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1. When there is inflation, price levels rise and the real value of household wealth falls. This is called the
a. Wealth effect
b. Interest rate effect
c. International trade effect
d. Aggregate demand effect

2. When the central bank in a country sells bonds, what happens to the money supply in the country?
a. Nothing. But the national debt increases.
b. The money supply increases.
c. The money supply decreases.
d. The velocity of money increases.

3. If the value of the Chinese RMB increases in value compared to the U.S. dollar, what will happen to the price of Chinese goods in the U.S.?
a. Nothing. The value of the RMB compared with the value of the dollar has no effect on prices of goods.
b. The price of Chinese goods in the U.S. will decrease.
c. The price of U.S. goods in China will increase.
d. The price of Chinese goods in the U.S. will increase.

4. If interest rates increase, what will happen to aggregate demand?
a. It will increase.
b. It will decrease.
c. It will not be affected.
d. It will increase at first and later it will decrease.

5. During what time period do companies have time to invest in factories and equipment, and also hire and train people?
a. 1 year
b. 2 years
c. The short run
d. The long run





6. Which of the following will shift the supply curve to the left or the right?
a. New manufacturing technology
b. An increase in the number of workers
c. An increase in the capital stock (buildings, machines)
d. All the above
e. Only b and c

7. When there is an unexpected price increase in an important natural resource, it is called a
a. Demand shock
b. Cost shock
c. Supply shock
d. Future shock

8. On a graph showing the relationship between price levels and real GDP, what is the slope of the Long Run Aggregate Supply curve?
a. It slopes up and to the right
b. It slopes down and to the right
c. It is vertical – goes straight up.
d. It is horizontal – it goes from side to side.

9. What happens to the Long Run Aggregate Supply curve when a recession occurs?
a. It moves downward to the right
b. It moves to the left
c. It moves up and to the left
d. It moves down

10. If companies become more optimistic about the future
a. The demand curve shifts up and to the right.
b. Companies increase investment in their factories
c. Inventories increase as sales slow down
d. All the above
e. Only a and b

11. Barter means
a. Buying the products and services you want or need with money.
b. Trading goods that you have for the goods that someone else has.
c. Investing in a company
d. Selling stock you own in a company.

12. Each good having a single price describes
a. The “unit of account” feature of money
b. The “store of value” feature of money
c. The “medium of exchange” feature of money
d. The “liquidity” feature of money


13. The ease with which goods can be converted to into money is called
a. The “unit of account” feature of money
b. The “store of value” feature of money
c. The “medium of exchange” feature of money
d. The “liquidity” feature of money.

14. M1 is
a. Currency and coins
b. Checking accounts
c. Travelers’ checks
d. Savings accounts
e. All the above
f. Only a, b, and c

15. What is the money called that banks are required to keep in their banks at all times and not loan to customers?
a. Deposits
b. Excess Reserves
c. Required Reserves
d. Reserve Requirements

16. If the reserve requirement is 25%, what is the deposit multiplier?
a. 2
b. 3
c. 4
d. 5
e. 10

17. If I deposit $1,000 in a bank and the reserve requirement is 20%, how much total money will be created in the economy from my $1,000 deposit?
a. $5,000
b. $10,000
c. $20,000
d. $1,000

18. Because the banking system requires that part of the deposits must be held in the banks and not loaned, the system is called a
a. Reserve Requirement system
b. Fractional Reserve system
c. Reserve system
d. Partial Reserve system




19. The number of times the money is the money supply is used to purchase goods and services in the real GDP during a year is called the
a. Money multiplier
b. The Deposit multiplier
c. The velocity of money
d. Rate of exchange of money

20. If the government wants to use monetary policy to change the price levels and real GDP of the economy, they need to change the
a. Money supply
b. The money supply and the velocity of money
c. The velocity of money
d. The tax rates

21. The lower the interest rate
a. The more money people want to hold
b. The more money people want to save
c. The less affect it has on the demand for money
d. None of the above is true

22. If price levels increases, it means that inflation is increasing. What will this mean for the demand for money?
a. The demand for money decreases since it is worth less.
b. The demand for money increases since it takes more money to buy goods and services.
c. The demand for money does not change, only the velocity of money changes with inflation.
d. None of the above.

23. Which of the following is a monetary policy that will expand the economy?
a. Increase interest rates so that people save more money.
b. Increase the velocity of money so that people spend more moneys and do not hold onto money.
c. Sell bonds which takes money out of the money supply and makes money more valuable.
d. Lower interest rates so that people spend more money and companies invest in machines and buildings rather than save at low interest rates.

24. Can the central bank control both interest rates and the money supply at the same time?
a. Yes
b. Yes, but only at specific interest rates.
c. No. It can control interest rates, but it cannot control the demand for money.Only people control the demand for money.
d. Only a and b

25. Why is it difficult for the government to expand or shrink the economy at just the right time with just the right amount of money?
a. There is a delay between when the policy is started and when it affects the economy.
b. There is a delay in getting information about the economy because it takes time to gather the numbers and analyze them.
c. There may be things other governments have done that affect the domestic economy and our government policy does not work like we want it to work.
d. All the above

26. Government purchases of goods and services
a. Add money to the economy
b. Expands the economy
c. Has a multiplier effect
d. All the above
e. Only a and b

27. Disposable income =
a. Y – T
b. Y – G
c. T – Y
d. C – T

28. Deposit multipliers increase the total deposits in a banking system. Can they reduce the total deposits in the banking system?
a. No, they only work by expanding deposits.
b. Yes. When money is taken out of banks, the multiplier works to reduce the total deposits in the banking system by multiplying the decrease in deposits.
c. It only works when there are excess reserves.
d. Multiplying by a negative number does not work in the real world.

29. How is the government’s budget an economic stabilizer?
a. When the economy is good, the government gets more taxes, but it has to spend less on transfer payments to help unemployed people.
b. When the economy is bad, the government gets fewer taxes, but it spends more on transfer payments to help unemployed people.
c. It does not stabilize the economy. Government taxes reduce economic activity.
d. Only a and b

30. What is a progressive tax system?
a. When low-income people pay higher tax rates than wealthy people.
b. When all taxpayers pay the same tax rate.
c. When low-income people pay lower tax rates than wealthy people.
d. All tax systems are regressive.

