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1.
Ceteris paribus, as the price level falls,


a.
the money supply falls.


b.
interest rate rise.


c.
dollars become more valuable.


d.
the aggregate demand curve shifts right.

ANSWER: c.
dollars become more valuable.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

2.
Ceteris paribus, as the price level rises, exchange rates


a.
and interest rates rise.


b.
and interest rates fall.


c.
fall and interest rates rise.


d.
rise and interest rates fall.

ANSWER: a.
and interest rates rise.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

3.
Ceteris paribus, as the price level rises, the real value of money


a.
and the exchange rate rise.


b.
and the exchange rate fall.


c.
rises and the exchange rate falls.


d.
falls and the exchange rate rises.

ANSWER: d.
falls and the exchange rate rises.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

4.
People will spend more if the price level


a.
rises, making the dollars they hold worth more.


b.
rises, making the dollars they hold worth less.


c.
falls, making the dollars they hold worth more.


d.
falls, making the dollars they hold worth less.

ANSWER: c.
falls, making the dollars they hold worth more.

TYPE: M DIFFICULTY: 1 SECTION: 20.3

5.
If the price level falls, households


a.
increase foreign bond purchases, and the supply of dollars in the market for foreign-currency exchange increases.


b.
increase foreign bond purchases, and the supply of dollars in the market for foreign-currency exchange decreases.


c.
decrease foreign bond purchases, and the supply of dollars in market for foreign-currency exchange increases.


d.
decrease foreign bond purchases, and the supply of dollars in the market for foreign-currency exchange decreases.

ANSWER: a.
increase foreign bond purchases, and the supply of dollars in the market for foreign-currency exchange increases.

TYPE: M DIFFICULTY: 3 SECTION: 20.3

6.
The aggregate quantity of goods demanded increases if


a.
real wealth falls.


b.
the interest rate rises.


c.
the dollar depreciates.


d.
None of the above is correct.

ANSWER: c.
the dollar depreciates.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

7.
An increase in the price level induces people to hold


a.
less money, so they lend less, and the interest rate rises.


b.
less money, so they lend more, and the interest rate falls.


c.
more money, so they lend more, and the interest rate falls.


d.
more money, so they lend less, and the interest rate rises.

ANSWER: d.
more money, so they lend less, and the interest rate rises.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

8.
When the price level falls interest rates


a.
rise, so firms increase investment.


b.
rise, so firms decrease investment.


c.
fall, so firms increase investment.


d.
fall, so firms decrease investment.

ANSWER: c.
fall, so firms increase investment.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

9.
When the dollar depreciates, each dollar buys


a.
more foreign currency, and so buys more foreign goods.


b.
more foreign currency, and so buys fewer foreign goods.


c.
less foreign currency, and so buys more foreign goods.


d.
less foreign currency, and so buys fewer foreign goods.

ANSWER: d.
less foreign currency, and so buys fewer foreign goods.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

10.
An increase in the interest rate causes investment to


a.
rise and the exchange rate to appreciate.


b.
fall and the exchange rate to depreciate.


c.
rise and the exchange rate to depreciate.


d.
fall and the exchange rate to appreciate.

ANSWER: d.
fall and the exchange rate to appreciate.

TYPE: M DIFFICULTY: 3 SECTION: 20.3

11.
A decrease in the price level causes the aggregate quantity of goods and services demanded to increase because


a.
wealth falls, interest rates rise, and the dollar appreciates.


b.
wealth falls, interest rates rise, and the dollar depreciates.


c.
wealth rises, interest rates rise, and the dollar appreciates.


d.
wealth rises, interest rates fall, and the dollar depreciates.

ANSWER: d.
wealth rises, interest rates fall, and the dollar depreciates.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

12.
Changes in the price level affect which components of aggregate demand?


a.
only consumption and investment


b.
only consumption and net exports


c.
only consumption


d.
consumption, investment, and net exports

ANSWER: d.
consumption, investment, and net exports

TYPE: M DIFFICULTY: 2 SECTION: 20.3

13.
Suppose a stock market crash makes people feel poorer. This decrease in wealth would induce people to


a.
decrease consumption, which shifts aggregate supply left.


b.
decrease consumption, which shifts aggregate demand left.


c.
increase consumption, which shifts aggregate supply right.


d.
increase consumption, which shifts aggregate demand right.

ANSWER: b.
decrease consumption, which shifts aggregate demand left.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

14.
When taxes decrease, consumption increases as shown by


a.
a movement to the right along a given aggregate demand curve.


b.
shifting aggregate demand to the right.


c.
shifting aggregate supply to the right.


d.
None of the above is correct.

ANSWER: b.
shifting aggregate demand to the right.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

15.
Which of the following shifts aggregate demand to the right?


a.
an increase in the money supply


b.
an increase in net exports at every exchange rate


c.
an investment tax credit


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 20.3

16.
Which of the following shifts aggregate demand to the left?


a.
an increase in the price level


b.
a decrease in the money supply


c.
an increase in net exports


d.
an investment tax credit

ANSWER: b.
a decrease in the money supply

TYPE: M DIFFICULTY: 2 SECTION: 20.3

17.
If people want to save more for retirement


a.
or if the government raises taxes, aggregate demand shifts right.


b.
or if the government raises taxes, aggregate demand shifts left.


c.
aggregate demand shifts right. If the government raises taxes, aggregate demand shifts left.


d.
aggregate demand shifts left. If the government raises taxes, aggregate demand shifts right.

ANSWER: b.
or if the government raises taxes, aggregate demand shifts left.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

18.
If the dollar appreciates, perhaps because of speculation or government policy, then U.S. net exports


a.
increase and aggregate demand shifts right.


b.
increase and aggregate demand shifts left.


c.
decrease and aggregate demand shifts right.


d.
decrease and aggregate demand shifts left.

ANSWER: d.
decrease and aggregate demand shifts left.

TYPE: M DIFFICULTY: 2 SECTION: 20.3

19.
The long-run aggregate supply curve shifts right if


a.
immigration from abroad increases.


b.
the capital stock increases.


c.
technology advances.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 20.4

20.
The long-run aggregate supply curve would shift right if the government were to


a.
increase the minimum-wage law.


b.
make unemployment benefits more generous.


c.
raise taxes on investment spending.


d.
None of the above is correct.

ANSWER: d.
None of the above is correct.

TYPE: M DIFFICULTY: 2 SECTION: 20.4

21.
The long-run aggregate supply curve shifts right if


a.
technology improves.


b.
the price level decreases.


c.
the price of oil increases.


d.
the money supply increases.

ANSWER: a.
technology improves.

TYPE: M DIFFICULTY: 2 SECTION: 20.4

22.
Which of the following would make the price level decrease and real GDP increase?


a.
long-run aggregate supply shifts right


b.
long-run aggregate supply shifts left


c.
aggregate demand shifts right


d.
aggregate demand shifts left

ANSWER: a.
long-run aggregate supply shifts right

TYPE: M DIFFICULTY: 2 SECTION: 20.4

23.
The misperceptions theory of the short-run aggregate supply curve says that output supplied will increase if the price level


a.
increases less than expected so that firms believe the relative price of their output has increased.


b.
increases less than expected so that firms believe the relative price of their output has decreased.


c.
increases more than expected so that firms believe the relative price of their output has increased.


d.
increases more than expected so that firms believe the relative price of their output has decreased.

ANSWER: c.
increases more than expected so that firms believe the relative price of their output has increased.

TYPE: M DIFFICULTY: 2 SECTION: 20.4

24.
The sticky wage theory of the short-run aggregate supply curve says that when the price level rises more than expected, the real wage


a.
rises, so employment rises.


b.
rises, so employment falls.


c.
falls, so employment rises.


d.
falls, so employment falls.

ANSWER: c.
falls, so employment rises.

TYPE: M DIFFICULTY: 2 SECTION: 20.4

25.
The effects of an increase in the price level that is greater than expected are shown by


a.
shifting the short-run aggregate supply curve right.


b.
shifting the short-run aggregate supply curve left.


c.
moving to the right along a given aggregate supply curve.


d.
moving to the left along a given aggregate supply curve.

ANSWER: c.
moving to the right along a given aggregate supply curve.

TYPE: M DIFFICULTY: 2 SECTION: 20.4

26.
Which of the following shifts both short-run and long-run aggregate supply right?


a.
an increase in the actual price level


b.
an increase in the expected price level


c.
an increase in the capital stock


d.
None of the above is correct.

ANSWER: c.
an increase in the capital stock

TYPE: M DIFFICULTY: 2 SECTION: 20.4

27.
Which of the following shifts short-run, but not long-run aggregate supply right?


a.
a decrease in the price level


b.
a decrease in the expected price level


c.
a decrease in the capital stock


d.
an increase in the money supply.

ANSWER: b.
a decrease in the expected price level

TYPE: M DIFFICULTY: 2 SECTION: 20.4
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