
1) The advice to "keep searching, there are plenty of jobs around here for which you are 

qualified," would be most appropriate for which of the following types of unemployment? 

A) frictional unemployment 

B) structural unemployment 

C) cyclical unemployment 

D) seasonal unemployment 

 

2) Full employment is not considered to be zero unemployment, because  

A) some cyclical unemployment always exists. 

B) some people do not want a job. 

C) there are not enough jobs for everyone who wants one. 

D) people do not find jobs instantaneously. 

 

3) The advice to "retrain" would be most appropriate for which of the following types of 

unemployment? 

A) frictional unemployment 

B) structural unemployment 

C) cyclical unemployment 

D) core unemployment 

 

4) Which of the following is true about the consumer price index? 

A) It accounts for people switching to goods whose prices have fallen. 

B) It assumes that consumers purchase the same amount of each product in the market 

basket each month. 

C) It frequently updates the price changes of new products added to the market basket, as 

these have a tendency to fall.  

D) It filters out the part of price increases that occurs because of quality improvements in 

products. 

 

Table 9-2 

 

                                                         Base Year (2006)           2013 

Product Quantity Price Price 

Milk   50 $2 $3 

Bread 100 $3  $3.50 

 

5) Refer to Table 9-2.  Assume the market basket for the consumer price index has two products 

— bread and milk — with the following values in 2006 and 2013 for price and quantity: The 

Consumer Price Index for 2013 equals 

A) 150. 

B) 125. 

C) 100. 

D) 80. 

 

 



6) A consumer price index of 160 in 1996 with a base year of 1982-1984 would mean that the 

cost of the market basket 

A) equaled $160 in 1996. 

B) equaled $160 in 1983. 

C) rose 160% from the cost of the market basket in the base year. 

D) rose 60% from the cost of the market basket in the base year. 

 

7) Your grandfather tells you that he earned $7,000/year in his first job in 1961.  You earn 

$35,000/year in your first job in 2013.  You know that average prices have risen steadily since 

1961.  You earn 

A) 5 times as much as your grandfather in terms of real income. 

B) more than 5 times as much as your grandfather in terms of real income. 

C) less than 5 times as much as your grandfather in terms of real income. 

D) less than 5 times as much as your grandfather in terms of nominal income. 

Table 9-8 

 

Year 
CPI 

(1982-1984 =100) 

2012 100 

2013 120 

 

8) Refer to Table 9-8. Suppose that the data in the table above reflect the price levels in the 

economy. What is the inflation rate in between 2012 and 2013?  

A) 20% 

B) 5% 

C) 10% 

D) 12% 

 

9) Refer to Table 9-8. If a bag of cheese curds were worth $5 in 2012, what would be the 

equivalent value in 2013? 

 A) $4 

 B) $5 

 C) $6 

 D) $7 

 

10) If your nominal wage rises faster than the price level, we can say your real wage has 

________ and the purchasing power of your income has ________. 

A) fallen; fallen 

B) fallen; risen 

C) risen; risen 

D) risen; fallen 

 



11) If the nominal rate of interest is 6.5% and the inflation rate is 3.0%, what is the real rate of 

interest? 

A) -9.5% 

B) -3.5% 

C) 3.5% 

D) 9.5% 

 

12) Increasing the amount of consumption spending and reducing the amount of savings 

________ investment expenditures, and ________ long-run economic growth in the economy. 

A) increases; increases 

B) increases; decreases 

C) decreases; increases 

D) decreases; decreases 

 

13) In a closed economy, private saving is equal to which of the following?  (Y = GDP, C = 

Consumption, G = Government purchases, T = Taxes, and TR = Transfers) 

A) Y - C - T 

B) Y - G - T 

C) Y - G - T + TR 

D) Y + TR - C - T  

 

14) Under which of the following circumstances would the government be running a deficit? 

A) G = $5 trillion 

  T = $5 trillion 

  TR = $1 trillion 

B)  G = $5 trillion 

  T = $7 trillion 

  TR = $1 trillion 

C)  G = $7 trillion 

  T = $7 trillion 

  TR = $0 

D) G = $7 trillion 

  T = $10 trillion 

  TR = $3 trillion 

 

 

 

 

 

 

 

 

 



15) What is investment in a closed economy if you have the following economic data? 

Y = $10 trillion 

C = $5 trillion 

TR = $2 trillion 

G = $2 trillion 

 

A) $2 trillion 

B) $3 trillion 

C) $5 trillion 

D) cannot be determined without information on taxes (T) 

 

16) The demand for loanable funds is downward sloping because the ________ the interest rate, 

the ________ the number of profitable investment projects a firm can undertake, and the 

________ the quantity demanded of loanable funds. 

A) lower; greater; greater 

B) lower; smaller; greater 

C) greater; greater; greater 

D) greater; smaller; greater 

 

Figure 10-5 

 

 
 

17) Refer to Figure 10-5.  "Crowding out" of firm investment as a result of a budget deficit is 

illustrated by the movement from ________ in the graph above.   

A) A to B 

B) B to A 

C) B to C 

D) C to A 

 

 

 



18) All of the following are components of aggregate expenditure except 

A) consumption spending. 

B) net export spending. 

C) actual investment spending. 

D) government spending. 

 

19) Consumption spending is $5 million, planned investment spending is $8 million, unplanned 

investment spending is $2 million, government purchases are $10 million, and net export 

spending is $2 million.  What is GDP? 

A) $15 million 

B) $23 million 

C) $25 million 

D) $27 million 

 

20) The slope of the consumption function is equal to 

A) the change in consumption divided by the change in disposable income. 

B) the change in consumption divided by the change in personal income. 

C) the change in disposable income divided by the change in consumption. 

D) the change in national income divided by the change in consumption. 

 

Table 12-3 

Consumption 

(dollars) 

Disposable Income   

(dollars) 

$1,200 $3,000 

  2,100   4,000 

  3,000   5,000 

 

21) Refer to Table 12-3.  Given the consumption schedule in the table above, the marginal 

propensity to consume is 

A) 0.1. 

B) 0.3. 

C) 0.6. 

D) 0.9. 

 

22) If the consumption function is given by AE = 1500 + .75Yd, what is equilibrium GDP? 

A) 1500 

B) 3000 

C) 6000 

D) 9000 

 

23) If planned aggregate expenditure is less than total production, 

A) actual inventories will equal planned inventories.  

B) firms will experience an unplanned decrease in inventories. 

C) GDP will decrease. 

D) the economy is in equilibrium. 



 
Figure 12-4 

 

 
24) Refer to Figure 12-4.  Potential GDP equals $100 billion.  The economy is currently 

producing GDP1 which is equal to $90 billion.  If the MPC is 0.8, then how much must 

autonomous spending change for the economy to move to potential GDP?    

A) -$18 billion 

B) -$2 billion 

C) $2 billion 

D) $18 billion 

 

25) An increase in the price level results in a(n) ________ in the quantity of real GDP demanded 

because ________. 

A) decrease; a higher price level reduces consumption, investment, and net exports. 

B) increase; a higher price level reduces consumption, investment, and net exports. 

C) decrease; a higher price level increases consumption, investment, and net exports. 

D) increase; a higher price level increases consumption, investment, and net exports. 

 

26) If stricter immigration laws are imposed and many foreign workers in the United States are 

forced to go back to their home countries, 

A) the long-run aggregate supply curve will shift to the right. 

B) the long-run aggregate supply curve will shift to the left. 

C) we will move up along the long-run aggregate supply curve. 

D) we will move down along the long-run aggregate supply curve. 

 

27) Suppose there has been an increase in investment.  As a result, real GDP will ________ in 

the short run, and ________ in the long run. 

A) increase; increase further 

B) increase; decrease to its initial value 

C) decrease; decrease further 

D) decrease; increase to its initial level 

 



28) An increase in aggregate demand causes an increase in ________ only in the short run, but 

causes an increase in ________ in both the short run and the long run. 

A) the price level; real GDP 

B) real GDP; real GDP 

C) the price level; the price level 

D) real GDP; the price level 

 

29) Why does the short-run aggregate supply curve shift to the right in the long run, following a 

decrease in aggregate demand? 

A) Workers and firms adjust their expectations of wages and prices downward and they 

accept lower wages and prices. 

B) Workers and firms adjust their expectations of wages and prices downward and they 

push for higher wages and prices. 

C) Workers and firms adjust their expectations of wages and prices upward and they push 

for higher wages and prices. 

D) Workers and firms adjust their expectations of wages and prices upward and they 

accept lower wages and prices. 

 

30) Which of the following is considered a negative supply shock? 

A) increasing immigration in the economy causes the labor supply to rise 

B) an improvement in technology 

C) an increase in unemployment 

D) an unexpected decrease in the refining capacity for oil 

 

 

Turn to next page for writing questions 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



1. Starting from long-run equilibrium, use the basic aggregate demand and aggregate supply 

diagram (no shifts in LRAS) to show what happens in both the long run and the short run when 

there is an increase in wealth. In your diagram mark the initial short-run equilibrium “A”, the 

temporary short run equilibrium “B” and the new long run equilibrium “C”. Also, in the space 

below, indicate what happens to output, unemployment and prices as the economy transitions 

between “A” and “B” and from “B” to “C”. Make sure your axes are labeled correctly and all 

shifts are clearly marked 

 “A” → “B” “B” → “C” 

Output   

Prices   

Unemployment   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



2. A) Using the 45-degree diagram, illustrate a macroeconomic equilibrium. Label your axes and 

lines clearly. Mark the equilibrium “K”. Further, draw a point “J” where expenditures exceed 

output and a point “L” where output is higher than expnditures.  

B) Table 12-14 

 

Real GDP Consumption 

Planned 

Investment 

Government 

Purchases Net Exports 

$1,000 $1,000 $100 $150 -$50 

  2,000   1,900   100   150   -50 

  3,000   2,800   100   150   -50 

  4,000   3,700   100   150   -50 

 

Refer to Table 12-14.  Using the table above, answer the following questions.  The numbers in 

the table are in billions of dollars. 

a. What is the equilibrium level of real GDP? 

b. What is the MPC? 

c. If potential GDP is $4,000 billion, is the economy at full employment? If not, what is the 

condition of the economy? 

d. If the economy is not at full employment, by how much should government spending 

increase so that the economy can move to the full employment level of GDP? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


