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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. Most economists agree that the immediate cause of most business cycle variation is
A. the growth and subsequent bursting of financial bubbles.

B. an unexpected change in the productivity of workers.

C. an unexpected change in the level of total spending.

D. the invention of new products.

 

2. Modern economic growth refers to countries that have experienced an increase in
A. real output per person.

B. real GDP over time.

C. nominal GDP over time.

D. real output spread evenly across all sectors of the economy.

 

3. Net exports are negative when
A. the economy's stock of capital goods is declining.

B. depreciation exceeds domestic investment.

C. a nation's imports exceed its exports.

D. a nation's exports exceed its imports.

 

4. Which one of the following is not considered to be a growth-promoting institutional structure?
A. Financial institutions that effectively link savers to investors

B. Strong government restrictions on international trade

C. Well-established and enforced property rights

D. A competitive market system

 

5. Countries that have experienced modern economic growth have also tended to
A. have less leisure time for sport and artistic activities.

B. adopt feudalistic institutions.

C. move toward more democratic forms of government.

D. restrict women and minorities from holding certain economic and political positions.

 

6. Inflation initiated by increases in wages or other resource prices is labeled _______ inflation.
A. demand-pull



B. cost-push

C. cost-pull

D. demand-push

 

7. The two topics of primary concern in macroeconomics are
A. monopoly power of corporations, and small business profitability.

B. short-run fluctuations in output and employment, and long-run economic growth.

C. oil prices and housing markets.

D. unemployment, and wage rates in labor markets.

 

8. Other things equal, which one of the following would increase the rate of economic growth, as measured 
by changes in real GDP?
A. A decline in the amount of capital per worker

B. A decrease in the labor force participation rate

C. An increase in the size of the working-age population

D. A decline in the average length of the work week

 

9. Which one of the following is the correct definition of inflation?

A. Inflation is a situation in which all prices in the economy rise simultaneously.

B. Inflation is the rate of growth in nominal GDP.

C. Inflation is the growth phase of the business cycle.

D. Inflation is an increase in the overall level of prices.

 

10. Which one of the following represents the smallest dollar amount in the United States?
A. Personal income

B. Disposable income

C. National income

D. Gross domestic product

 

11. Which one of the following statements about national income is correct?

A. National income is the market value of the annual output net of consumption of fixed capital.

B. National income is the income earned by U.S. resource suppliers plus taxes on production and imports.

C. National income is the before-tax income received by households.

D. National income is the income received by households less personal taxes.

 

12. For every 1 percentage point that the actual unemployment rate exceeds the natural rate, a 2 percentage 
point negative GDP gap occurs. This is a statement of
A. Taylor's rule.

B. Say's law.

C. the Coase theorem.

D. Okun's law.

 

13. Recurring upswings and downswings in an economy's real GDP over time are called



A. output yo-yos.

B. total product oscillations.

C. business cycles.

D. recessions.

 

14. Prices tend to be sticky because
A. firms are worried about frequent price changes that would annoy consumers.

B. government controls most prices.

C. foreign competition discourages domestic firms from price changes.

D. most firms have agreements with each other to fix prices at profit-maximizing levels.

 

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

A. GDP excludes the production of nondurable goods.

B. GDP excludes the production of services.

C. GDP excludes positive changes in inventories.

D. GDP excludes the market value of unpaid work in the home.

 

16. The production of durable goods varies more than the production of nondurable goods because
A. the producers of nondurables have monopoly power.

B. durables purchases are nonpostponable.

C. durables purchases are postponable.

D. producers of durables are highly competitive.

 

17. The largest component of total expenditures in the United States is
A. gross investment.

B. government purchases.

C. consumption.

D. net exports.

 

18. Which one of the following statements about Okun's law is correct?

A. Okun's law quantifies the relationship between nominal and real incomes.

B. Okun's law shows the relationship between the unemployment rate and the size of the negative GDP gap.

C. Okun's law indicates the number of years it will take for a constant rate of inflation to double the price level.

D. Okun's law measures the tradeoff between the rate of inflation and the rate of unemployment.

 

19. Which one of the following would not be expected to increase labor productivity?
A. The acquisition of more education and training by the labor force

B. Technological advance

C. The realization of economies of scale

D. An increase in the size of the labor force

 

20. Unemployment involving a mismatch of the skills of unemployed workers and the skills required for 
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available jobs is called _______ unemployment.
A. compositional

B. structural

C. cyclical

D. frictional


