ECONOMICS MC COMP TEST 
1.  The basic law of supply states that as prices increase in a given market,
A the quantity demanded of a good decreases.

B the quantity supplied of a good decreases.

C more buyers join the market.

D the quantity supplied of a good increases.

E the quantity demanded of a good increases.

2.  If the value of US exports exceeds the value of US imports, the United States definitely has a 

A balance of trade surplus.
B balance of payments surplus.

C balance of trade deficit.

D balance of payments deficit.

E balance of exchange rates deficit.
3.   Ceteris Paribus, a large increase in the number of exports from the United States will lead to an increase in the balance of trade and 

A a large deficit in the balance of payments.

B an addition to the capital account of the US.

C an addition to the current account of the US.

D a decrease in net exports.

E a decrease in real GDP.
4.  Compared to expansionary monetary policies, expansionary fiscal policies tend to result in
A.  less public spending

B.  higher interest rates
C.  lower prices    

D.  a high rate of growth


E.  decreased foreign investment

Use the following set of graphs to answer question 5

A.
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5.  If the land, labor, and capital used in the production of goods X and Y are almost identical, then the correct shape of the PPF is best represented by which graph?

A.  a

B.  b
C.  c     

D.  d     

E.  Either A or B could be correct depending on the goods.

6.  Which correctly describes the relationship between the discount rate and the federal funds rate?

A.  The federal funds rate dictates whether the discount rate should be raised or lowered.

B.  There is only a theoretical relationship between the two but no practical cause and effect.

C.  The loanable funds market drives both the discount rate and the federal funds rate.

D.  When banks are in desperate need of loans, they use a discount rate to borrow from other banks cheaper than the typical federal funds rate.

E.  The Federal Reserve Bank uses the discount rate as a signal to what they would like the federal funds rate to be.  
7.  The phrase “if you want anything done right, you have to do it yourself” violates which economic principle?

A scarcity
B supply

C comparative advantage

D diminishing returns

E foreign exchange

8.  Which of the following people would be considered unemployed?
A A person who quits work to care for aging parents.

B A person who stayed home to raise his child and now starts looking for a job again.

C Someone who quits a job to return to school full time.

D A bus driver that is qualified to teach advanced chemistry.

E Someone who does not have a job, is able to work, and has given up looking for a job.
Use the following information for questions 9 and 10.

	
	Arbec
	Nerbo

	Paper
	20 reams
	20 reams

	Oranges
	10 lbs
	60 lbs


9. If Arbec and Nerbo wished to engage in trade, who should produce paper and why?

A Arbec, because they have comparative advantage.
B Arbec, because they have absolute advantage.

C Nerbo, because they have comparative advantage.

D Nerbo, because they have absolute advantage.

E Neither, because paper for oranges is not a fair trade.
10.  Assuming total specialization, if the WTO enforces the terms of trade at 2 reams of paper = ¼ lb of oranges then
A both countries will benefit.

B only Arbec would benefit.

C only Nerbo would benefit.

D neither country would benefit.

E to answer you need pre-trade production points.
11.  An increase in the Japanese demand for US dollars is likely to have what affect on the supply and demand of yen in the foreign exchange market?
           Supply
                            Demand
A.      Decrease


Decrease
B.      Decrease


Increase

C.      Increase


Decrease

D.      Increase


No Change

E.      No Change


Increase

12.  The CPI of a time period measures the
A inflation rate of the country.

B prices of all goods for the country.

C comparison of two market baskets over time.

D change in the consumer preference index.

E rate of growth in the consumer industry.
13.  When arguing for a tariff rather than a quota, consumers might make which argument?
A The tariff helps domestic consumers and domestic producers.
B The tariff lowers the equilibrium price level in the economy.
C Government revenue is helped by a tariff, which could lead to lower deficits.
D Tariffs set strict limits on the amount of imported goods.
E Tariffs will have no effect on the currency exchange rates of the country.
14.  When does the law of comparative advantage indicate that mutually beneficial international trade can take place?
A when tariffs are eliminated

B when relative costs of production differ between nations

C when transportation costs are almost zero

D when a country can produce a product in less time than another country

E when a country can produce more of some product than can another
15.  Which transaction represents a deduction in the current account of the US balance of payments?
A The Moscow Capital Investment Corporation makes a loan to a US Firm.
B A US subsidiary company exports raw materials from France to its parent company.

C US Firms and individuals receive dividends on US Investments in Latin America.

D US Tourists in Great Britain purchase pounds.

E Foreigners purchase US Securities.
For 16 – 17 use the following graph
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16.  Which Federal Reserve Bank action would cause the shift seen in the graph?
A.  an increase in the discount rate

B.  a budget deficit leading to increased government borrowing

C.  selling of government bonds

D.  a decrease in the reserve requirement

E.  a decrease in the nominal interest rate
17. Suppose Congress wishes to support the action taken in the graph above in regards to interest rates.  Which decision would be most appropriate?
A.  implement a contractionary fiscal policy

B.  pass a law that creates an interest rate price ceiling

C.  increase spending while cutting taxes

D.  operate under a balanced budget

E.  offer more treasury securities
18.  A report comes out from the United States Federal Reserve bank that indicates the current unemployment rate is around 2.3%.  Inflation is rising at 5.5% and real GDP for the last several quarters is up at 5.75%.  Based SOLELY on this data which statement is correct?
A The US is in a trough of the business cycle.

B The US is producing just under it’s production possibilities.

C There is a large amount of cyclical unemployment.

D The US is experiencing an expansionary phase, possibly beyond their sustainable possibilities.

E The data indicates the early stages of a recovery.
19.  If the economy is operating in the intermediate range of the aggregate supply curve and if aggregate demand increases due to an increase in net exports, then the price level, output, and unemployment rate are most likely to change in which of the following ways?

Price Level
Output
     Unemployment Rate

A.
Increase

Increase

Increase

B.
Increase

Increase

Decrease

C.  
Increase

Decrease
Increase

D.  
Increase

Decrease
Decrease

E.  
Decrease
Decrease
Increase

20.  One major difference between the loanable funds market and the money market is
A the Fed can only influence the money market.

B the loanable funds market drives real interest rates and the money market drives nominal rates.

C a government deficit can manipulate the money demand or supply in the money market.

D real interest rates are determined by the money market and nominal interest rates by the money market.

E investment is responsive to the money market, but not the loanable funds market.
21.  An increase in US interest rates relative to the rest of the world can be expected to
A encourage investment spending in the US.

B decrease the capital flow into the United States.

C cause a net outflow of foreign capital from the United States.

D increase the international value of the dollar.

E improve exporters current position.
22.  When a United States citizen purchases stock in a foreign exchange, like Japan’s Nikkei, the actual stock ownership is recorded as a
A credit to our current account.

B subtraction to our current account.

C credit in our capital/financial account.

D debit in our capital/financial account.

E an import under our balance of trade.
23.  A country wishing to impose a trade barrier that will benefit both their domestic producers and the domestic consumers should implement which type of barrier?
A standard

B quota

C embargo

D tariff

E subsidy
24.  Which is true if a nation does NOT have absolute advantage in the production of any good or service?
A It cannot have comparative advantage either.

B It will have a comparative advantage in the production of the good where they have a lower opportunity cost.
C It will export raw materials and import finished products.

D No country will want to trade with this country because it will not be cost effective to do so.

E The international value of its currency will be fixed.
25.  A headline in a college town reads:  “Largest College Graduating Class Ever, Despite Recession.”  Based on this headline, what economic consequence can this town expect in the immediate future?

A an increase in frictional unemployment

B a decrease in the local interest rate

C an increase in the demand for textbooks

D to be able to avoid the effects of the recession

E a decrease in their overall unemployment
26.  Which describes how the BEA handles the purchases of brand new homes when calculating nominal GDP?
A New homes are not counted.

B Houses are counted under consumption since it is consumers that buy them.

C It depends on who buys the house as to where it gets counted.

D New homes are considered an investment and counted under the investment category.

E Houses are counted as a land purchase rather than capital.
27.  Assume a contractionary monetary policy causes interest rates in the United States to increase relative to Japan.  In the short run, the value of the US dollar, the value of the Japanese yen, and the US Balance of Trade will most likely change in which of the following ways?

Dollar
         Yen             US Trade Balance
A    appreciate        depreciate       toward deficit

B    appreciate        appreciate       toward deficit

C    depreciate        no change       toward surplus

D    appreciate       depreciate       toward surplus

E     no change       appreciate       toward surplus
28.  If the money supply increases at the same time that velocity of money decreases, what will be true concerning the change in nominal GDP?
A it will increase

B it will decrease

C undetermined because nominal GDP depends on inflation levels
D it will increase in the short run, but eventually return to equilibrium levels

E undetermined because the changes are in opposite directions
29.  If, at full employment, the government wants to increase spending by $100 billion without increasing inflation in the short run, it must do which of the following?

A.  Raise taxes by $100 billion.

B.  Raise taxes by more than $100 billion.

C.  Lower taxes by $100 billion.

D.  Lower taxes by more than $100 billion.

E.  Print more money.

Use the following graph for questions 30 and 31:
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30.  The price level in this graph has not changed because

A there has been no change in productivity in the economy.
B any upward pressure from the increase in aggregate demand has been relieved by the downward pressure from the increase in aggregate supply.

C changes in aggregate supply and aggregate demand only change real output, not price level.

D the graph is actually drawn incorrectly and should reflect an slight increase in price due to the shift in long run aggregate supply.

E any time there is an increase in both aggregate demand and aggregate supply there is no change in price.
31.  Which statement BEST explains everything that has happened in the graph?

A An increase in investment caused a short run increase in aggregate demand and then a long run increase in capital goods and labor productivity.
B A government deficit caused by a recession has encouraged more government spending and that has led to more investment.

C The FOMC has purchased government bonds on the open market shifting the LRAS and SRAS lines at the same time a tax cut shifted AD to AD1.

D Automatic stabilizers shifted the SRAS and AD lines while the LRAS line responded to long run changes in unemployment.

E There is no rational explanation that can explain everything in the graph because the time periods for shifting the LRAS, SRAS, and AD lines are all different.

32.  In the long run, real interest rates are different than nominal interest rates in that real interest rates

A increase to balance inflation.

B decrease to encourage more investment.

C remain constant.

D are completely controlled by the Fed.

E are completely controlled by the loanable funds market.
33.  Policymakers concerned about fostering long-run growth in an economy that is currently in a recession would most likely recommend which of the following combinations of monetary and fiscal policy?


Monetary Policy

Fiscal Policy

A.
Sell Bonds

Reduce Taxes

B.
Sell Bonds

Raise Taxes

C.
No change

Raise taxes

D.
Buy bonds

Reduce spending

E.
Buy bonds

No change

34.  In the United States, an increase in which of the following will eventually cause an increase in US imports?
I.  per capita real income

II. relative price level

III.  interest rates


IV.  tariffs

A I only

B I and II only

C II and III only

D I, II, and III

E I, II, III, and IV
35.  The international value of the  dollar is determined by
A government decree.

B the money market.

C the foreign exchange market.

D supply and demand of international goods and services.

E the IMF.

36.  When confronted with large amounts of cyclical unemployment, the most effective strategy a government can take to correct the problem in the short run is
A implement an expansionary monetary policy.

B invest heavily in education and technology.

C re-calculate the way unemployment is measured.

D cut taxes or increase government spending.

E sell treasury bonds.

37.  The opportunity cost of a city building a new water park is the
A utility gained from the citizens by using the lake.

B expense of building the water park.

C value of the dog park that must be sacrificed in order to build the water park.

D tax dollars that were used to research the need and desire for the water park.

E value of everything now lost when the water park is built.
Use the following graph to answer question 38.
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38.  Which is NOT a reasonable explanation for what has happened in the graph?

A The price of gadgets increased.
B Preferences for gadgets have increased.

C Substitutes have increased in price.

D Incomes of gadget buyers have increased.

E The number of gadget buyers has increased.

Use the following graph to answer questions 39 and 40.
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39.  The shift from SRAS to SRAS1 above is causing this economy to experience which of the following situations?

A.  Stagflation


B.  Liquidity

C.  Trade Deficit


D.  Beneficial Supply Shock
E.  An Expansion

40.  How will the situation seen in the graph affect the international value of the US Dollar?

A The dollar will appreciate due to higher prices.
B Foreign currency will appreciate if the inflation is relative to their country’s prices.

C The change in output will cause the value of the dollar to remain stable.

D The increase in interest rates seen in the graph will cause the dollar to appreciate.

E Because there are fewer US goods, there will be more demand for the ones that are left, thus appreciating the dollar.

41.  The Hatfields and McCoys have been feuding for years.  In the Hatfield family, one unit of cloth is worth .8 units of corn.  In the McCoy family 1 unit of cloth is worth 1.25 units of corn.  To enjoy the highest economic standard of living possible, should these two families engage in trade?

A No, the McCoy’s do not bring any value to the transaction.
B No, the Hatfields have absolute advantage in both goods.

C Yes, the Hatfields have absolute and comparative advantage in corn.

D Yes, the Hatfields have comparative advantage in cloth.

E No, the feud would prevent any positive effect from trade.

42.  Appreciation of the Indian Rupee relative to the Japanese Yen will MOST LIKELY lead to 

A more Japanese exports.

B higher Japanese interest rates.

C more Indian exports.
D fewer Japanese treasury bonds sold.

E inflation in India.
43.  Tariffs and quotas are economically inefficient because
A the government does not collect any revenues with these trade barriers.

B imports rise and this reduces the welfare of consumers.

C domestic producers are spared full competition from foreign producers.

D domestic prices must be reduced.

E they change a countries production possibilities curve.

44.  Assume that in the past 6 months the Fed has bought bonds and drastically reduced the discount rate.  Ceteris paribus, bank to bank lending should be increasing because the

A consumer price index will be lower.

B federal funds rate will likely be lower.

C real interest rates will be higher, allowing for greater profits

D inflation rate will be decreasing.

E money supply is tighter and people demand more money.

45.  On the long run Phillip’s Curve, an increase in inflation will

A decrease the unemployment rate.

B increase the unemployment rate.

C have no effect on the unemployment rate.

D increase the real interest rate.
E increase the marginal tax rate.

Use the following picture to answer question 46
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46.  Assume the Government sets the price at P1 in this market.  The best description of this is a

A price ceiling, which will cause a shortage.

B price ceiling, which will cause a surplus.

C price floor, which will cause a shortage

D price floor, which will cause a surplus.
E tariff, which limits the quantity supplied.
47.  To find the unemployment rate an economist needs to divide the number of people unemployed by the number of people
A employed.

B who are discouraged workers.

C in the labor force.

D not in the labor force.

E in the adult population.

48.  A bank wishes to receive a steady real return of 1.5% on all of its loans.  Based on recent economic data, the bank is anticipating annual inflation to be about 2% over the next 18-24 months.  For one year loans, the bank should set its nominal interest rates

A.  below 1.5% to counteract inflation.

B.  at 3.5% or higher to guarantee their return.

C.  at .5% or higher to remove inflationary effects.

D.  exactly at 2% to make 1.5% profit.

E.  lower than 3.5% to be more competitive in the market.

49.  How does unanticipated inflation in the United States affect a foreign government repaying a loan with a fixed rate of interest to the United States?
A They benefit because they get to repay the loan with dollars that are worth less.

B They lose because the amount of the loan will increase by the rate of inflation.

C This question is not realistic because the US only makes adjustable rate loans.

D They benefit because they get to pay back less money to the United States.

E To answer this question you need to know the interest rate on the loan and the rate of inflation.

Use the following diagram to answer question number 50.


[image: image10.emf]Product Market

Households Businesses

Resource Market


50.  The arrows in this diagram represent which aspect of the economy?

A goods and services flow

B money flow

C taxes

D factors of production
E government intervention
51.   Which combination of events will occur if prices on equivalent goods are relatively higher in the US than in Europe?


Dollar Market

Euro Market
A       demand increases

supply decreases

B       demand decreases
demand increases

C       supply increases

demand increases

D       supply decreases

demand decreases

E       supply increases

supply decreases

52.  A credit in the United States’ capital account can be caused by which of the following?


  I.  buying foreign currency


 II.  selling US Treasury bonds


III.  selling US Machinery to foreign countries


IV.  buying foreign treasury bonds

A I, II, III, and IV

B I II, and III only

C I and IV only

D II only

E II and III only
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