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7. Assume the central bank uses open market operations
in response to a recession. Which of the following will
most likely happen in the short run if the banking
system has limited reserves?

(A) Aggregate demand curve will shift to the left

(B) The money supply will shift left

(C) The short-run aggregate supply curve will shift to
the left

(D) Nominal interest rates will rise

(E) Nominal interest rates will fall
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8.

If investment demand becomes more responsive to

changes in interest rates, which of the following is true?

(A) The banking system has limited reserves

(B) The banking system has ample reserves

(C) Deficit spending results in more crowding out.

(D) Deficit spending results in less crowding out.

(E) Expansionary monetary will have no effect on
aggregate demand
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9.

If wages are flexible and the government takes no
policy action in response to a negative output gap,
which of the following will most likely happen in the long
run?

(A) Unemployment will increase

(B) The aggregate demand will shift right

(C) The short-run aggregate supply will shift left

(D) The short-run Phillips curve will shift left

(E) The natural rate of unemployment will decrease
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10. Which of the following will most likely occur if Country X

experiences an increase in the real interest rate?

(A) The capital and financial account in Country X will
move towards a deficit

(B) Exports will equal imports

(C) The supply of loanable funds in Country X will
decrease

(D) The currency in Country X will appreciate

(E) The currency in Country X will depreciate
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1.

Country X Country Y
Bikes 50 75
Cars 100 50

The table above shows the number of bikes and cars

produced by countries X and Y using the same

amount of resources. Which of the following is true?

(A) Neither country has a comparative advantage in
the production of bikes.

(B) Country X has an absolute and comparative
advantage in the production of bikes.

(C) Country Y has an absolute and comparative
advantage in the production of cars.

(D) Country Y has an absolute and comparative
advantage in the production of bikes.

(E) Country X has an absolute and comparative
advantage in the production of both goods.
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2. Which of these scenarios best exemplifies frictional

unemployment?

(A) An entrepreneur leaves her job to create a new
startup

(B) A construction worker laid off due to a seasonal
slowdown

(C) A recent graduate exploring various paid
internships

(D) A freelancer juggling multiple project offers

(E) A cashier replaced by self-checkout machines
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3.

In an economy, the base year 2019 saw the
production of 10 cars at a price of $20,000 each and
50 computers at a price of $1,000 each. In 2020, the
production increased to 12 cars priced at $20,000
each and 60 computers priced at $1,000 each. What
is the GDP deflator for 2020, using 2019 as the base
year?

(A) 90 (B) 100 (C) 110 (D) 120 (E) 150
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4. Anincrease in the price of electricity, a key input to
production, will result in which of the following in the
short run?

(A) A decrease in unemployment

(B) An increase in aggregate demand

(C) An increase in real wages

(D) A decrease in the price level

(E) A decrease in short-run aggregate supply
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5. If the marginal propensity to consume is 0.75, a $25
billion increase in government spending will lead to
an increase in total spending by a maximum of
(A) $125 billion
(B) $100 billion
(C) $75 billion
(D) $50 billion
(E) $12.25 billion
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6. Which of the following is a fiscal policy action aimed to
close a negative output gap?
(A) Increasing the discount rate
(B) Decreasing tax credits
(C) Decreasing income taxes
(D) Decreasing government spending
(E) Central bank buys bonds




