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MBA 820 Final Exam
10:30 AM

SPRING 2006
DIRECTIONS: ANSWER THE QUESTIONS CORRECTLY
Part I: Multiple-Choice:
1) Increases in the nominal GDP reflect 
a. Higher Prices

b. Higher Output

c. Higher Prices and Output

d. No effect on either Price or Output
2) Why has the Japanese economy since mid-1990s until recently been sluggish even though it was implementing a Zero Interest Rate Policy?
a. Deflationary expectations
b. Inflationary expectations
c. Trade deficit
d. High oil price.
e. None of the above.
f. All of the above
3) Demand influences production according to (choose the answer/answers that do apply):

a. Classical Economics

b. Keynesian Economics

c. Monetarists

d. New Classical Economics

e. New Keynesian Economics
4) If the unemployment rate is 5%,the number of unemployed is 60 million, and the population between 16 and 65 years of age that is not retired or institutionalized is 2000 million, then the number of employed is:

a. 1200 million

b. 1140 million

c. 120 million

d. 1940 million
5) In real terms, the biggest oil price spike in history occurred in:

a. 1860

b. 1973

c. 1979

d. 1991

e. 2005
6) The FOMC has how many voting members

a. 19

b. 12

c. 7

d. none of the above
7) The Federal Reserve believes that the money supply has been increasing too rapidly and wants to reduce the overall money supply.  Too accomplish this the Fed should:

a. sell securities in the open market and reduce the reserve requirement

b. buy securities in the open market and reduce the reserve requirement

c. sell securities in the open market and increase the reserve requirement
d. buy securities in the open market and increase the reserve requirement.
8) In theory, the Federal can stimulate investment through Open Market Operations.  Which of the following reduces the impact of Open Market Operations on the actual quantity of investment?

a. Excess levels of inventory

b. Time required to implement new investment plans

c. High levels of inflation

d. Changes in interest tax deductions

9) The quantity of real GDP supplied at full employment is called
a. hypothetical GDP
b. short-run equilibrium GDP
c. potential GDP
d. all of the above
e. none of the above.
10) Money is an officially accepted means of
a. Exchanging goods
b. Settling debts
c. Purchasing gold
d. Storing value
e. All of the above
f. None of the above

Part I: Multiple-Choice:

1) For an economy operating at full employment, the major long term impact of increasing the money supply will be:
a. lower interest rates

b. higher output

c. higher prices

d. lower employment

2) The "most likely" or "typical" bond yield curve (plotting interest rates or bond yields vs. their time to maturity) is generally.....
a. Flat, no slope

b. Positive, upward sloping

c. Varies, up and down

d. Negative, downward sloping
3) Given what you know about balance of payments, if Country A has a Current account balance of +$100 with the rest of the world and a Private Capital account balance of -$65, what MUST be Country A's Official Capital account balance?
a. +$65

b. -$35

c. +$35

d. -$65

4) Which of the following is a statement of Okun's Law regarding recessions?
a. Real GDP decreases while unemployment decreases

b. Real GDP decreases while unemployment increases

c. Real GDP decreases while inflation decreases

d. Real GDP decreases while inflation increases
5) If the Fed lowers short term rates, this will:
a. Increase money supply, raise inflation and raises bond interest rates
b. Decreases money supply, lowers inflation and raises bond interest rates
c. Increases money supply, lowers inflation and lowers bond interest rates
d. Decreases money supply, increases inflation and lowers bond interest rates
6) The primary reason the required reserve ratio is in place to:

a. prevent people from running on the bank

b. ensure that banks have adequate money on hand to meet day-to-day transactions

c. control the growth of the money supply.

d. none of the above.

e. all of the above.
7) If the number of unemployed is 40 million and the number of employed is 400 million, then:

a. The unemployment rate is 9% and the working age population is 440 million

b. The unemployment rate is 10% and the working age population is 440 million.

c. We can not find the unemployment rate or the working age population.

d. None of the above.

8) People in the United States accept the dollar as a medium of exchange because the dollar is 

a. Backed by gold

b. Issued by the US government

c. Purchases oil

d. All of the above

e. None of the above.

9) Some countries suffer from “original sin” because of: 

a. irresponsible macroeconomic policies

b. incompetent governments

c. small relative size in the global economy

d. Adam and Eve’s decision to eat the apple from the tree of knowledge

10) When people refer to “the price of oil,” they are commonly referring to the price of:

a. Saudi light sweet crude

b. NYMEX oil futures contracts

c. West Texas Intermediate

d. Black Gold

e. Texas Tea

f. None of the above

 Part III: False and Why [2 points each] – provide a one sentence response
1) The United States’s trade deficit is the direct consequence of the United State’s inability to export goods and services.

2) The following table shows the number of units of each good (Automobile designs and shoes) that can be produced in an hour. Given this information the United States should concentrate on producing and exporting both goods

 

	Country
	Automobile designs
	Shoes

	  
	Produced Units
	Produced Units

	China
	5
	10

	US
	30
	40


3) An inverted yield curve causes a recession
Part III: False and Why [2 points each] – provide a one sentence response
1) The following table shows the number of units of each good (Automobile designs and shoes) that can be produced in an hour. Given this information the United States should concentrate on producing and exporting both goods

 

	Country
	Automobile designs
	Shoes

	  
	Produced Units
	Produced Units

	China
	5
	10

	US
	30
	40


2) The world is running out of oil

3) US manufacturing employment is at a record low level.

Part IV: Equation Short-Answer Essays.  Show your work.
1) Why do some believe that the government must spend money when firms and households will not?
2) Why is it that when the Federal Funds Rate is 4%, GDP growth rate is 3.5% and inflation is 2.5%, we should expect the Federal Reserve to enact a large decrease in the federal funds rate?

3) What explains the following chart:
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Part IV: Equation Short-Answer Essays.  Show your work.
1) The International Monetary Fund will often require developing country with a large current account deficits to eliminate government budget deficits.  Why?
2) Why is it possible to argue that consumer spending has no impact on the economy
3) What explains the following chart:

[image: image2.emf]Quarterly Real GDP Growth v. Growth in Federal Government Expenditures, 1947 - 2006
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