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Midterm 2 Version A
Price in 1990 Price in 2000 Price in 2010
Pen 10 12 14
Shirt 15 17 16
Shoe Pair 20 18 18

Use the table above. Suppose your market basket is 10 pens, 5
shirts, and 3 pairs of shoes.

1. What is the approximate percentage change in prices between
2010 and 2000, when 1990 is the base year?

(@235
(b)24.33
(©)16.59
(4)5.97

2. Suppose your nominal income goes from $20,000 in year 1 to
$X in year 2. Suppose the CPI was 100 in year 1 and 150 in year
two. How much should X be so that your real income remains
the same?

(a) 25,000

(b) 30,000

() 20,000

(d) 40,000

3. When does your real income increase?

(a) When the percentage change in nominal income is 0%,
and the inflation rate is -2%.

(b) When the inflation rate is 4% and the percentage increase
in nominal income is 2%.

(c) When the percentage change in nominal income is 0%,
and the inflation rate is 2%.

(d) When the inflation rate is -4% and the percentage change
in nominal income is -8%.

4. Pick the appropriate option. Statement (i) The CPI market
basket contains all goods and services produced in an economy.
(ii) The GDP Implicit Price Deflator uses all goods and services
produced in an economy.

() (1) is true, (ii) is true

) (1) is true, (ii) is false

© (i) is false, (ii) is true

@ (i) is false, (ii) is false

5. The GDP deflator is a measure of:
a). Price Level

@ B = 0O X
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5. The GDP deflator is a measure of:
a). Price Level
b). Total Production
c). Available Resources
d). Total Demand

6. Suppose your salary is $20,000 in year 1 and increases to
$25,000 in year 2. Suppose the CPI was 100 in year 1 and 150 in
year two. What is your year two salary in year one prices?

(a) 16,666

(b) 17,777

(c) 15,555

(d) 18,888
7. Which of the following cases is considered an unemployed
person?

() Ann is 14 years old, but has no job.

() Ann is in prison, and has no job.

() Ann doesn’t have a job and hasn’t made any effort to find a

job for the last two years.
(@ Ann lost her job two weeks ago.

8. A small country has a population of 10,000. 8,000 are the

civilian non-institutional population. 2,000 are not in labor

force. 1000 are unemployed. The employment rate is .
a) 5,000/8,000

b) 6,000/8,000
¢) 5,000/6,000
d) 4,000/6,000

9. Jim quit his job and became unemployed. He is a .

(a)Job Loser

(b Job Leaver
(c) Reentrant

(&) New Entrant

10. Not counting discouraged workers as unemployed workers
biases the unemployment rate estimates .

@ Upwards

() Downwards

(c) Doesn’t affect

(@) None of the above
11. If Jim used to work at a typewriter factory, and personal
computers result in the factory being shut down, what kind of
unemployment best describes Jim’s circumstance?

(a) frictional unemployment

(b) structural unemployment

a5 = L M
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(d)None of the above
11. If Jim used to work at a typewriter factory, and personal
computers result in the factory being shut down, what kind of
unemployment best describes Jim’s circumstance?

(a) frictional unemployment

(b) structural unemployment

(c) cyclical unemployment

(d) seasonal unemployment

12. Suppose the structural unemployment rate is 5% and the
frictional unemployment rate is 4%. What is the natural rate of
unemployment?

() 1%

(b) 9%

(c) 20%

(d) 5%

13. Let marginal propensity to consume equals 0.8, and income
increases by $200. Then saving increases by

A) $40.

B) $80.

C) $100.

D) $160.

14. The following graph shows a linear consumption function.
Based on this information, calculate the Marginal Propensity to
Consume.

AYN Q1

& EH O = O X
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15. If inflation in the US is higher than inflation in other
countries, demand for US products will decrease relative to the
demand of products from abroad; what would be the expected
change in net exports in the US?

A) Increase

B) Decrease

C) Stay the same

D) Not enough information

16. An economy is currently producing at GDP, which is equal
to $250 billion. If the MPC is 0.7, then how much must
autonomous spending change for the economy to move to

potential (I'I'\'n swihinkh Ansiala 2NN LI ALD

A) $5 billi i

B) $10 bil  consumption issmilion

C) $15 bil vm'

D) $25 bil e L

17. Consi 4680 p in
2015 = 1( ve
know that

A) $16,95

B) $15,35

C) $17,24

D) $16,93 o 4800 6500 ,____Peal nationat

Real GOP (@)

A
Trendin Feal GOP.
c
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18. Refer to the above diagram. In terms of a macroeconomic
business cycle, Point A corresponds to:

a. Trough

b. Contraction

c. Expansion
- e sz

d. Peak

19. Refer to the above diagram. Which of the following could
result in long-run aggregate supply shifting from LRASI to
LRAS2?

SR, -, o PR, , PRy [NPIS PORSONS o (P [N o NIV, PSS PR |
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LRAS2?
a. The Long-Run Aggregate Supply Curve is vertical,
therefore it cannot shift
b. A technological development that increases productive
efficiency
c. An increase in the price level will shift the LRAS curve to
the right
d. A decrease in the price level will shift the LRAS curve to
the right
20. Which of the following is NOT a reason for why the AD
curve slopes downward?

(a) Real balance effect

(b) Sticky wages

(c) International trade effect
(d) Interest rate effect

21. At a given price level, suppose that investment (I),
government purchases (G), and net exports (NX) increased
while the AD curve shifted left. Which of the following
statements can be true?

(@) Higher future prices were expected
(b) Consumption decreased a lot

(¢ Consumption increased a lot

(@) There were increases in wealth

22. Which of the following can cause the change in aggregate
demand as shown below?
P
Py
P,

° @ O e}

(a) Expectation of a higher future income.

) A decrease in the interest rate.

() An increase in foreign real national income.
@ Dollar appreciates.

23. Consider a supply shock in the static model that shifts the

& EH = O 90X
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23. Consider a supply shock in the static model that shifts the
Short Run Aggregate Supply curve as shown in the figure below
(SRAS, to SRAS,):

If instead of adopting monetary and fiscal policy, the
government chooses to remain idle, what would be the long-
term consequences of the shock?

A) Real GDP will return to its original level, and there will
permanently be a higher price level.
B) Real GDP will permanently be lower than its original level,
and the price level will be permanently higher.
C) Real GDP will be above its original level, and there will
permanently be a higher price level.
D) Real GDP will return to its original level, and the price level
will return to its original level.
24. One way to explain the influence of changes in the money
supply on aggregate demand is: a change in the money supply
will affect _ and this effect will further affect __ so that
aggregate demand might be affected finally.

a. interest rates; consumption and investment

b. interest rates; price level
c. wage; price level

d. business taxes; consumption and investment

25. In March 2013 the exchange rate from United States dollars
(USD) to Indian rupees (INR) was about 1 USD=54 INR, and in
March 2017 the exchange rate was about 1 USD=65 INR.
Ceteris paribus this would have caused net exports to

and therefore aggregate demand would have

& B = N X
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25. In March 2013 the exchange rate from United States dollars
(USD) to Indian rupees (INR) was about 1 USD=54 INR, and in
March 2017 the exchange rate was about 1 USD=65 INR.
Ceteris paribus this would have caused net exports to

and therefore aggregate demand would have

A) Increase; increased
B) Decrease; decreased
C) Increase; decreased
D) Decrease; increased

26. Why is the SRAS curve upward-sloping while the LRAS
curve is vertical?
a. wages are sticky and workers have misperceptions in both
short and long run

b. wages are sticky and workers have misperceptions only in
the short run

c. wages are sticky and workers have misperceptions only in
the long run

d. wages are flexible and workers have no misperception in
macroeconomics

27. Suppose an economy is in short-run equilibrium at a price
level of 100 and a Real GDP level of $200 million. As time
passes, the price level falls to 70 and Real GDP rises to $220
million. Which of the following might be a cause?
a. SRAS rises due to a decrease in input prices and AD
remains constant

b. SRAS falls due to an increase in input prices and AD rises
due to US dollar depreciation

c. SRAS keeps constant and AD falls due to US dollar
appreciation

d. SRAS falls ¢ ills due
to a higher e

Price level LRAS
- (GDP deflator, SRAS; "
28. Suppose in an  200=100 sms, (€
about future sales effect
on short-run equil 5
(a) g
(d

smas, P

29. Sunnose that foreion real national income decreases and

& EH O O= O X
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29. Suppose that foreign real national income decreases and
labor productivity rises at the same time. Ceteris paribus, what
will happen?

a. Short-run equilibrium price level rises, real GDP falls

b. Short-run equilibrium price level falls, real GDP falls or
rises

c. Short-run equilibrium price level falls or rises, real GDP
rises

d. Short-run equilibrium price level falls, real GDP rises

30. Use the following information to calculate equilibrium GDP:
¢ Consumption: C=1500+0.8Y
 Planned investment: I=$1,000
¢ Government purchases: G=$400
* Net exports: NX=-$200
¢ Equilibrium condition: Y=C+I+G+NX
A) $14,000
B) $3,375
C) $13,500
D) $2,700

31. Which of the following would cause a decrease in aggregate
demand?

A) An increase in interest rates

B) A decrease in personal income taxes

C) Firms becoming more optimistic about future profitability

D) An increase in government purchases

price Level

aian Real GOP.

32. Consider the above diagram. Which of the following
statements best reflects the information presented in the graph?
a. This economy is in long-run equilibrium
b. This economy is in an inflationary gap
c. This economy is in a recessionary gap
d. The graph conveys no useful information; the
economy is far too complex for us to learn anything
from a oranh

& EH = QO 9 X
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from a graph

33. Use the two graphs below, which represent the 45 degree
line diagram in an economy and the corresponding aggregate
demand curve, to answer the following question. If the price
level in the economy changes from 100 to 102 then on the 45
degree line diagram we will move from curve to curve

A) AE1; AE2
B) AE2; AEl
C) AE2; AE3
D) AE3; AE2

34. Consider the above diagram. If the economy is in a
recessionary gap, then:

a TTnamnlatmmant io avantar than tha natueal vata af

& EFE = LN X
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Resicop

34. Consider the above diagram. If the economy is in a
recessionary gap, then:

a. Unemployment is greater than the natural rate of
unemployment; wages will fall, shifting the SRAS
curve from SRASI to SRAS2, which puts downward
pressure on the price level until long-run equilibrium
is attained

b. Unemployment is greater than the natural rate of
unemployment; wages will rise, shifting the SRAS
curve from SRAS2 to SRASI and LRAS will shift
leftward so that long-run equilibrium is attained

c. Unemployment equals the natural rate of
unemployment in a recessionary gap

d. The price level will rise from P2 to P1 as firms raise
prices to extract more out of consumers

35. A key assumption of the self-regulating economy is that:
a. Wages rates and resources prices are flexible
b. Wage rates and resource prices are sticky
c. Only the government can see the invisible hand
d. The economy always move away from the direction of
long-run equilibrium

36. Suppose that an economy is initially in long-run equilibrium.
If there is a decrease in Aggregate Demand, then
a. In the short run, both the price level and Real GDP
fall; in the long run, the price level falls but Real GDP
does not change
b. In the short run, both the price level and Real GDP
increase; in the long run, the price level and Real GDP
both fall
c. In the short run, neither price level nor Real GDP
change; in the long run, the price level and Real GDP
both increase
d. In the short run, the price level rise and Real GDP
remains unchanged; in the long-run, the price level
increases and Real GDP decreases

37. Consider the following statements and pick the appropriate

&3 = Q M
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37. Consider the following statements and pick the appropriate
option. (i) Keynesians believe that the economy is inherently
unstable. (ii) Keynes believed that the time frame required for
wages and prices to adjust is too long to call the economy self-
regulating.

(a) (i) is true, (ii) is true

(b) (i) is true, (ii) is false

(c) (i) is false, (ii) is true

(d) (i) is false, (ii) is false

38. Which equation best represents the consumption function of
the Keynesian Model? Note: is the autonomous consumption, is
the marginal propensity to consume, and is the disposable
income.

peoe

39. Which of the followings is true about the Government’s Role
according to the Simple Keynesian Model?

a) Government should do nothing

b) Government should do something to change the net export

) Government could play an important role in shifting the AD
curve

d None of the above are true

40. Recall the simple TE-TP framework which we studied in
class. Which explanation is correct about the TE curve below?

o o Real GDP

a) The distance from the origin up to the point where the Total
Expenditure curve cuts the vertical axis equals to
autonomous consumption (.

b) The TE curve is upward sloping because consumption
decreases as disposable income rises.

¢) The TE curve’s slope is /ess than 1, because the MPC is
less than 1.

d) Total expenditure is /ess than the sum of consumption,
investment and government’s purchases.

& EH = QO 9 X
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