curve only.

A rightward shift in both the short-run aggregate supply curve and the aggregate demand curve
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In answering the question, you should emphasize the line of reasoning that generated your results; it s not enough to lst the results of your analysis. Include correctly labeled diagrams, if useful of required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directionall

Assume that the United States economy is currently in long-run equilibrium.
. Draw & correctly labeled graph of agaregate demand and agaregate supply and show each of the following
i, The long-run aggregate supply curve
ii. The current equilibrium owtput and price levels, labeled as Yg and PLg, respectively
b. Assume that the govermment increases spending on national defense without raising texes.
i. On your graph in part (2), show how the govemment action affects aggregate demand.
ii. How will this government action affect the unemployment rate in the short run? Explain
. Assume that the economy adjusts 1o 2 new long-run equilibrium after the increase in government spending.
i. How will the shortrun aggregate supply curve in the new longrrun equilibrium compare with that in the initial long+run equilibrium in pert (2) ? Explein.
ii.On your graph in part (2), label the new long-run equilibrium price level as PLp
4. In order to finance the increase in govermment spending on national defense from part (b), the government borrows funds from the public. Using a correctly labeled graph of the loanable funds market, show the effect of the govermment's borrowing on the real interest ate.
& Given the change in the real interest rate in part (¢), what s the impact on each of the following?

L Invesiment
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Based on the graph above, demand-pull inflation is caused by a movement from

@ SRAS2 10 SRASY
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Inthe AD — AS model, which of the following is true?

QOO

The economy is in an inflationary gap when the short-run equilibrium real output is below the long-run equilibrium real output

The economy is in an inflationary gap when the short-run equilibrium real output is at the long-run equilibrium real output.

The economy is in a recessionary gap when the short-run equilibrium real output is at the long+un equilibrium real output.

The economy is in & recessionary gap when the short-run equilibrium real output is below the long-run equilibrium real output.

The economy is in & recessionary gap when the short:run equilibrium real output is above the long-run equilibrium real output.
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Anincrease in the purchases of newly constructed houses will esultin which of the following?

‘Aggregate demand vill decrease as a result of 2 decrease in the price level.

Aggregate demand will increase as 2 result of an increase in investment spending.

Aggregate demand will increase as 2 result of an increase in exports.

‘Aggregate demand will not change, since consumer spending has not changed.

‘Aggregate demand will not change, since investment spending hes not changed.
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Anincrease n the price of a key input will cause the 2ggregate demand curve and the short-run aggregate supply curve 1o change in which of the folowing ways?

@ ‘Aggregate Demand Curve ‘Agaregate Supply Curve
Snitto e rnt Sntto therght
@ ‘Aggregate Demand Curve ‘Aggregate Supply Curve
Sntto e et Sntto e et
@ ‘Aggregate Demand Curve ‘Aggregate Supply Curve
Sntto e et Nochange
@ ‘Aggregats Demand Curve ‘Agaregate Supply Curve
Nochange Shiftsothe it
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The diagram above shows 2 netion's shortrun zggregate supply curve (SRAS), long run aggregate supply curve (LRAS), and aggregate demend curve (AD)

Based on the diagram above, which of the following describes the shortrun equilibrium?

@ The economy is operating t full employment.

o ‘The economy is operating below full employment.
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Given the graph of the short-run aggregate supply (SRAS) and long-run aggregate supply (LRAS) curves above, which of the following is true?

Macrov Uvﬁ‘itw?;b‘destions
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An economy is currently operating at the full-employment level of output. Which of the following would result i a recessionary gap in the short run?

Anincrease in the costs of production

An improvement in the productivity of labor

Anincrease in money supply

A positive supply shock

A decrease in income tax retes
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Assume an economy is in & long-run equilibrium. Following & decrease in aggregate demand, which of the following is true in the short run?

‘The unemployment rate is equal to the natural rate of unemployment, and the rate of inflation s rising.

‘The unemployment rate is greater than the natural rate of unemployment, and the rate of inflation is rising.

‘The unemployment rate is greater than the natural rate of unemployment, and the rate of iflation is declining.

The unemployment rate is lower than the natural rate of unemployment, and the rate of inflation is declining,

‘The unemployment rate is lower than the natural rate of unemployment, and the unemployment rate is rising.

ONONORORO;




image74.png
An economy is at fullemployment equilibrium. If consumers and firms become more optimistic about future income and profits, which of the following will occur in the short run?

‘Aggregate demand will shift rightward, increasing real output and decreasing the price level.

Aggregate demand will shift rightward, decreasing real output and increasing the price level.

Aggregate demand willshift rightward, increasing real output and the price level.

Short-run aggregate supply will shift rightward, increasing real output and the price level

Short-run aggregate supply will shit rightward, decreasing real output and the price level.
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According to the graph above, which of the following is true about the long-run equilibrium of the economy depicted?

The economy is in long-run equilibrium.

The aggregate demand curve will shift o the left 1 restore long-run equilibrium.

The long-run aggregate supply curve will shift to the right to restore long-run equilibrium.

Without a fiscal policy stimulus, the economy wil remain in 2 recession.

‘a5 wages increase, the short-run aggregate supply curve will shift 1o the left to restore long-run equilibrium

OXOROROXO)
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‘According o the graph above, an increase in aggregate supply will most ikely cause income and employment to change in which of the following ways?

@ Income Employment
Decresse Decrease

®
® e e
®

Increase Decrease
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The graph above shows the macroeconomic conditions of Wattsonia. Many economists estimate that the natural rate of unemployment is 6 percent.If this s true and the current rate of unemployment is 5.1 percent, in what range of real gross domestic product is the economy currently producing?
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Assume the countries of Ornania and Kumbagi are major trading partners. Omania is currently in longerun macroeconomic equilibrium. As a result of a recession in its economy, Kumbagi decreases ts demand for goods produced in Omania. Which of the following will occur in Omania in the short run?

‘The aggregate demand curve will shift to the right, causing the ctual rate of unemployment to exceed the natural rate of unemployment.

‘The aggregate demand curve will shift to the left, resulting in an inflationary gap.

‘The aggregate demand curve will shift to the left, resulting in 2 recessionary gap.

The short-run aggregate supply curve will shift 1o the left, resulting in an inflationary gap.

‘The short-run 2ggregate supply curve will shift o the left, resulting in  recessionary gap.
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In answering the question, you should emphasize the line of reasoning that generated your results; it is not enough to lst the results of your analysis. Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional
Assume that a country's economy is operating 2t less than full employment.

Draw a correctly labeled graph of aggregate demand and aggregate supply, and show each of the following,

i Long-run aggregate supply curve
ii. Current output and price level

b. Assume that policy makers take no policy action and that prices and wages are flexible. Explain what will happen to each of the following
i. Short-run aggregate supply
ii. Employment

 Now assume that instezd of taking no policy action, the govermment implements 3 special tax incentive 1o encourage individuals to increase saving for retirement. Dreiw & correctly labsled oraph of the loanzble funds market, Show how the real interest rate s affected

4. Given your answerin part (c), explain how agaregate supply is affected in the long run.
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With an increase in the real interest rate, consumption and real gross domestic product will most ikely change in which of the following ways?

@ Consumption Real Gross Domestic Product
Incresse Increase

@ Consumption Real Gross Domestic Product
Increase Decresse

@ Consumption Real Gross Domestic Product
Decrease Increase

@ Consumption Real Gross Domestic Product
Dacresse Decrease

@ Consumption Real Gross Domestic Product
No change Increase
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‘The economy of a country is currently in equilibrium at point A in the diagram above. If the govermment does nothing and wages are flexible, which of the following will most likely occur in the long run?

Falling wages will shift the aggregate demand curve to the right, producing full employment

Rising wages wil shift the aggregate demand curve to the right, producing full employment

The economy will remain at point A

Rising wages wil shift the aggregate supply curve o the right, producing full employment.

Falling wages will shift the aggregate supply curve to the right, producing full employment

OOOOOOG
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In the graph above, AD denotes the aggregate demand curve, SRAS the short-run aggregate supply curve, and LRAS the long-run aggregate supply curve. If no policy action were taken, which of the following changes would move the economy 10 ts long-run equilibrium?

Anincresse in aggregate demand

Anincrease in exports

Anincrease in wages

Adecrease in wages

Adecrease in the expected price level

ONOROROXO,
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1f 3 large increase in total spending has no effect on real gross domestic product, it must be true that

the price level s rising

the economy is experiencing high unemployment

The spending multiplier is equalto 1

the economy is in short-run equi

aggregate supply has increased
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Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes. f the question prompts you to “Calculate;” you must show how you arrived at your final ansiwer.

The economy of Moneylend has an actuzl unemployment rate that is less then the natural unemployment rate.

(2) Draw 3 correctly labeled graph of the long-1un aggregate supply, short-run aggregate supply, and agaregate demand curves, and show ezeh of the following

() Current price level abeled PLy

(ii) Current real outpus, labeled Y1

(i) Ful-employment output, lsbeled Y

(b) Suppose that investment spending on plant and equipment increases. On your greph in part (&), show the effect of the increase in investment spending on the equilibrium price level and real output in the short run.
(¢) Identify ane fiscal policy action the govermment of Moneyland can use to restore full employment

(@) Assume instead that the government of Moneyland decides not to take any policy action. Will short-run aggregate supply increase, decrease, or stay the same in the long run? Explain
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In an economy with a horizontal aggregate supply curve, an increase in govermment spending will cause output and the price level to change in which of the following ways?

Output Price Level
® - .

@ Output Price Level
Increase Increase
@ Output Price Level
Increase Nochange
@ Output Price Level
Nochange. Incresse
@ Output Price Level
Nochange. Nochange.
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If an economy’s aggregate supply curve is upward sloping, an increase in government spending will mos likely result in a decrease in the

real level of output

price level

interest rate

unemployment rate

govermments budget deficit
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A decrease in the price level will produce a movement between which of the following two points on the diagram above?
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Which of the following would indicate that economic growth has occurred?

‘The production possibilities curve shifts to the left.

‘The long-run aggregate supply curve shifts to the right.

The aggregate demand curve shifs to the right

The Phillips curve becomes flater.

Business cycles no longer exist
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Which of the following is an assumption underlying an upward-sloping short-run aggregate supply curve?

The economy is experiencing high nfiation.

The economy is at full employment.

National income is fixed.

Wages are sticky.

The velocity of money is constant
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The short-run aggregate supply curve is likely to shift o the left when there is an increase in

the cost of productive resources

productivity

the money supply

the federal budget deficit

imports
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The short-run aggregate supply curve would be vertical if

nominal wages adjust immediately to changes i the price level

nominel wages adjust slowly when there is unemployment

both nominal weges and prices adjust slowly to changes in aggregate demand

the spending multiplier is very low

investment demand is very responsive to changes in interest rates
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Which of the following will cause aggregate supply to increase in Country X?

Anincrease in personal income taxes

The discovery of low-cost altemative sources of energy

A decrease in labor productivity with no change in nominal wages

Depreciation of country X's currency on the foreign exchange market

Anincresse in the price level
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Anincrease in which of the following would cause an increase in aggregate supply?

Labor productivity

The wage rate

Prices of imports

Consumer spending

Interest rates
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Anincrease in which of the following is most likely to cause the short-run aggregate supply curve 1o shift 1o the left?

Consumers’incomes

‘The money supply

Government spending

The optimism of business firms

The per unit cost of production
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Anincrease in which of the following would most likely result in 2n increase in aggregate supply?

The price level

Aggregate demand

Unemployment compensation

Labor-force participation rate

The minimum wage
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Which of the following will most likely cause the short-run aggregate supply curve to shift to the left?

Adecrease in nominal wages

Adecrease in the expected rate of inflation

Anincrease in enery prices

Anincresse in the price level

Anincresse in the size of the labor force,
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A change in which of the following will cause the short-run aggregate supply curve to shift?
1. The price level
I1. Government spending

11l The cost of all inputs

Tonly

Uonly

i only

Tand Il only
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