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This test has two parts. There are 20 multiple choice questions at 3 points each (60 points
total). There are three analytical questions, counting for atotal of 40 points.
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MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the question.

1) In the IS-LM-FE diagram, the FE line is vertical because the level of output at full employment
doesn't depend on the

A) level of employment. B) marginal product of labor.

C) real wage rate. D) real interest rate.

2) The IS curve shows the combinations of output and the real interest rate for which
A) the goods market is in equilibrium.
B) the financial asset market is in equilibrium.
C) the labor market is in equilibrium.

D) an increase in output will cause the market-clearing interest rate to be bid up.

3) A temporary decline in productivity (i.e., no effect on the expected future marginal product of
capital) would cause the IS curve to

A) shift up and to the right.
B) shift up and to the right only if people face borrowing constraints.
C) remain unchanged.

D) shift down and to the left.

4) Arise in the price of a bond causes the yield of the bond (the interest rate) to
A ) rise.
B) rise if it's a short-term bond, fall if it's a long-term bond.
C) remain unchanged.
D) fall.

5) An increase in the real money supply causes
A) the IS curve to shift down and to the left.
B) the LM curve to shift down and to the right.
C) the LM curve to shift up and to the left.
D) the IS curve to shift up and to the right.

6) To reach general equilibrium, the price level adjusts to shift the until it intersects with the
A) FE line; LM and IS curves B) IS curve; FE line and LM curve
C) LM curve; FE line and IS curve D) ND curve; FE line and NS curve
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7) A decrease in money supply causes the real interest rate to and output to in the short

run (before prices adjust to restore general equilibrium).

A ) fall; rise B) rise; fall C) rise; rise D) fall; fall

8) Suppose the intersection of the IS and LM curves is to the left of the FE line. What would eliminate

a disequilibrium among the asset, labor, and goods markets?
A) Arise in the price level, shifting the IS curve up and to the right
B) A fall in the price level, shifting the LM curve down and to the right
C) A fall in the price level, shifting the IS curve down and to the left
D) Arrise in the price level, shifting the LM curve up and to the left

9) An increase in taxes (when Ricardian equivalence doesn't hold) causes the real interest rate to

and the price level to in general equilibrium.

A) fall; rise B) rise; rise C) rise; fall D) fall; fall

10) The long-run aggregate supply curve
A) is vertical. B) slopes downward.

C) is horizontal. D) slopes upward.

11) Which of the following changes shifts the long-run aggregate supply curve to the right?
A) A decrease in taxes (assuming Ricardian equivalence doesn't hold)
B) An increase in consumer confidence
C) A decrease in the demand for labor

D) A demographic change that increases the labor supply

12) When the money supply declines by 10%, in the long run, output and the price level
A) declines; is unchanged B) is unchanged; is unchanged
C) is unchanged,; falls D) declines; falls

13) Real business cycle theorists think that most business cycle fluctuations are caused by shocks to
A) the real quantity of government purchases.
B) the production function.
C) the size of the labor force.

D) the spending and saving decisions of consumers.

14) In the classical (RBC) model, a beneficial productivity shock would output, the real
interest rate, and the price level.
A) increase; increase; decrease B) decrease; decrease; increase
C) increase; decrease; increase D) increase; decrease; decrease
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15) Labor hoarding occurs when 15)
A) the unemployment rate exceeds the natural rate of unemployment.
B) involuntary unemployment exceeds voluntary unemployment.
C) workers each work at more than one job.

D) because of hiring and firing costs, firms retain workers in a recession that they would
otherwise lay off.

16) In the classical model, a temporary increase in government purchases causes 16)
A) a decrease in output and an increase in the real interest rate.
B) an increase in output and the real interest rate.
C) an increase in output and a decrease in the real interest rate.

D) a decrease in output and the real interest rate.

17) If producers have imperfect information about the general price level and sometimes misinterpret 17)
changes in the general price level as changes in relative prices, then

A) the short-run aggregate supply curve is vertical.
B) the aggregate demand curve is horizontal.
C) the aggregate demand curve is vertical.

D) the short-run aggregate supply curve slopes upward.

18) According to the misperceptions theory, when the aggregate price level is higher than expected, 18)
A) the aggregate quantity of output demanded falls below the full-employment level.
B) the aggregate quantity of output supplied falls below the full-employment level.
C) the aggregate quantity of output demanded rises above the full-employment level.

D) the aggregate quantity of output supplied rises above the full-employment level.

19) According to the misperceptions theory, an anticipated decline in the money supply leads to a shift ~ 19)
of the AD curve and a shift of the SRAS curve .

A) up and to the right; upward B) down and to the left; upward
C) down and to the left; downward D) up and to the right; downward
20) The reason why some economists believe that attempts by the Fed to surprise the public in a 20)

systematic way cannot be successful is that

A) the public would eventually figure out what the Fed's policies were, negating the Fed's
surprise.

B) the Fed announces its goals before Congress and publishes its policy actions in the Federal
Reserve Bulletin six weeks after they take place.

C) information about the Fed's plans will inevitably be leaked to the public.

D) competition in the money markets would neutralize the Fed's intervention.
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MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the question.

1) In the IS-LM-FE diagram, the FE line is vertical because the level of output at full employment

doesn't depend on the

A) level of employment. B) marginal product of labor.

C) real wage rate. D) real interest rate.

2) The IS curve shows the combinations of output and the real interest rate for which
A) the goods market is in equilibrium.

B) the financial asset market is in equilibrium.

C) the labor market is in equilibrium.

D) an increase in output will cause the market-clearing interest rate to be bid up.

3) A temporary decline in productivity (i.e., no effect on the expected future marginal product of

capital) would cause the IS curve to
A) shift up and to the right.
B) shift up and to the right only if people face borrowing constraints.
C) remain unchanged.

D) shift down and to the left.

4) Arrise in the price of a bond causes the yield of the bond (the interest rate) to
A ) rise.
B) rise if it's a short-term bond, fall if it's a long-term bond.
C) remain unchanged.
D) fall.

5) An increase in the real money supply causes
A) the IS curve to shift down and to the left.
B) the LM curve to shift down and to the right.
C) the LM curve to shift up and to the left.
D) the IS curve to shift up and to the right.

6) To reach general equilibrium, the price level adjusts to shift the until it intersects with
the

A) FE line; LM and IS curves B) IS curve; FE line and LM curve

C) LM curve; FE line and IS curve D) ND curve; FE line and NS curve
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7) A decrease in money supply causes the real interest rate to and output to in the
short run (before prices adjust to restore general equilibrium).

A ) fall; rise B) rise; fall C) rise; rise D) fall; fall

8) Suppose the intersection of the IS and LM curves is to the left of the FE line. What would
eliminate a disequilibrium among the asset, labor, and goods markets?

A) Arise in the price level, shifting the IS curve up and to the right

B) A fall in the price level, shifting the LM curve down and to the right
C) Afall in the price level, shifting the IS curve down and to the left

D) Arise in the price level, shifting the LM curve up and to the left

9) An increase in taxes (when Ricardian equivalence doesn't hold) causes the real interest rate to
and the price level to in general equilibrium.

A) fall; rise B) rise; rise C) rise; fall D) fall; fall

10) The long-run aggregate supply curve
A) is vertical. B) slopes downward.

C) is horizontal. D) slopes upward.

11) Which of the following changes shifts the long-run aggregate supply curve to the right?
A) A decrease in taxes (assuming Ricardian equivalence doesn't hold)
B) An increase in consumer confidence
C) A decrease in the demand for labor

D) A demographic change that increases the labor supply

12) When the money supply declines by 10%, in the long run, output and the price level
A) declines; is unchanged B) is unchanged; is unchanged
C) is unchanged; falls D) declines; falls

13) Real business cycle theorists think that most business cycle fluctuations are caused by shocks
to

A) the real quantity of government purchases.
B) the production function.
C) the size of the labor force.

D) the spending and saving decisions of consumers.

14) In the classical (RBC) model, a beneficial productivity shock would output, the real
interest rate, and the price level.
A) increase; increase; decrease B) decrease; decrease; increase
C) increase; decrease; increase D) increase; decrease; decrease
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15) Labor hoarding occurs when 15)
A) the unemployment rate exceeds the natural rate of unemployment.

B) involuntary unemployment exceeds voluntary unemployment.

C) workers each work at more than one job.

D) because of hiring and firing costs, firms retain workers in a recession that they would
otherwise lay off.

16) In the classical model, a temporary increase in government purchases causes 16)
A) adecrease in output and an increase in the real interest rate.

B) an increase in output and the real interest rate.

C) an increase in output and a decrease in the real interest rate.

D) a decrease in output and the real interest rate.

17) If producers have imperfect information about the general price level and sometimes
misinterpret changes in the general price level as changes in relative prices, then

A) the short-run aggregate supply curve is vertical.
B) the aggregate demand curve is horizontal.

C) the aggregate demand curve is vertical.

D) the short-run aggregate supply curve slopes upward.

18) According to the misperceptions theory, when the aggregate price level is higher than expected,
A) the aggregate quantity of output demanded falls below the full-employment level.
B) the aggregate quantity of output supplied falls below the full-employment level.
C) the aggregate quantity of output demanded rises above the full-employment level.

D) the aggregate quantity of output supplied rises above the full-employment level.

19) According to the misperceptions theory, an anticipated decline in the money supply leads to a
shift of the AD curve and a shift of the SRAS curve .

A) up and to the right; upward B) down and to the left; upward

C) down and to the left; downward D) up and to the right; downward

20) The reason why some economists believe that attempts by the Fed to surprise the publicina
systematic way cannot be successful is that

A) the public would eventually figure out what the Fed's policies were, negating the Fed's
surprise.

B) the Fed announces its goals before Congress and publishes its policy actions in the Federal
Reserve Bulletin six weeks after they take place.

C) information about the Fed's plans will inevitably be leaked to the public.

D) competition in the money markets would neutralize the Fed's intervention.
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Answer Key
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1) D
2) A
3)C
4)D
5)B
6) C
7)B
8)B
9)D
10) A
11) D
12)C
13)B
14) D
15) D
16) B
17)D
18) D
19)C
20) A








