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1-4.
Which of the following reasons for the downward slope of the aggregate demand curve would likely be more important for a small economy than for the United States?


a.
the wealth effect


b.
the interest-rate effect


c.
the exchange-rate effect


d.
the real-wage effect

2-42.
Which of the following statements is true?


a.
In the long run, output is determined by the amount of capital, labor, and technology; the interest rate adjusts to balance the supply and demand for money; and the price level adjusts to balance the supply and demand for loanable funds.


b.
In the long run, output is determined by the amount of capital, labor, and technology; the interest rate adjusts to balance the supply and demand for loanable funds; and the price level adjusts to balance the supply and demand for money.


c.
In the long run, output is determined by the amount of capital, labor, and technology; the interest rate adjusts to balance the supply and demand for loanable funds; and the price level is stuck.


d.
In the long run, output responds to the aggregate demand for goods and services; the interest rate adjusts to balance the supply and demand for loanable funds; and the price level adjusts to balance the supply and demand for money.

3-61.
The main reason the aggregate demand curve slopes downward is because as the price level


a.
increases, interest rates increase, and investment decreases.


b.
increases, interest rates decrease, and investment increases.


c.
decreases, interest rates increase, and investment increases.


d.
decreases, interest rates decrease, and investment decreases.

4-62.
Which of the following properly describes the interest rate effect?


a.
As the money supply increases, the interest rate falls, so spending rises.


b.
As the money supply increases, the interest rate rises, so spending falls.


c.
As the price level increases, the interest rate falls, so spending rises.


d.
As the price level increases, the interest rate rises, so spending falls.

5-91.
An increase in government spending initially and primarily shifts


a.
aggregate demand right.


b.
aggregate demand left.


c.
aggregate supply right.


d.
neither aggregate demand nor aggregate supply.

6-94.
Which of the following tends to make aggregate demand shift right farther than the amount government expenditures increase?


a.
the crowding-out effect


b.
the multiplier effect


c.
the wealth effect


d.
the interest-rate effect

7-100.
The government purchases multiplier is defined as


a.
MPC.


b.
1 – MPC.


c.
1/MPC.


d.
1/(1 – MPC).

8-108.
Which of the following correctly explains the crowding-out effect?


a.
An increase in government expenditures decreases the interest rate and so increases investment spending.


b.
An increase in government expenditures increases the interest rate and so reduces investment spending.


c.
A decrease in government expenditures increases the interest rate and so increases investment spending.


d.
A decrease in government expenditures decreases the interest rate and so reduces investment spending.
9-113.
Suppose that the MPC is .60 and there is no investment accelerator or crowding- out effects. If government expenditures increase $10 billion, aggregate demand


a.
shifts right $40 billion.


b.
shifts right $25 billion.


c.
shifts right $16 billion.


d.
None of the above is correct.

10-123.
According to the crowding-out effect, a decrease in government spending


a.
increases the interest rate and so increases investment spending.


b.
increases the interest rate and so decreases investment spending.


c.
decreases the interest rate and so increases investment spending.


d.
decreases the interest rate and so decreases investment spending.

11-127.
If taxes


a.
increase, consumption increases, aggregate demand shifts right.


b.
increase, consumption decreases, aggregate demand shifts left.


c.
decrease, consumption increases, aggregate demand shifts left.


d.
decrease, consumption decreases, aggregate demand shifts right.

12-130.
The economy is in long-run equilibrium. Technological change shifts the long-run aggregate supply curve $60 billion to the right. At the same time, government purchases increase by $30 billion. If the MPC equals 0.8 and the crowding-out effect is $60 billion, we would expect that in the long-run,


a.
both real GDP and the price level would be higher.


b.
both real GDP and the price level would be lower.


c.
real GDP would be higher but the price level would be lower.


d.
real GDP would be higher but the price level would be the same.

13-142.
Supply-side economists believe that a reduction in the tax rate


a.
always decrease government tax revenue.


b.
shifts the aggregate supply curve to the right.


c.
provides no incentive for people to work more.


d.
would decrease consumption.

14-143.
Most economists believe that a cut in tax rates


a.
would increase government tax revenue.


b.
decreases significantly the hours people work.


c.
has a relatively small effect on the aggregate supply curve.


d.
All of the above are correct.

1. ANSWER: c.
the exchange-rate effect

2. ANSWER: b.
In the long run, output is determined by the amount of capital, labor, and technology; the interest rate adjusts to balance the supply and demand for loanable funds; and the price level adjusts to balance the supply and demand for money.
3. ANSWER: a.
price level increases, interest rates increase, and investment decreases.

4. ANSWER: d.
As the price level increases, the interest rate rises, so spending falls.

5. ANSWER: a.
aggregate demand right.

6. ANSWER: b.
the multiplier effect

7. ANSWER: d.
1/(1 – MPC).

8. ANSWER: b.
An increase in government expenditures increases the interest rate and so reduces investment spending.

9. ANSWER: b.
shifts right $25 billion.

10. ANSWER: c.
decreases the interest rate and so increases investment spending.

11. ANSWER: b.
increase, consumption decreases, aggregate demand shifts left.

12. ANSWER: a.
both real GDP and the price level would be higher.

13. ANSWER: b.
shifts the aggregate supply curve to the right.

14. ANSWER: c.
has a relatively small effect on the aggregate supply curve.

