[image: ]
[bookmark: _GoBack][image: ]
[image: ][image: ]
image1.png
) APReview

Soltions appar at th ke buok.
Check Your Understanding
1. Use  dingram of theloansble funds macket to llustrate the 2. Explain whats wrong with the following statsment: “Savings snd
effct of the folowing eventes on the equilibrium interese raze imvestment spening may not be cqual in the cconormy 2 3 whole
and quancity of loanable funds. i equlbrium because when the interese race s, households
2. An cconomy is opened tointeenationsl moverments of will wan tosave more money than busineses wil vant o mvese.”
capital, and s capital nflow occurs. 3 Supposc th e .
uppose that expected inflation ries from 3% to 6%
b. Retired people generally sav lss than working PeOPIE 8630 1 Howe will che real nteret ate be affeted by chis change?
interest rate. The proportion of retired people in the b, Honw will th ominl interese rate be affected by this change?
population goes up. <. What il happen to the quilibrium quantiy of lonable.

funds?
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Questions

1. A business will decide whether or not to borrow moriey to
finance  project based on a comparison of he interest rate

€. adecrease n che interest rate
. positive capial inflows

wich the. fromits projec. . decreased private saving rates
a expected revenue Which of the following will increase the supply of
b. profic joanable Funds?
e rateofrecumn

an increase in perceived business opporturities
d. cost generated decreased. & borrowing
¢ - government e

2. The real inerest rate equals the

a. nominal interest rate plus the inflation rate.
b. nominal interest rate minus the inflation rate.

<. nominal interest rate divided by the inflation rate.
d. nominal interest rate times the inflation rae.

e, federal funds rae.

Which of the following wil increase the demand for
loanable funds?

3. a federal government budget surplus

b. anincresse in pesceived business opportunities

an increase in the expected inflation rate-
adecrease i capital inflows

Both lenders and borrowers base their decisions on
3 expected real interest ates.

b. expected nominal interest rates.

<. realinterest raes.

b
<. anincreased private saving rate.
o

. nominal interest rates.
. Nominal intereserates minus real interest raes.
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Tackle the Test: Free-Response Questions

1. Draw  correcey labeled graph showing equilibrium in the
Ioanable funds markee.

Ansue (§ ponts)
1 point Vetiea s labeled nteestrate”or *r*

1 point: Horizontal axis labeled *Quantity of oanable funds™

2. Doeseach of the following affct cither the supply or the
demand for loanable funds, and i so, does the afected curve
increase (shift o the righ) or decrease (shife to the lef?

3. There s an increase in capital inflows into the cconomy:

b. Businesses are pessimistic about future business conditions
€. The government increases borrowing.

d. The private savings rate decreases.




