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1.
The identity that shows that GDP is both total income and total expenditure is represented by


a.
GDP = Y.


b.
Y = PI + DI + NX.


c.
GDP = GNP – NX.


d.
Y = C + I + G + NX.

2.
Y = C + I + G + NX is an identity because


a.
each symbol identifies a variable.


b.
the right-hand and left-hand sides are equal.


c.
the equality holds due to the way the variables are defined.


d.
None of the above are correct.

3.
A closed economy does not


a.
trade with other economies.


b.
have free markets.


c.
allow immigration.


d.
All of the above are correct.

4.
Which of the following equations will always represent GDP in an open economy?


a.
S = I – G

b.
I = Y – C + G

c.
Y = C + I + G

d.
Y = C + I + G + NX
5.
Which of the following equations most simply represents GDP in a closed economy?


a.
Y = C + I + G + NX

b.
S = I – G

c.
I = Y – C + G

d.
Y = C + I + G
6.
Which of the following equations represents national saving in a closed economy?


a.
Y – I – G – NX

b.
Y – C – G

c.
Y – I – C

d.
G + C – Y
7.
In a closed economy, national saving equals


a.
investment.


b.
income minus the sum of consumption and government expenditures.


c.
private saving plus public saving.


d.
All of the above are correct.

8.
In a closed economy, national saving is


a.
usually greater than investment.


b.
equal to investment.


c.
usually less than investment because of the leakage of taxes.


d.
always less than investment.

9.
In a closed economy, what remains after paying for consumption and government purchases is


a.
national disposable income.


b.
national saving.


c.
public saving.


d.
private saving.

10.
In a closed economy, what does (T – G) represent?


a.
national saving


b.
investment


c.
private saving


d.
public saving

11.
In a closed economy, what does (Y – T – C) represent?


a.
national saving


b.
government tax revenue


c.
public saving


d.
private saving

12.
Suppose that in a closed economy GDP is equal to 10,000, Taxes are equal to 1,500, Consumption equals 6,500, and Government expenditures equal 2,000. What is national saving?


a.
–500


b.
0


c.
1500


d.
None of the above are correct.

13.
Suppose that in a closed economy GDP is equal to 10,000, Taxes are equal to 2,000, Consumption equals 6,500, and Government expenditures equal 2,500. What are private saving and public saving?


a.
1500 and –500


b.
1500 and 500


c.
1000 and –500


d.
1000 and 500

14.
Suppose that in a closed economy GDP is equal to 10,000, taxes are equal to 2,500 Consumption equals 6,500 and Government expenditures equal 2,000. What are private saving, public saving, and national saving?


a.
1500, 1000, 500


b.
1000, 500, 1500


c.
500, 1500, 1000


d.
None of the above are correct.

15.
Suppose that in a closed economy GDP is 10,000, consumption is 6,500, and taxes are 2,000. What value of Government expenditures would make national savings equal to 1000 and at that value would the government have a deficit or surplus?


a.
2,500 deficit


b.
2,500 surplus


c.
1,000 deficit


d.
1,000 surplus

16.
Suppose that consumption is 6,500, taxes are 1,500, and government expenditures are 2,000. If national savings are 1,000 and the economy is closed what is GDP?


a.
9,500


b.
10,000


c.
10,500


d.
None of the above are correct.

17.
The country of Hykania does not trade with any other country. Its GDP is $20 billion. Its government purchases $3 billion worth of goods and services each year, collects $3 billion in taxes, and provides $2 billion in transfer payments to households. Private saving in Hyrkania is $4 billion. What is investment in Hyrkania?


a.
$4 billion


b.
$3 billion


c.
$2 billion


d.
There is not enough information to answer the question.

18.
The country of Nemedia does not trade with any other country. Its GDP is $20 billion. Its government collects $4 billion in taxes and pays out $3 billion to households in the form of transfer payments. Consumption equals $15 billion and investment equals $2 billion. What is public saving in Nemedia, and what is the value of the goods and services purchased by the government of Nemedia?


a.
–$2 billion and $3 billion


b.
$1 billion and $3 billion


c.
–$1 billion and $4 billion


d.
There is not enough information to answer the question.

19.
The country of Aquilonia does not trade with any other country. Its GDP is $30 billion. Its government purchases $5 billion worth of goods and services each year, collects $7 billion in taxes, and provides $3 billion in transfer payments to households. Private saving in Aquilonia is $5 billion. What is consumption and investment?


a.
$18 billion and $5 billion


b.
$21 billion and $4 billion


c.
$13 billion and $7 billion


d.
There is not enough information to answer the question.

20.
In a closed economy, private saving is


a.
the amount of income that households have left after paying for their taxes and consumption.


b.
the amount of income that businesses have left after paying for the factors of production.


c.
the amount of tax revenue that the government has left after paying for its spending.


d.
always equal to investment.

21.
In a closed economy, public saving is the


a.
amount of income that households have left after paying for taxes and consumption.


b.
amount of income that businesses have left after paying for the factors of production.


c.
amount of tax revenue that the government has left after paying for its spending.


d.
sum of the A, B, and C.

22.
Which of the following is not always correct in a closed economy?


a.
National saving equals private saving plus public saving.


b.
Net exports equal zero.


c.
Real GDP measures both income and expenditures.


d.
Private saving equals investment.

23.
If the tax revenue of the federal government exceeds spending, then the government


a.
runs a budget deficit.


b.
runs a budget surplus.


c.
runs a national debt.


d.
will increase taxes.

24.
A budget surplus is created if


a.
the government sells more bonds than it buys back.


b.
the government spends more than it receives in tax revenue.


c.
private savings are greater than zero.


d.
None of the above are correct.

25.
In the language of macroeconomics, investment refers to


a.
saving.


b.
the purchase of new capital.


c.
the purchase of stocks, bonds, or mutual funds.


d.
All of the above are correct.

26.
Which of the following would a macroeconomist consider as investment?


a.
Ernest purchases a bond issued by Star-Kist.


b.
Jerry purchases stock issued by IBM.


c.
Alice builds a new restaurant.


d.
All of the above are correct.

27.
Henry buys a bond issued by Ralston Purina, which uses the funds to buy new machinery for one of its factories.


a.
Henry and Ralston Purina are both investing.


b.
Henry and Ralston Purina are both saving.


c.
Henry is investing; Ralston Purina is saving.


d.
Henry is saving; Ralston Purina is investing.

28.
The source of the supply of loanable funds


a.
is saving and the source of demand for loanable funds is investment.


b.
is investment and the source of demand for loanable funds is saving.


c.
and the demand for loanable funds is saving.


d.
and the demand for loanable funds is investment.

29.
The slope of the demand for loanable funds curve represents the


a.
positive relation between the real interest rate and investment.


b.
negative relation between the real interest rate and investment.


c.
positive relation between the real interest rate and saving.


d.
negative relation between the real interest rate and saving.

30.
Fred is considering expanding his dress shop. If interest rates rise he is


a.
less likely to expand. This illustrates why the supply of loanable funds slopes downward.


b.
more likely to expand. This illustrates why the supply of loanable funds slopes upward.


c.
less likely to expand. This illustrates why the demand for loanable funds slopes downward.


d.
more likely to expand. This illustrates why the demand for loanable funds slopes upward.

31.
The slope of the supply of loanable funds curve represents the


a.
positive relation between the real interest rate and investment.


b.
positive relation between the real interest rate and saving.


c.
negative relation between the real interest rate and investment.


d.
negative relation between the real interest rate and saving.

32.
A higher interest rate induces people to


a.
save more, so the supply of loanable funds slopes upward.


b.
save less, so the supply of loanable funds slopes downward.


c.
invest more, so the supply of loanable funds slopes upward.


d.
invest less, so the supply of loanable funds slopes downward.

33.
The supply of loanable funds slopes


a.
 upward because an increase in the interest rate induces people to save more.


b.
 downward because an increase in the interest rate induces people to save less.


c.
 downward because an increase in the interest rate induces people to invest less.


d.
 upward because an increase in the interest rate induces people to invest more.

34.
If the current market interest rate for loanable funds is below the equilibrium level, then the quantity of loanable funds


a.
demanded will exceed the quantity of loanable funds supplied and the interest rate will rise.


b.
supplied will exceed the quantity of loanable funds demanded and the interest rate will rise.


c.
demanded will exceed the quantity of loanable funds supplied and the interest rate will fall.


d.
supplied will exceed the quantity of loanable funds demanded and the interest rate will fall.

35.
If the current market interest rate for loanable funds is above the equilibrium level, then


a.
the quantity of loanable funds demanded will exceed the quantity of loanable funds supplied and the interest rate will rise.


b.
the quantity of loanable funds supplied will exceed the quantity of loanable funds demanded and the interest rate will rise.


c.
the quantity of loanable funds demanded will exceed the quantity of loanable funds supplied and the interest rate will fall.


d.
the quantity of loanable funds supplied will exceed the quantity of loanable funds demanded and the interest rate will fall.

36.
If the current market interest rate for loanable funds is below the equilibrium level, then there is a


a.
surplus of loanable funds and the interest rate will rise.


b.
shortage of loanable funds and the interest rate will rise.


c.
shortage of loanable funds and the interest rate will fall.


d.
surplus of loanable funds and the interest rate will fall.

37.
If the current market interest rate for loanable funds is above the equilibrium level, then there is a


a.
surplus of loanable funds and the interest rate will rise.


b.
shortage of loanable funds and the interest rate will rise.


c.
shortage of loanable funds and the interest rate will fall.


d.
surplus of loanable funds and the interest rate will fall.

38.
If there is shortage of loanable funds, then


a.
the supply for loanable funds shifts right and the demand shifts left.


b.
the supply for loanable funds shifts left and the demand shifts right.


c.
neither curve shifts, but the quantity of loanable funds supplied increases and the quantity demanded decreases as the interest rate rises to equilibrium.


d.
neither curve shifts, but the quantity of loanable funds supplied decreases and the quantity demanded increases as the interest rate falls to equilibrium.

39.
If there is surplus of loanable funds, then


a.
the supply for loanable funds shifts right and the demand shifts left.


b.
the supply for loanable funds shifts left and the demand shifts right.


c.
neither curve shifts, but the quantity of loanable funds supplied increases and the quantity demanded decreases as the interest rate rises to equilibrium.


d.
neither curve shifts, but the quantity of loanable funds supplied decreases and the quantity demanded increases as the interest rate falls to equilibrium.
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