APQB 4.2 Nominal vs Real Interest Rate
1. 
2. Assume the nominal interest rate on a 15-year fixed-rate mortgage loan is 5 percent. If the expected inflation rate is 2 percent, the expected real interest rate is
A. 2%
B. 3%
C. 5%
D. 7%
E. 10%
3. The annual inflation rate is expected to be 5 percent over the next 3 years. Juan plans to take out a 3-year loan to purchase an automobile. If Juan decides not to take out the loan if the real interest rate exceeds 3 percent, the highest nominal interest rate he is willing to pay is
A. 2 percent
B. 3 percent
C. 8 percent
D. 15 percent
E. 25 percent
4. Assume that the nominal interest rate is 10 percent. If the expected inflation rate is 5 percent, the real interest rate is
A. 0.5%
B. 2%
C. 5%
D. 10%
E. 15%
5. [bookmark: _GoBack]Suppose that the real interest rate is equal to seven percent and the expected inflation rate is currently three percent. If an oil crisis in the Middle East increases the expected inflation rate to four percent, the new nominal interest rate is equal to
A. 3%
B. 4%
C. 7%
D. 11%
E. 14%
6. In the long run, a fully anticipated increase in the inflation rate will
A. increase real national output
B. increase the nominal interest rate
C. decrease real national output
D. decrease the real interest rate
E. shift the long-run Phillips curve to the right
7. When purchasing her house, Ms. Adams took out a 15-year mortgage loan from a local bank at a fixed interest rate of 7 percent. The rate of expected inflation at the time was 4.5 percent. If the actual rate of inflation was 3 percent, which of the following is true?
A. The bank gained because the real rate of interest increased by 1.5%.
B. The bank gained because the real rate of interest became 3.5%.
C. The bank lost because the real rate of interest decreased by 1.5%.
D. Ms. Adams gained because the nominal rate of interest increased by 1.5%.
E. Ms. Adams lost because the nominal rate of interest became 3.5%.
8. Which of the following is true about the expected real interest rate?
A. It is equal to the nominal interest rate plus the expected inflation rate.
B. It is equal to the ratio of the nominal interest rate to the inflation rate.
C. It increases as the price level increases.
D. It is always positive.
E. It is negative if the expected inflation rate exceeds the nominal interest rate.
9. Which of the following would be true if the actual rate of inflation were less than the expected rate of inflation?
A.  Inflation had been underpredicted
B. The real interest rate had exceeded the nominal interest rate
C. The real interest rate had been negative.
D. People who borrowed funds at the nominal interest rate during this time period would lose.
E. The economy would expand because of the increased investment and spending.
10. An increase in inflationary expectations will most likely affect nominal interest rates and bond prices in which of the following ways in the short run?
Nominal Interest Rates	Bond Prices
A. Increase		No change
B. Increase		Decrease
C. No change		Increase
D. Decrease		Increase
E. Decrease		Decrease
11. Which of the following is true about the expected real interest rate?
A.  It is equal to the nominal interest rate plus the expected inflation rate.
B. It is equal to the ratio of the nominal interest rate to the inflation rate.
C. It increases as the price level increases.
D. It is always positive
E. It is negative if the expected inflation rate exceeds the nominal interest rate.
12. In the long run, a fully anticipated increase in the inflation rate will
A. increase real national output
B. increase the nominal interest rate
C. decrease real national output
D. decrease the real interest rate
E. shift the long-run Phillips curve to the right

13. When Stephanie took out a one-year fixed-rate loan, she expected to pay a real interest rate of 3 percent. At the end of the year, the real interest rate had fallen to 2 percent. Which of the following could have caused the decrease in the real interest rate?
A. There was an increase in the nominal interest rate.
B. There was a decrease in the nominal interest rate.
C. There was a decrease in the money supply.
D. The actual inflation rate was greater than the expected inflation rate.
E. The actual inflation rate was less than the expected inflation rate.
14. If the interest rate on loans before adjusting for inflation is 9%, and the expected inflation rate is 4%, then which of the following must be true?
A. Lenders are expected to receive an additional 4% on their loaned funds.
B. Borrowers are expected to pay an additional 4% on their borrowed funds.
C. The expected real interest rate is 9%.
D. The expected real interest rate is 13%.
E. The nominal interest rate is 9%.
15. When purchasing her house, Ms. Jones took out a 15-year mortgage loan from a local bank at a fixed interest rate of 7 percent. The rate of expected inflation at the time was 3 percent. If the actual rate of inflation was 4.5 percent, which of the following is true?
A.  The bank gained because the real rate of interest increased by 1.5%
B. The bank gained because the real rate of interest became 3.5%
C. The bank lost because the real rate of interest decreased to 2.5%
D. Ms. Jones gained because the nominal rate of interest increased by 1.5%
E. Ms. Jones lost because the nominal rate of interest became 3.5%
16. Assume that the nominal interest rate is 10 percent. If the expected inflation rate is 5 percent, the real interest rate is
A. 0.5%
B. 2%
C. 5%1
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D. 10%
E. 15%


