
	


Richards
Econ111: Principles of Macroeconomics
Final Exam Study Questions
	1.
	The aggregate demand curve shows the relationship between short-run equilibrium output and the ______ rate. 

	A)
	nominal interest 

	B)
	real interest 

	C)
	unemployment 

	D)
	inflation 

	E)
	exchange 


	2.
	If for any given inflation rate, the Fed raises interest rates more than normal, the Fed's policy reaction function shifts _____ and the aggregate demand curve shifts to the ______. 

	A)
	upward; right 

	B)
	upward; left 

	C)
	to become vertical; upward 

	D)
	downward; right 

	E)
	downward; left 


	3.
	Starting from potential GDP, if consumer confidence increases and consumers decide to spend more, then this will generate a(n) _____ gap and inflation will _____. 

	A)
	recessionary; increase 

	B)
	recessionary; decrease 

	C)
	recessionary; does not change 

	D)
	expansionary; increase 

	E)
	expansionary; decrease 


	4.
	When there is a recessionary gap, inflation will ______ , in response to which the Federal Reserve will ____ real interest rates, and output will _____. 

	A)
	decline; raise; decline 

	B)
	decline; lower; expand 

	C)
	decline; lower; decline 

	D)
	increase; raise; decline 

	E)
	increase; lower; expand 
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	5.
	Based on the figure, starting from  point C, an increase in government spending that increases aggregate demand  from AD to AD1 will lead to point ___ creating  _____gap. 

	A)
	D; an expansionary 

	B)
	D; a recessionary 

	C)
	D; no output 

	D)
	B; expansionary 

	E)
	B; recessionary 


	6.
	An inflation shock is: 

	A)
	the level of inflation consistent with output in a recessionary gap. 

	B)
	the level of inflation consistent with output in an expansionary gap. 

	C)
	a sudden change in the normal behavior of inflation, unrelated to the nation's output gap. 

	D)
	a change in the inflation rate generated by excessive aggregate spending. 

	E)
	a change in inflation brought about by changes in inflation expectations and pricing decisions. 


	7.
	Stagflation is a combination of ______ and _______. 

	A)
	monetary policy; fiscal policy 

	B)
	real interest rates; nominal interest rates 

	C)
	excessive aggregate spending; excessive aggregate supply 

	D)
	inflation; recession 

	E)
	deflation; expansion 


	8.
	If policymakers attempt to offset an adverse inflation shock with monetary _____, the resulting long-run equilibrium will be at _____ inflation rate. 

	A)
	tightening; a higher 

	B)
	tightening; a lower 

	C)
	easing; a higher 

	D)
	easing; a lower 

	E)
	easing; the same 


	9.
	Inflation inertia is attributable to: 

	A)
	inflation shocks and shocks to potential output. 

	B)
	output gaps and inflation shock. 

	C)
	disinflation and inflation shock. 

	D)
	output gaps and disinflation. 

	E)
	inflation expectations and long-term wage and price contracts. 
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	10.
	Based on the figure, if the krone exchange rate is fixed at $0.09 dollars per krone, the krone is ______. 

	A)
	devalued 

	B)
	revalued 

	C)
	overvalued 

	D)
	undervalued 

	E)
	valued at par 


	11.
	A massive selling of domestic currency assets by domestic and foreign financial investors is called: 

	A)
	purchasing power parity. 

	B)
	a currency devaluation. 

	C)
	a currency revaluation. 

	D)
	a speculative attack. 

	E)
	protectionism. 


Answer Key
	1.
	D

	2.
	B

	3.
	D

	4.
	B

	5.
	A

	6.
	C

	7.
	D

	8.
	C

	9.
	E

	10.
	D

	11.
	D
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