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1.
If total spending rises from one year to the next, then


a.
the economy must be producing a larger output of goods and services.


b.
prices at which goods and services are sold must be higher.


c.
either the economy must be producing a larger output of goods and services, or the prices at which goods and services are sold must be higher, or both.


d.
employment or productivity must be rising.

ANSWER: c.
either the economy must be producing a larger output of goods and services, or the prices at which goods and services are sold must be higher, or both.

TYPE: M DIFFICULTY: 1 SECTION: 10.4

2.
Real GDP


a.
evaluates current production at current prices.


b.
evaluates current production at the prices that prevailed in some specific year in the past.


c.
is not a valid measure of the economy’s performance, since prices change from year to year.


d.
is a measure of the value of goods only, hence, it excludes the value of services.

ANSWER: b.
evaluates current production at the prices that prevailed in some specific year in the past.

TYPE: M DIFFICULTY: 1 SECTION: 10.4

3.
Which of the following statements about GDP is most accurate?


a.
Nominal GDP values production at current prices, while real GDP values production at constant prices.


b.
Nominal GDP values production at constant prices, while real GDP values production at current prices.


c.
Nominal GDP values production at market prices, while real GDP values production at the cost of the resources used in the production process.


d.
Nominal GDP consistently underestimates the value of production, while real GDP consistently overestimates the value of production.

ANSWER: a.
Nominal GDP values production at current prices, while real GDP values production at constant prices.

TYPE: M DIFFICULTY: 1 SECTION: 10.4

4.
If real GDP doubles and the GDP deflator doubles, then nominal GDP will


a.
stay the same.


b.
double.


c.
triple.


d.
quadruple.

ANSWER: d.
quadruple.

TYPE: M DIFFICULTY: 2 SECTION: 10.4

5.
Consider the following table for the country of Ophir:

	Year
	Nominal GDP
	GDP Deflator

	2000
	$4000
	100

	2001
	$4100
	105

	2002
	$4200
	110



From this information we can conclude that real GDP was higher in


a.
2002 than in 2001, and real GDP in 2001 was higher than in 2000.


b.
2001 than in 2000, and real GDP in 2001 was higher than in 2002.


c.
2000 than in 2001, and real GDP in 2001 was higher than in 2002.


d.
2000 than in 2002, and real GDP in 2001 was higher than in 2000.

ANSWER: c.
2000 than in 2001, and real GDP in 2001 was higher than in 2002.

TYPE: M SECTION: 10.4 DIFFICULTY: 3

6.
Suppose GDP consists of wheat and rice. In 2002, 20 bushels of wheat are sold at $4 per bushel, and 10 bushels of rice are sold at $2 per bushel. If the price of wheat was $2 per bushel and the price of rice was $1 per bushel in 2001, the base year, nominal 2002 GDP is


a.
$100, real 2002 GDP is $50, and the GDP deflator is 50.


b.
$50, real 2002 GDP is $100, and the GDP deflator is 200.


c.
$100, real 2002 GDP is $50, and the GDP deflator is 200.


d.
$40, real 2002 GDP is $100, and the GDP deflator is 50.

ANSWER: c.
$100, real 2002 GDP is $50, and the GDP deflator is 200.

TYPE: M DIFFICULTY: 2 SECTION: 10.4

7.
Suppose that the country of Samiam produces only eggs and ham. In 2002 it produced 100 units of eggs at $3 each and 50 units of ham at $4 each. In 2001, the base year, eggs sold for $1.50 per unit and ham for $5.


a.
Nominal 2002 GDP is $500, real 2002 GDP is $400, and the GDP deflator is 80.


b.
Nominal 2002 GDP is $500, real 2002 GDP is $400 and the GDP deflator is 125.


c.
Nominal 2002 GDP is $400, real 2002 GDP is $400, and the GDP deflator is 100.


d.
Nominal 2002 GDP is $400, real 2002 GDP is $500, and the GDP deflator is 125.

ANSWER: b.
Nominal 2002 GDP is $500, real 2002 GDP is $400 and the GDP deflator is 125.

TYPE: M DIFFICULTY: 2 SECTION: 10.4

8.
In the country of Mainia, GDP consists of cranberries and maple syrup. In 2002, 50 units of cranberries are sold at $20 per unit, and 100 units of maple syrup are sold at $10 per unit. If the price of cranberries was $10 per unit and the price of maple syrup was $15.00 per unit in 2001, the base year, then nominal 2002 GDP is


a.
$2,000, real 2002 GDP is $2,000, and the GDP deflator is 100.


b.
$2,000, real 2002 GDP is $2,500, and the GDP deflator is 125.


c.
$2,500, real 2002 GDP is $2,000, and the GDP deflator is 83.3.


d.
None of the above are correct.

ANSWER: a.
$2,000, real 2002 GDP is $2,000, and the GDP deflator is 100.

TYPE: M DIFFICULTY: 2 SECTION: 10.4

9.
Suppose that Wisconsin produces cheese and fish. In 2002, 20 units of cheese are sold at $5 each, and 8 units of fish are sold at $50 each. In 2001, the base year, the price of cheese was $10 per unit, and the price of fish was $75 per unit.


a.
Nominal 2002 GDP is $800, real 2002 GDP is $500, and the GDP deflator is 160.


b.
Nominal 2002 GDP is $500, real 2002 GDP is $800, and the GDP deflator is 160.


c.
Nominal 2002 GDP is $500, real 2002 GDP is $800, and the GDP deflator is 62.5.


d.
Nominal 2002 GDP is $800, real 2002 GDP is $500, and the GDP deflator is 62.5.

ANSWER: c.
Nominal 2002 GDP is $500, real 2002 GDP is $800, and the GDP deflator is 62.5.

TYPE: M DIFFICULTY: 2 SECTION: 10.4

10.
The GDP deflator is the ratio of


a.
 real GDP to nominal GDP.


b.
 real GDP to nominal GDP multiplied by 100.


c.
 nominal GDP to real GDP.


d.
 nominal GDP to real GDP multiplied by 100.

ANSWER: d.
nominal GDP to real GDP multiplied by 100.

TYPE: M DIFFICULTY: 1 SECTION: 10.4

11.
An American company owns a fast food restaurant in Romania. The value of goods and services it produces is included


a.
in both Romanian and U.S. GDP.


b.
partly in Romanian GDP and partly in U.S. GDP.


c.
in Romanian GDP, but not U.S. GDP.


d.
in U.S. GDP, but not Romanian GDP.

ANSWER: c.
in Romanian GDP, but not U.S. GDP.

TYPE: M DIFFICULTY: 2 SECTION: 10.2

12.
Which of the following is included in GDP?


a.
the sale of stocks and bonds


b.
the sale of used goods


c.
the sale of services such as visits to a doctor


d.
All of the above are correct.

ANSWER: c.
the sale of services such as visits to a doctor

TYPE: M DIFFICULTY: 2 SECTION: 10.2

13.
Which of the following is included in GDP?


a.
the sale of stocks and bonds


b.
the estimated rental value of owner occupied housing


c.
unpaid production of goods and services at home


d.
All of the above are correct.

ANSWER: b.
the estimated rental value of owner occupied housing

TYPE: M DIFFICULTY: 2 SECTION: 10.2

14.
Which of the following is included in U.S. GDP?


a.
goods produced by foreign citizens working in the United States


b.
the difference in the price of the sale of an existing home and its original purchase price


c.
known illegal activities


d.
None of the above are correct.

ANSWER: a.
goods produced by foreign citizens working in the United States

TYPE: M DIFFICULTY: 2 SECTION: 10.2

15.
Which of the following is counted in U.S. GDP?


a.
final goods and services purchased by the government


b.
both the peaches used by a bakery to make peach pies and the peach pies


c.
goods and services produced by U.S. citizens working in foreign countries


d.
None of the above are correct.

ANSWER: a.
final goods and services purchased by the government

TYPE: M DIFFICULTY: 2 SECTION: 10.2

