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Part I.  Please choose ONE of the best answers for the following questions. (64%) 
 

1.  According to the classical model, a 10-percent increase in the money supply, holding everything else 

constant, will lead to 

(a).  a 10% increase in prices, a 10% increase in the real wage, and a 10% increase in interest rates. 

(b).  a 10% increase in prices, a 10% increase in the money wage, and a 10% increase in interest rates. 

(c).  a 10% increase in prices, a 10% increase in the money wage, and no change in interest rates. 

(d).  a 10% increase in prices and no change in the money wage or interest rates. 

 

2.  Traditional Keynesians tend to favor  

(a).  monetary policy over fiscal policy because of the effectiveness of central banks.  

(b).  monetary policy over fiscal policy because it reduces interest rates. 

(c) .  fiscal policy over monetary policy because it doesn’t impact interest rates. 

(d).  fiscal policy over monetary policy because of the liquidity trap. 

 

3.  The most significant cost to a central bank of reducing unemployment is the costs 

 (a).  incurred by printing and distributing new money. 

 (b).  of lower output. 

 (c).  of higher real wages. 

   (d).  of inflation. 

 

4.  The Compagnie Naturelle sells mounted butterflies, using butterfly bait it buys from another firm for 

$20,000. It pays its workers $35,000, pays $1,000 in taxes, and has profits of $3,000. What is its value 

added? 

(a).  $3000 

(b).  $19,000 

(c) .  $39,000 

(d).  $59,000 

 

5.  If a U.S. firm buys tulips from a Dutch firm and the Dutch firm uses the dollars it gets to buy U.S. 

stocks, the U.S. trade balance ________ and the U.S. capital and financial account ________. 

(a).  rises; rises 

(b).  rises; falls 

(c).  falls; falls 

(d).  falls; rises 
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6.  Which of the following is not a primary cause of business cycle fluctuations, according to real business 

cycle theory? 

(a).  A change in the production function 

(b).  A change in the size of the labor force 

(c).  A change in the money supply 

(d).  A change in the real quantity of government purchases 

 

7.  Phillips's research looked at British data on 

(a).  unemployment and inflation. 

(b).  unemployment and nominal wage growth. 

(c).  inflation and nominal wage growth. 

(d).  unemployment and output. 

 

8.  A business cycle trough is a 

(a).  small positive deviation from trend in real GDP. 

(b).  relatively large positive deviation from trend in real GDP. 

(c).  small negative deviation from trend in real GDP. 

(d).  relatively large negative deviation from trend in real GDP. 

 

9.  In a general equilibrium model 

(a).  all markets but one clear. 

(b).  there are no fluctuations. 

(c).  all prices are exogenous. 

(d).  all prices are endogenous. 

 

10. In a model with money neutrality, a 10% increase in the money supply leads to an increase of output by  

(a).  more than 10%. 

(b).  10%. 

(c).  less than 10%, but more than zero. 

(d).  zero. 
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11. Comparative statics is the process of 

(a) changing a single exogenous variable and observing the effect on the equilibrium values of one or 

more endogenous variables. 

(b) changing one or more exogenous variable and observing the effect on the equilibrium values of a 

single endogenous variables. 

(c) changing a single endogenous variable and observing the effect on the equilibrium values of one or 

more exogenous variables. 

(d) changing one or more endogenous variable and observing the effect on the equilibrium values of a 

single exogenous variables. 

 

12. If the marginal product of labor is less than the average product of labor, then 

(a) the marginal product must be increasing. 

(b) the marginal product must be decreasing. 

(c) the average product must be increasing. 

(d) the average product must be decreasing. 

 

13. The market outcome of a perfect competition is Pareto-efficient because 

(a) it is not possible to increase output and make someone better off without making someone else 

worse off. 

(b) the consumer surplus and the producer surplus are equal in size. 

(c) further increases in output would increase marginal social value by more than marginal social cost. 

(d) any reductions in output would reduce marginal social value by less than marginal social cost. 

14. The term "inverse demand curve" refers to 

(a) a demand curve that slopes upward. 

(b) expressing the demand curve in terms of price as a function of quantity. 

(c) the demand for "inverses. 

(d) the difference between quantity demanded and supplied at each price 

 

15. What do economists mean by the phrase "sunk costs are sunk"? 

(a) Sunk costs are irretrievable, but they do lower profits and thus affect the firm's output level. 

(b) Sunk costs are a primary reason why marginal costs tend to increase. 

(c) Sunk costs cannot be recovered and are irrelevant to future decision making. 

(d) Sunk costs lower consumer welfare, because producers "pass on" these costs in the form of higher 

prices. 
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16. A monopolist will always end up choosing to operate  

(a) even if its profits are negative. 

(b) on the elastic portion of its demand curve. 

(c) until such time as a new competitor enters its market. 

(d) only if it can capture the entire consumer surplus. 

 

Part II. Please answer the following questions: (36%) 
 

1.  At the current level of consumption:        (18%) 

      MUx = 25   MUy = 15 

      Px = 4      Py = 3, 

where Px and Py are the price of goods x and y respectively, and MUx and MUy are the marginal utility of 

goods x and y respectively. 

 

What is the utility-maximizing consumer’s optimal chosen condition or put alternatively, what is the 

condition that indicates the consumer’s equilibrium? 

Is the consumer currently at equilibrium? Why? 

Is there an adjustment that would increase the consumer’s satisfaction? How? 

 

2. With a three-panel diagram – one panel showing the money market, one showing the aggregate 

expenditure diagram, and one showing the AD curve – please show how a decrease in the money supply 

shifts the AD curve leftward.  What happen to the equilibrium after this change?    (18%) 

 


