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Questions 1 to 20: Select the best answer to each question. Note that a question and its answers may be split across a page 
break, so be sure that you have seen the entire question and all the answers before choosing an answer.

 

1. A major difficulty with the argument that trade barriers are necessary because foreign workers are paid 
low wages is that
A. there's no discernible relationship between wage rates and labor productivity.

B. wage rates and labor productivity are inversely related.

C. labor costs and product prices are not related.

D. wage rates and labor productivity are directly related.

 

2. Rational expectations theory is based on the assumption that
A. both product and resource markets are monopolistic.

B. wages and prices are flexible upward, but inflexible downward.

C. both product and resource markets are very competitive.

D. product markets are competitive, but resource markets are monopolistic.

 

3. The basis for the Bretton Woods international monetary system was
A. a freely flexible system of exchange rates.

B. an adjustable peg system of exchange rates.

C. a completely fixed system of exchange rates.

D. the gold standard.

 

4. The very poorest low-income developing countries typically have relatively
A. high rates of economic growth and relatively low rates of population growth.

B. high rates of both population growth and economic growth.

C. low rates of both population growth and economic growth.

D. low rates of economic growth and relatively high rates of population growth.

 

5. The equation of exchange suggests that, if the supply and velocity of money remain unchanged, an 
increase in the physical volume of goods and services produced will cause
A. a decline in the price level.

B. the unemployment rate to rise.

C. the Federal Reserve Banks to sell securities in the open market.

D. an automatic budget deficit.

 



6. Which one of the following is an example of a land-intensive commodity?
A. Autos

B. Watches

C. Wool

D. Chemicals

 

7. As distinct from reductions in the price level, reductions in the rate of inflation are referred to as
A. deflation.

B. dollar depreciation.

C. disinflation.

D. stagflation.

 

8. The following are hypothetical exchange rates: 2 euros = 1 pound; $1 = 2 pounds. We can conclude that
A. $1 = 4 euros.

B. $1 = .5 euros.

C. 1 euro = $2.

D. 1 euro = $.50.

 

9. Which one of the following statements about the velocity of money is correct?

A. The velocity of money is the relationship between the money supply and the price level.

B. The velocity of money is the price level divided by aggregate supply.

C. The velocity of money is the relationship between asset and transactions demands for money.

D. The velocity of money is the number of times per year the average dollar is spent on final goods and services.

 

10. Which one of the following statements about efficiency wages is correct?

A. An efficiency wage is a wage that automatically rises with the national index of labor productivity.

B. An efficiency wage is a "wage" that contains a profit-sharing component as well as traditional hourly pay.

C. An efficiency wage is a wage payment necessary to compensate workers for risk of injury on the job.

D. An efficiency wage is an above-market wage that minimizes a firm's labor cost per unit of output.

 

11. The "brain drain" problem in the developing countries refers to the fact the best-educated workers
A. are reluctant to work in the public sector.

B. are concentrated in rural areas where their skills are underutilized.

C. are reluctant to become entrepreneurs.

D. often emigrate to industrialized countries.

 

12. Suppose the domestic price (no-international-trade price) of wheat is $3.50 a bushel in the United 
States while the world price is $4.00 a bushel. Assuming no transportation costs, the United States will
A. export wheat.

B. import wheat.

C. have a domestic shortage of wheat.

D. neither export nor import wheat.

 



 

13. In terms of aggregate supply, a period in which nominal wages and other resource prices are 
unresponsive to price-level changes is called the
A. short run.

B. very long run.

C. immediate market period.

D. long run.

 

14. Which one of the following groups of economists is most likely to favor annually balanced federal 
budgets?
A. Mainstream economists

B. Rational expectations economists

C. Supply-side economists

D. Functional finance economists

 

15. Which one of the following statements about disinflation is correct?

A. Disinflation occurs when investment plans exceed saving.

B. Disinflation occurs when the inflation rate is declining.

C. Disinflation occurs when a speculative investment "bubble" is bursting.

D. Disinflation occurs when the price level is falling.

 

16. Which one of the following statements about the insider-outsider theory is correct?

A. In the insider-outsider theory, insiders are workers who retain employment during recession.

B. In the insider-outsider theory, insiders are "principals" and outsiders are "agents."

C. In the insider-outsider theory, insiders are managers who have more information about their firms' performance than outsiders.

D. In the insider-outsider theory, outsiders are foreigners.

 

17. As it relates to international trade, dumping
A. is defined as selling more goods than allowed by an import quota.

B. is a form of price discrimination illegal under U.S. antitrust laws.

C. is the practice of selling goods in a foreign market at less than cost.

D. constitutes a general case for permanent tariffs.

 

18. The Bretton Woods system of exchange rates relied on
A. fixed exchange rates with no mechanism for changing them.

B. the United States to set and periodically review worldwide exchange rates.

C. freely floating exchange rates.

D. fixed or pegged exchange rates, with occasional orderly adjustments to the rates.

 

19. In recent years, the governments of the industrially advanced countries have
A. discouraged skilled developing countries' workers from emigrating to the industrially advanced countries.

B. forgiven a portion of the debt owed by some low-income developing countries.

C. substantially reduced their contributions to the World Bank.
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D. substantially reduced foreign aid to the developing countries.

 

20. When the actual rate of inflation is less than the expected rate,
A. the unemployment rate will temporarily fall.

B. firms will experience rising profits and thus increase their employment.

C. the unemployment rate will temporarily rise.

D. firms will increase their output to recoup their falling profits.


