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Exam II - Econ 252 Online – Spring 2013 
 
1. Suppose that in a closed economy GDP is equal to 11,000, taxes are equal to 2,500, consumption equals 7,000, 

and government purchases equal 3,000. What are private saving and public saving? 
    a)   1,500 and -500, respectively 
 b)   1,500 and 500, respectively 
 c)   1,000 and -500, respectively 
 d)   1,000 and 500, respectively 
 
2.  In 2002 mortgage interest rates fell and mortgage lending increased. Which of the following could explain both 

of these changes? 
 a) The demand for loanable funds shifted right. 
 b) The demand for loanable funds shifted left. 
        c) The supply of loanable funds shifted right. 
 d) The supply of loanable funds shifted left. 
 
3. If the government increases investment tax credits and increases taxes on the return to saving, the 
 a)  real interest rate will rise and investment will rise. 
        b)  real interest rate will rise, but the impact on investment is indeterminate. 
 c)  level of investment will rise, but the impact on the real interest rate is indeterminate. 
 d)  level of investment will fall and the real interest rate will fall. 
 
4.  Long-term bonds are generally ______ risky than short-term bonds and so pay _____ interest. 
 a) less; higher   b) less; lower           c) more; higher   d) more; lower  
 
5. Which advantage(s) do mutual funds claim to provide? 
        a)  Diversification and access to the skills of professional money managers 
 b)  Diversification but not access to the skills of professional money managers 
 c)  Access to the skills of professional money managers but not diversification 
 d)  Neither diversification nor access to the skills of professional money managers. 
 
6. Which of the following would be consistent with the government budget going from deficit to surplus and the 

simultaneous enactment of an investment tax credit? 
        a)  Supply and demand of loanable funds go up, leading to higher equilibrium quantity of loanable funds. 
 b)  Supply of loanable funds go up, while the demand goes down, leading to lower interest rates. 
        c)  Supply of loanable funds go down, while the demand goes up, leading to higher interest rates. 
 d)  Supply and demand of loanable funds go down, leading to higher equilibrium quantity of loanable funds. 
 
7. Suppose government expenditures on goods and services and net taxes both decrease, and expenditures fall by 

more than net taxes. The effects of these changes on the budget deficit cause 
 a)  both the equilibrium interest rate and investment to fall. 
 b)  both the equilibrium interest rate and investment to rise. 
 c)  the equilibrium interest rate to rise and investment to fall. 
        d)  the equilibrium interest rate to fall and investment to rise. 
 
8.  You have a choice among three options. Option 1: receive $900 immediately. Option 2: receive $1,200 one year 

from now. Option 3: receive $2,000 five years from now. The interest rate is 15% per year. Rank these three 
options from highest present value to lowest present value. 

 a) Option 1; Option 2; Option 3         c) Option 2; Option 3; Option 1 
 b) Option 3; Option 2; Option 1  d) Option 3; Option 1; Option 2 
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9.  Financial intermediaries typically require mortgage borrowers to have homeowner's insurance and do credit 

checks before making the loan. 
 a) The insurance requirement and the credit check are both designed primarily to reduce adverse 
     selection. 
 b) The insurance requirement and the credit check are both designed primarily to reduce the risk of  
     moral hazard. 
 c) The insurance requirement is designed primarily to reduce adverse selection; the credit check is 
     designed primarily to reduce the risk of moral hazard. 
        d) The insurance requirement is designed primarily to reduce the risk of moral hazard; the credit  
     check is designed primarily to reduce adverse selection. 
 
10.  If the efficient market hypothesis is correct, then 
         a) index funds should typically beat managed funds, and usually do. 
 b) index fund should typically beat managed funds, but usually do not. 
 c) mutual funds should typically beat index funds, and usually do. 
 d) mutual funds should typically beat index funds, but usually do not. 
 
11.  Which of the following is not correct? 
       a) There is a greater reduction in risk by increasing the number of stocks in a portfolio from 1 to 10, 
      than by increasing it from 100 to 120 stocks. 
 b) The historical rate of return on stocks has been about 5 percentage points higher than the historical 
      rate of return on bonds. 
 c)  Stock in an industry that is very sensitive to economic conditions is likely to have a higher average 
      return than stock in an industry that is not so sensitive to economic conditions. 
       d) If you had information about a corporation that no one else did, you could earn a very high rate of  
     return. This contradicts the efficient market hypothesis. 

 
12. You put $350 in the bank, and after two years the amount increases to $385.875 in your account. What interest 

rate did you earn? 
 a)  5 percent  b)  6 percent  c)  7 percent  d)  8 percent 
 
13 The concept of present value helps explain why 
        a)  investment decreases when the interest rate increases, and it also helps explain why the quantity of loanable 
       funds demanded decreases when the interest rate increases. 
 b)  investment decreases when the interest rate increases, but it is of no help in explaining why the quantity of 
      loanable funds demanded decreases when the interest rate increases. 
 c)  the quantity of loanable funds demanded decreases when the interest rate increases, but it is of no help in 
      explaining why investment decreases when the interest rate increases. 
 d)  None of the above are correct; the concept of present value is of no help in explaining why either investment 
       or the quantity of loanable funds demanded decreases when the interest rate increases. 
 
14. Which of the following actions best illustrates adverse selection? 
 a)  A person purposely chooses bonds of corporations with high default risk because of the high returns. 
 b)  A person dislikes losing $100 more than he likes winning $100. 
 c)  After obtaining health insurance a person starts eating unhealthy food. 
      d)  A person intending to take up dangerous hobbies applies for life insurance. 
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15. Most spells of unemployment are _______.     Most unemployment observed at any given time is ________ 

term. 
 a)  long; long  b) long;  short         c)  short;  long  d)  short;  short 
 
16. Economists would predict that, other things the same, when a country offers more generous unemployment 

compensation the duration of each spell of unemployment will be _______ and the unemployment rate will be 
_______.   

 a)  shorter; higher b) shorter; lower         c) longer; higher d)  longer; lower 
  
17. Which of the following government policies would fail to lower the unemployment rate.  

a)  Decrease unemployment benefits.  c)  Establish worker training programs                                                   
b)  Raise the minimum wage.   d)  Implement right-to-work laws. 

 
18. Alex owns a business, and her sister Beth works there for no pay.  Who is included in the Bureau of Labor 

Statistics’ “employed” category? 
 a)  Alex  b)  Beth        c) Both Alex and Beth  d) Neither Alex nor Beth 
 
19. Suppose that the adult population is 4 million, the number of unemployed is 0.25 million, and the labor-force 

participation rate is 75%.  What is the unemployment rate? 
 a)  6.25% b)  8.3%        c)  9.1%  d)  18.75% 
 
20. Minimum-wage laws 
 a)  create frictional unemployment, while firms paying wages above equilibrium to reduce worker turnover 
       creates structural unemployment. 
 b)  create structural unemployment, while firms paying wages above equilibrium to reduce worker turnover 
       creates frictional unemployment. 
           c)  and firms paying wages above equilibrium to reduce worker turnover both create structural unemployment. 
 d)  and firms paying wages above equilibrium to reduce worker turnover both create frictional unemployment. 
 
21. Charlie is the owner of a firm that produces bottled water in Washington state.  There are many other such firms 

in the area.  Charlie decides that if he pays his workers a wage higher than the going market wage, his profits will 
increase.  Which of the following is a likely explanation for his decision? 

          a)  The higher the wage, the less often his workers will choose to leave his firm. 
 b)  The higher the wage, the lower will be the cost of obtaining needed supplies. 
 c)  The higher the wage, the more he can charge for his water. 
 d)  The higher the wage, the more he will have to monitor his workers for shirking. 
 
22. An open market sale of securities by the FED will _______ bank reserves, and ______ the supply of money and 

credit. 
 a)  increase; increase   c)  decrease; increase 
 b)  increase; decrease          d)  decrease; decrease 
 
23. If bankers decide they want to increase the level of desired excess reserves, loans and deposits will _______ and 

the supply of money will ______. 
         a)  decrease;  decrease    c)  decrease; increase 
 b)  increase; decrease    d)  increase; increase 
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24. Consider the balance sheet below for Piggy Bank: 
 

Piggy Bank 

ASSETS LIABILITIES 

Vault Cash………………………..……..200 Deposits………………………..….19,800 

Deposit with the FED……………….800  

Loans……………………………..…..10,400  

Securities……………………………..8,400  

 
 The required reserve ratio for deposits is 5 percent.     Piggy Bank has _____ in excess reserves. 
        a)  10   b)  20   c)  200   d)  1,000 
 
25. Consider the balance sheet below for the FED: 
 

Federal Reserve System 

ASSETS LIABILITIES 

Miscellaneous…………..…………..…..800 Currency held by the Public……………..…...400 

Securities……………………………...…9,200 Vault Cash……………………………………………..600 

 Deposits of Commercial Banks…………   9,000 

 
 The required reserve ratio for deposits is 5 percent.   If commercial banks are currently holding zero excess 

reserves, the money supply will equal: 
 a)  10,000  b)  110,600        c) 192,400  d) None of the above. 
 
26. If households decide they want to hold more currency, reserves and excess reserves will _______ and loans 

made by commercial banks will ________. 
         a)  decrease;  decrease    c)  decrease; increase 
 b)  increase; decrease    d)  increase; increase 
 
27. Commodity money is 

a) backed by gold. 
b) the principal type of money in use today. 
c) money with intrinsic value. 
d) receipts created in international trade that are used as a medium of exchange. 

 
28. Imagine that the federal funds rate was below the level the Federal Reserve had targeted. To move the rate 
 back towards it’s target the Federal Reserve could  
 a)  buy bonds. This buying would reduce reserves. 
 b)  buy bonds. This buying would increase reserves. 
          c)  sell bonds. This selling would reduce reserves. 
 d)  sell bonds. This selling would increase reserves. 
 
29. Suppose the money supply is growing at a rate of 6 percent per year, and aggregate real output is growing at a 

rate of 3 percent per year.   According to the quantity theory of money, the rate of inflation will equal ____ 
percent per year if velocity is increasing at a rate of 1 percent per year. 

 a)  2   b)  3         c)  4   d) 5 
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30. Under the assumptions of the Fisher effect and monetary neutrality, if the money supply growth rate rises, then 
 a)  both the nominal and the real interest rate rise. 
 b) neither the nominal nor the real interest rate rise. 
       c)  the nominal interest rate rises, but the real interest rate does not. 
 d)  the real interest rate rises, but the nominal interest rate does not. 
 
31. Wealth is redistributed from creditors to debtors when inflation is 
 a)  high, whether it is expected or not. 
 b)  low, whether it is expected or not. 
       c)  unexpectedly high. 
 d)  unexpectedly low. 
 
32. Which tool of monetary policy does the Federal Reserve use most often? 
 a)  Changes in the interest rate paid on bank reserves. 
       b)  Open market purchases and sales of securities. 
 c)  Changes in reserve requirements. 
 d)  Changes in the discount rate of interest. 
 
33. Suppose the price level rises, but the number of dollars you are paid per hour stays the same.  This means that 

your 
 a) nominal wage is higher. 
 b) nominal wage is lower. 
 c) real wage is higher. 
       d)  real wage is lower. 
 
34. Which of the following is not implied by the quantity equation? 
 a)  If velocity is stable, an increase in the money supply creates a proportional increase in nominal output. 
 b)  If velocity is stable and money is neutral, an increase in the money supply creates a proportional increase in 
       the price level. 
 c)  With constant money supply and output, an increase in velocity creates an increase in the price level. 
         d)  With constant money supply and velocity, an increase in output creates a proportional increase in the price 
       level. 
 
35. Whitney puts money in a savings account at her bank earning 3.5 percent. One year later she takes her money 

out and notes that while her money was earning interest, prices rose 1.5 percent. Whitney earned a nominal 
interest rate of 

 a)  3.5 percent and a real interest rate of 5 percent. 
          b)  3.5 percent and a real interest rate of 2 percent. 
 c)   5 percent and a real interest rate of 3.5 percent. 
 d)  5 percent and a real interest rate of 2 percent. 
 
36. Suppose the rate of inflation in Japan is 2 percent and the rate of inflation in India is 6 percent.   If purchasing 

power parity holds between Japan and India, we would expect the Rupee price of the Yen to ______ by _____ 
percent. 

 a)  rise; 3         b)  rise;  4  c)  fall; 3  d)  fall; 4 
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37. In Ireland, a pint of beer costs 2.2 Irish pounds. In Australia, a pint of beer costs 4 Australian dollars. If the 

exchange rate is .5 pounds per Australian dollar, what is the real exchange rate? 
       a)  0.91 pints of Irish beer per pint of Australian beer 
 b) 1.1 pint of Irish beer per pint of Australian beer 
 c)  3.64 pints of Irish beer per pint of Australian beer 
 d) 4.4 pints of Irish beer per pint of Australian beer 
 
38. A country has a trade deficit. Its 
 a)  net capital outflow must be positive, and saving is larger than investment. 
 b)  net capital outflow must be positive and saving is smaller than investment. 
 c)  net capital outflow must be negative and saving is larger than investment. 
       d)  net capital outflow must be negative and saving is smaller than investment. 
 
39. A U.S. firm buys cement mixers from China and pays for them with U.S. dollars. 
 a) The purchase of the cement mixers increases U.S. net exports and the payment with 
      dollars increases U.S. net capital outflow. 
 b)  The purchase of cement mixers increases U.S. net exports and the payment with 
      dollars decreases U.S. net capital outflow. 
 c)  The purchase of cement mixers decreases U.S. net exports and the payment with 
      dollars increases U.S. net capital outflow. 
      d)  The purchase of cement mixers decreases U.S. net exports and the payment with 
      dollars decreases U.S. net capital outflow. 
 
40. Country A buys $40 of wine from Country B and Country B buys $100 of wool from Country A and $20 of cheese 

from Country C. Supposing this is the only trade that these countries do. What are the net exports of Country a 
and Country B in that order? 

 a)  $140 and $140        
        b)  $60 and -$80 
 c)  $60 and -$60 
 d)  None of the above is correct. 
 
41. A country has $100 million of net exports and $170 million of saving. Net capital outflow is 
 a)  $70 million and domestic investment is $170 million. 
 b)  $70 million and domestic investment is $270 million. 
      c)  $100 million and domestic investment is $70 million. 
 d)  None of the above is correct. 
 
42. Suppose that the inflation rate is higher in Turkey than in the U.S. for the next six months. Then according to 

purchasing power parity, if exchange rates are given in terms of how many Turkish lira or how many Turkish 
goods a U.S. dollar buys, 

       a)  the nominal exchange rate rises but the real exchange rate does not. 
 b)  the nominal exchange rate does not rise, but the real exchange rate does. 
 c)  both the nominal and real exchange rates rise. 
 d)  neither the nominal nor the real exchange rate rises. 
 
 
 


