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Questions

"The earlier predictions underestimated currency in circulation and treasury balances at the
Fed, both of which drained reserves from the banking system" Lower reserves means.

Arrise in planned investment spending unrelated to the interest rate causes teh equilibrium
level of aggregate output to at shifts the curve to the

As a result of the increase in government expenditures disposable income increases by.

An increase in expected inflation is likely ot cause.

In the ISLM framework an expansionary monetary policy causes aggregate output to
and the interest rate to

Money's primary role in the economy comes from the benefits of lowering transactions costs
and allowing specialization This function of money is called.

Automatic stabilizers

Net taxes are.

Which of the following causes M1 demand to decrease.

Consider the five panels of the figure on the previous page in which panel would fiscal policy
be the strongest.

As the required reserve ratio is decreased the money multiplier.

Answers Choice

. Lower interest rates

. Lower money supply
. Lower unemployment
. Higher inflation

rise ; LM ;right
. rise ; IS ; right
Fall ; LM left
. rise ;IS; right

UOWE UOwWH

. Rs.10 billion
. Rs.9 billion
. Rs.20 billion
. Rs.5 billion

oo w>»

>

. A decline in the demand for real
balances

B. an increase in the demand for real
balances.

C. No change i the demand for real
balances

D. No change in the demand for real
balances only of the income elasticity
of real money demand is zero.

A. increase ; increase
B. Increase ; decrease
C. decrease ; decrease
D. decrease ; increase

A. Store of value

B. Medium of exchange

C. Standard of deferred payment
D. Unit of account

A. Counter balance fluctuations in
economic activity.

B. Reinforce fluctuations in economic
activity

C. Do not occur when the economy
falls into recession

D. Reduces the size of the
deflationary gap

A. Government expenditures minus
government revenues.

B. Taxes paid by firms and
households to the government minus
the transfer payments made to firms
and household.

C. Taxes paid by firms and
household to the government plus
transfer payments made to firms and
hose holds.

D. Taxes paid by firms and hose hold
to the government minus the cost of
collecting the taxes.

A. Afall in the tax rate

B. An increase in income

C. Afall in the interest rate

D. An increase in the use of credit
cards

A. Panel b
B. Panel c
C. Panel a
D. Panel d

A. Could either increase or decrease
B. Remains the same as long as
banks hold no excess reserves

C. Increase

D. Decreases
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If firms paying employees monthly began paying them weakly then the demand for money
would.

In the Keynesian corss diagram, and cline in autonomous consumer expenditure causes the
aggregate demand function to shift the equilibrium level of aggregate output to fall,
and the IS curve to shift to the.

If young busness professionals in Pakistan suddenly decide that driving japan made cars is
an important status symbol net exports will tend to causing aggregate
demand to.

Credit constitutes.

There are major instrument of monetary policy.

The ratio of debt to GDP will be larger

The near term effect of an unexpected sale of bonds by the central bank is.

Fiscal policy refers to the manipulation of government income and expenditure to.

Money or paper currency serves at least functions.

According to Marshall the basis of consumer surplus is.

Factor that cause the IS curve to shift include.

A sale of bonds by the central bank should cause.

curve to the

Other things equal a decrease in autonomous consumption shifts the

If the demand for money increase relative to the supply of money

A. Rise and income would rise
B. Rise and income would fall

D. Fall and income would fall

A. up ; left
B. up ; right

D. down ; right

B. fall ; rise
C. rise ; fall
D. rise ; rise

A. Saving made available to
borrowers

B. A form of liquid asset

C. bank loans converted into
commodity money

A. Three

C. Five
D. None

A. The lower the real interest rate

C. The lower the in initial debt ratio
D. The lower the ratio of the primary
deficit to GDP

A. An increase in interest rates, a
risen investment and a rise in GDP

C. A decrease in interest rtes a rise
in investment and a rise in GDP

D. A decrease in interesr rates a
drop in investment and a drop in
GDP

A. control the volume and price of
money

B. Limit the rate of increaes in
incomes

C. Effect the value of the dollar on
world financial market.

. Four
. Five
. Seven

oow

B. Law of equal marginal utility
C. Law of proportions

D. All of the above
A

. Change in autocoups consumer
spending
B. Change in taxes
C. Change in government spending

A. Afall in the interest rate

B. An increase in the money supply

D. An increase in the commercial
banks loans to the public

A. IS ; RIGHT

C.LM; Left
D. LF ; Right

B. Interest rates will trend downward
C. Interest rates are not affected by
increases in money demand

D. Interest rates will behave
randomly
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In the Keynesian corss diagram, and cline in autonomous consumer expenditure causes the
aggregate demand function to shift down the equilibrium level of aggregate output
to and the IS curve to shift to the.

Which of the following persons would be considered unemployed.

Aggregate output and the interest rate are related to government spending and are
___related to taxes.

Time lags which often erode effectiveness of monetary and fiscal policy measures represent.

When a government prints money to finance its expenditures it is likely to cause

In the Keynesian cross diagram an increasing investment spending because companies
become more optimistic about investment profitability causes the aggregate demand function
to shift and the equilibrium level of aggregate output to.

Under a fixed exchange rate system an expansionary fiscal policy leads to a

An increase in money shifts the LM curve to the causing the interest rate to
fall and output to rise

Tax incidence is the

Monetary policy can affect output.

In the 1930s, when Keynes was alive a expansionary fiscal policy taking everything else
constant would have led to.

Fiscal policy refers to.

The quantity of money demanded varies

A. up; left
B. up ; right

D. down ; right

A. a house wife

B. A person who worked more than
20 hours in a family owned business
C. A 15 years old looking for summer
employment

A. Positively ; positively

C. negatively ; positively
D. negatively ; negatively

A. The change in export and import
price.

C. The foreign response to price
changes
D. The change in exchang erates

A. Unemployment

C. Deflation
D. Reductions in the use of barter

B. up; fall
C. down ;rise
D. down ; fall

B. Trade account deficit and a capital
account deficit

C. Trade account surplus and a
capital account surplus

D. Trade account surplus and a
capital accoundt deficit

A. demand ; right
B. demand ; left

D. supply ; left

B. Measure of the inpat the tax has
on employment and output

C. <div>Behavior of shifting the tax to
another party</div>

D. Structure of the tax

A. this statement is always true
B. This statements always false

D. This statement is true only in the

medium run and the long run

B. Arelative large increase in P, a
smaller increase in Y

C. Both Y and P increasing with an
percentage

D. Only Y increase

A. The actions of the central bank in
controlling the money supply

B. The government's altitude to
taxation

D. The governments regulation of
financial intermediaries.

B. Inversely with both prices and
output

C. Directly with prices and inversely
with outout
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in the Keynesian cross diagram, a decrease in investment spending because companies
become more pessimistic about investment profitability causes the aggregate demand
function to shift the equilibrium level of aggregate output to fall and the IS curve to
shift to the.

The use of money is more efficient than barter because the introduction of money

A major advantage of monetary over fiscal policy is that monetary policy

If the State bank of Pakistan wished to pursue a light monetary policy it would.

Which policies are expenditure changing policies.

The opportunity cost of holding currency decreases when.

A decrease in the quantity of money supplied shifts the money supply curve to the
and the LM curve to the

Which of the following part of M1

In the Keynesian cross diagram, a decline in autonomous consumer expenditure causes the
aggregate demand function to shift and the equilibrium level of aggregate output to.

Those who favor setting the target rate of inflation at about 3% believe.

What major advantage of monetary policy over fiscal policy does this clipping underline.

A checking deposit held at a commercial bank is considered of that bank.

DInverser with prices and directly
with output

A. up; left
B. up ; right

D. down ; right

A. Reduces the need for economic
specialization

B. Reduces the need to exchange
goods

C. Reduce the need for other stores
of value

B. Affects all sectors of the economy
equally

C. Authorities are quicker to see the
need for policy

D. Has a more direct and predictable
impact on spending.

A. Lower the required reserve ratio
and the statutory liquidity ratio.

B. Lower interest rates

C. Buy government securities on the
open market

A. Currency devaluation and
revaluation
B. Import quotas and tariffs

D. Wage and price controls

A. Income decreases

B. The interest rate on bonds
decrease

C. Buying newly issued government
bonds directly from the central bank

A. right ; left
B. right ; right

D. left ; right

B. Automatic transfer system
accounts

C. Negotiable orders of withdrawal
accounts

D. Demand deposits of mutual saving
banks.

A. up ; rise

B. up ; fall

C. down ; rise

B. that the cost of going to 0% is very
low

C. That moderate inflation increases
money illusion

D. Believe that moderate inflation
aggravates the time inconsistency
problem

A. Monetary policy is more effective
B. Monetary policy is Iss
discriminatory

C. Monetary policy can influence
interest rates

A. An asset
B. Net worth

D. Capital
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Which of the following events will lead to a decrease in the demand for money.

using money as a medium of exchange.

"Transactions" money is money used as a
When a nations money supply is Rs.1200 billion and the nominal Gros National product is

Rs.4800 billion the velocity of money is.

In the money market a condition of excess supply of money cna be eliminated by a
in aggregate output or a ___in the interest rate , both of which increase the
quantity of money demanded.

By financial crowding our economists mean

Fiscal policy is purposeful movements in designed to direct an economy

Per Capita income is obtained by dividing National income by

An increases in the quantity of money supplied shifts the money supply curve to the
and the LM curve to the

Increasing the government budget deficit.

Atax cut __ disposable income
the.

consumption expenditure and shifts the IS curve to

Money and income are.

An increases in the value of the Rupee makes foreign goods cheaper relative to Pakistan
goods, resulting in a in net exports and a __ shift of the IS curve

A decline in planned investment spending unrelated to the interest rate focuses the
equilibrium level of aggregate output to and shifts the _ curve to the

An autonomous decline in the value of the Pakistan Rupee makes Pakistan goods
relative to foreign goods and results in a in net exports.

A bonds becomes a riskier asset the demand for money and all else constant, the

A. An increase in the level of
aggregate output.

B. A decrease in the supply of money
C. A decrease in the interest rate

A. Requires people to math goods
wanted with goods available.

B. Reduces the range of feasible
exchanges in the economy

C. Inhibits economic transactions

A. Store of value
B. Unit of account

D. Standard of deferred payment
A.0.25

C.04
D. Rs.4 billion

A. rise ; rise

C. fall ; rise
D. fall ; fall

A. What the government borrows
cannot be used for private
investment

C. Bank of England controls on
commercial bank lending
D. Credit rationing

. Interest rate
. Legal structures
. Government regulations

Ow>

. Total labor Force in the country
. Unemployed Youth in the country

w >

. None
. right ; left

D

A

C. left ; left

D. left ; right

A. Increases output in the long run
B
D

. Decreases output in the short run

. Decreases the interest rate in the
medium run.

B. Increases ; decreases ; left
C. decreases ; increases ; left
D. decreases ; decreases ; right

A. Mirror image of each other
C. Both measured as a per annum
flow

D. Two ways of looking at the same
thing.

. rise ; leftward
. fall ; rightward
. rise ; rightward

. rise; Lm; RIGHT
. RISE ; is; right

.rise ; LM; left
. Cheaper ; decline

. dearer ; decline
. dearer ; rise

oOw>» UTOwr» UOOw

B. rises ; falls
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equilibrium interest rate

A shift in tastes toward Pakistan goods
shift to the.

net exports and causes the IS curve to

What happens to the money supply if the deficit is financed by selling bonds to the general
public.

Which school of economic thought suggested that one possible cause of inflation was a push
from the cost side.

Money is

When the value of the Rupee rises Pakistan goods become
foreign goods which ____ exports.

expensive relative to

In the Keynesian cross diagram, an expenditure causes the aggregate demand function to
shift and the equilibrium level of aggregate output to.

In the Keynesian cross diagram an increasing investment spending because companies
become more optimistic about investment profitability causes the aggregate demand function

to shift
to the

and the equilibrium level of aggregate output to rise and the IS curve to shift

" A growing number of economists view the Fed's new willingness to take on more of the
nation's debt as inflationary in the long run." This inflation worry is because.

In economics money refers to

A15% VAT is a.

A decrease iin money demand other thing equal shifts the curve to the

Which of the following causes M1 demand is decrease.

The equilibrium level of saving is.

Knowledge of the money supply can lead to good predications of nominal GDP only

An increase in money demand other thing equal shifts the curve to the___

"The impact on this monetary aggregate of extensive finance innovation -the changes in the
kinds of deposits and services offered by banks led the central bank to drop M1 as an

PR Y S S S Sy ST S Y PR

C. falls ; rises
D. falls ; falls

A. decreases ; right
B. decreases ; fall

D. increases ; fall

A. The money supply increaes
B. The money supply decreases

D. We cannot tell what will happen to
the money supply

A. New classical economists
B. Monetarists
C. Marxists

A. An indicator of the scarcity of
wants

C. A form of barter
D. Anything that the government
classifies as a trade commaodity.

A. more ; iincreases
B. less ; increases

D. more ; increases
up ; fall

down ; rise
down ; fall

oow

B. up; left

C. down ;left
D. down ; right

The government may tax less
The debt may become excessive
The government may spend more

ow>

. Income
. Wealth

w >

. Currency

. Proportional income tax
. Fixed excise duty

None of the above
IS ; right

Is ; Left
LM ; Left

Om» TOowmP O

A fall in the tax rate
An increase in income
Afall in the interest rate

owp

Rs.120
Rs.75

Rs.80
If the price level is stable

If the money supply is stable
Over very short periods of time

owm» Cowmp

. IS ; right
IS ; Left

. LM; right

. Taxrates
. The money supply

> OTOW>
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INntermeaiate 1arget Witn tne cnanges In tne way ne pupiic was nolaing payments paiances
the M1 aggregate no longer that the same reliable link to.

By controlling the monetary base economists mean

You know that all taxes are distortionary under what conditions will this knowledge lead you
to appose the imposition of every single tax in the economy.

Consider the five panels of the figure on the previous page in which of the five would
monetary policy be the weakest.

The relation between M2 and inflation is tighter than the relation between M1 and inflation
because.

Consider the five panels of the figure on the previous page in which panel would the

simultaneous imposition of restrictive monetary policy and expansionary fiscal policy cause
the largest increase in interest rates.

Short run contractionary Fiscal policy would result in.

When your grandmother keeps her savings hidden under her mattress she is using money
as.

The money multiplier is 4, and the money creating potential of the banking systemis Rs.
40,000,000. The legal reserve ratio and the excess reserves are.

A shift in tastes loward foreign goods
aggregate output demanded to.

net exports and causes the quantity of

If there is a financial panic and increased uncertainty about the return in the stock market
and bond market what is the likely effect on money demand.

The main role of the Federal Reserve is to

a contractionary monetary policy

The intersection of the IS and LM curves captures.

D. Government spending

A. Controlling the money multiplier
B. Restricting the amount of cash in
circulation

C. Not allowing commercial banks to
issue notes and coins

B. If you live in a 2nd best world
C. If the tax rates on some of the
items are prohibitively high

D. Either of the above

B. Panel d
C. Panel b
D. Panel e

A. M1 is larger than M2

C. M1 includes more liquid assets the
M2

D. None of the above answers is
correct.

A. Panel a
B. Panel b

C. Panel c

A. Aggregate demand moving to the
right

B. Aggregate supply moving to the
right

D. Aggregate supply moving to the
left

A. a standard of deferred panyment
B. A comfortable thing for sleeping
C. A medium of exchange

A. 40 percent and Rs. 4,000,000
B. 40 percent and Rs. 10,000,000
C. 25 percent and Rs. 2.500,000

A. decreases ; rise

C. increases ; rise
D. increases ; fall

A. Money demand declines first then
rises when inflation increases

C. The overall effect its ambiguous
D. Money demand declines

A. Administer the government on the
state of the economy

C. Establish the value of the dollar
and official interest rates

D. Provide advice to the government
on the state of the economy.

A. Reduces interest rtes

C. shifts the LM curve to the right
D. All of the above

A. The equilibrium of the demand
and supply sides of the economy

B. the equivalence of monetary and
fiscal policy

D. All of the above

B. Recoanition laa
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1 he contractionary effect on private investment spending due to financing requirements ot
government deficit pushing up interest rates is known by this term.

Which of the followig does not shift the IS curve .

"Rising productivity does not in itself spell the end of inflation. With enough it would

still be possible to whip prices into a froth the blank is best filled with.

If the nominal money supply doubles while real money demand is unchanged what happens
to the price level.

If the Bank of Pakistan wished to pursue an expansionary monetary policy it would.

"Although he didn't say so, this may ultimately compet the central bank to resort increasingly
to managing the money supply by managing banks excess cash reserves the stuff from
which the banks create loans". How would the central bank manages these excess reserves.

In the case of an expansionary ____ policy the interest rate rise while in the case of an
expansionary policy the interest rate falls.

The idea that the money supply should change to accommodate changes in aggregate
demand is associated with the ideas of.

An increase in autonomous consumer expenditure causes the equilibrium levelof aggregate
output to at any given interest rate and shifts the curve to the

An increase in autonomous consumer expenditure causes the equilibrium levelof aggregate
output to at any given interest rate and shifts the curve to the

"Some economists criticized the central bank for not moving in the face of the waning
recovery One who prefers anonymity stated the failure to move today leaves us with low
inflation a weak economy and climbing jobless claims these are classic signs of an impending
downturn The fed fiddles while the economy burns This economist would want to see.

What happens to the money supply if the deficit is financed by selling bonds to the central
bank.

A decrease in fully autonomous investment other things equal shifts the curve to the

An increase in government spending causes the equilibrium level of aggregate output
to at any given interest rate and shifts the curve to the

A decrease in the quantity of money supplied shifts the money supply curve to the
and the equilibrium interest rate

An autonomous rise in the value of the Rupee makes Pakistan goods expensive
relative to foresight goods which net exports
A decline in the money_ shifts the LM curve to the causing the interest rate

C. Public sector borrowing
requirement

D. Fiscal drag

A. An increases in autonomous
consumption

B. An increase in government
spending.

C. A decline in government spending

A. Income growth
B. Unemployment

D. Taxes

A. The price level increases by a
factor of four

C. The price level is unchanged
D. The price level falls by one half.

A. Increase the minimum reserve
asset ratio

B. Sell government securities on the
open market

O

. Raise interest rates.

A. By buying bonds
B. By selling bonds
C. By changing reserve requirements

. monetary ; monetary
. monetary ; fiscal
. fiscal ; fiscal

. Ronald reagan

A
B
D
A. Milton Friedman
?). Margaret Thatcher

. rise ; LM ;right

. fall ; LM, Left
.rise ; IS ; Left

. fall ; LM, Left
.rise ; IS ; Left

. A higher interests rate
. A higher reserve requirement
C. a decrease in the money supply

A
C
D
A. rise ; LM ;right
C
D
A
B

B. The money supply decreases

C. The money supply is unaffected
D. We cannot tell what will happen to
the money supply

A. IS ; right

LM ; Left
LM ; right

. rise ; LM ; right
. rise ; LM ;Left
.fall; IS ; Left

omw®» TO

. right ; fall
. right ; rises
. left ; falls

Ow>

. Less ; decreases
. Less ; increases

. Demand ; right

A

B

D. more ; increases
A

B. demand ; Ieft
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to rise and output to fall.

Keynes suggested that income households consume a proportion of their
income than income households.

In the ISLM frame work an expansionary fiscal policy causes aggregate output to
and the interest rate to.

An increase in the money supply shifts the LM curve to the right causing the interest rate to
and output to.

A bank has excess liquidity reserves to lend but is unable to find a willing borrower these
will the size of the money multiplier.

Which of the following would qualify as an aggregate demand shocks.

"Money deposited for a term is not left in bank vaults but is loaned out by the banks This
means that is dollar on deposit can flow back into the banking system one or more times and
that dollar can expand the money supply What cnterminlogy do economists use to refer to
the proses described in this clip.

A decline in the value of the rupee makes Pakistan goods cheaper relative to foreign goods,
resulting in a in net exports and a shifts of the IS curve.

Which of the following would qualify as an aggregate supply shock.

Why would corporations want to achieve zero balances in their checking accounts.

A reduction in government spending causes the equilibrium level of aggregate output to
at any given interest rate and shifts the curve to the.

During periods of negative demand shocks deficit target reductions such as those mandated
in the Gramm Rudman Hollings Act would tend to.

A monetary action consistent with the central bank selling bonds in the open market would
be.

A shift in tastes toward foreign goods
the

net exports and causes the IS curve to shift to

Weighted monetary aggregates

C. supply ; right

A. Low ; smaller ; high

. low ; smaller ; middle
High ; larger ; low

oo

. increases ; decrease
. decreases ; decreases
. decreases ; increses

. rise ; rise

. rise ; fall

oow » OOW®

. fall ; fall

B. Increase
C. Have no effect on
D. Double

A. An unexpected increase in oil
prices

B. A seasonally expected increase in
oil prices

D. an anticipated tax cut
A. The multiplier

C. Required reserve ratio
D. Open market operations

A. fall ; leftward
B. rise ; leftward
C. fall ; rightward

B. Seasonally expected increase in
oil prices

C. An unexpected reduction in
consumer confidence

D. an anticipated tax cut

B. To avoid paying taxes
C. to keep a low profile
D. To circumvent banking regulations

A. fall ;LM; right

C. fall ;LM; Left
D. rise ;LM; Rifht

A. Stimulate the economy and
increase empolyment.

C. Stimulator defiance spending
D. Have an automatic stabilizing
impact upon the economy

B. A reduction in the discount rate of
interest

C. An increase in government
spending.

D. a reduction in excise taxes

A. decreases ; right

C. increase ; right
D. increases ; left

A. Ignore the fact that some assets
are more money like than others.

B. Are constructed by simply adding
up the outstanding amounts of
various types of asssets

D. Value coins more than currency.

A. Expectations of a constant price
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To move from point E to point E1 is consistent with.

The market price of bonds can fluctuate depending on

An example of nondiscretionary fiscal policy would be.

An example of discretionary fiscal policy would be.

In the Keynesian cross diagram an increasing investment spending because companies
become more optimistic about investment profitability causes the aggregate demand function
to shift and the equilibrium level of aggregate output to rise and the IS curve to shift
to the

If the central Bank wished to Tighten money is would.

The largest source of tax revenue for the federal government is.

A decrease in autonomous consumer expenditure causes the equilibrium level of aggregate
output to at any given interest rate and shifts the curve to the

Over time the wealth of society increases and payments technologies get more efficient
What is the effect on money demand of these two changes.

The parable of Riding a Switchback suggests that stabilizing policy.

According to the Laffer curve as tax rates increase tax revenues.

An expansionary monetary policy

If the Central Bank wanted to decrease the quantity of money held by the public it would.

The central bank and the government are working against each other if as the government
cuts taxes the central bank

level
B. Adaptive expectations that have
no adjustment for the period
immediately following a change in the
actual price

C. Rational expectations and NCM

A. How many bonds were sold
B. Who bought the bonds
C. The amount of the coupon

B. A Federal jobs program adopted
to stimulate consumption

C. A tax cut adopted to stimulate
consumption

D. An interest rate cut implemented
to stimulate consumption

A. The operation of the welfare sate
B. The operation of the processive
federal income tax

D. An interest rate out in plummeted
to stimulate consumption

.up ; left
. down ;left
. down ; right

. Lower the legal reserve ratio

B
C
D
A. Lower the discount rate
C
D. Lower the tax rate

The social security tax
The property tax
The sales tax

rise ; LM ;right
rise ; IS ; right
C. Fall ; LM; left

wW> DOW

A. Money demand rises
proportionately to the rise in wealth.
B. Money demand rises, but less
than proportionately to the rise in
wealth.

D. Money demand declines

A. Is not sufficiently stimulating or
contra citing the economy at any time
B. Is desirable

C. Is effective

A. Decrease continuously.

B. Initially decrease and then
increase

C. Rise continuously

A. Reduces interest rates
B. Increases real output
C. Shifts the LM curve to the right

B. Buy government securities
C. Lower the legal reserve
requirement

D. Raise taxes

B. Lowers the discount rate
C. Increase the money supply
D. Decrease the legal reserve
requirements

A. Increase ; increase
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In the ISLM frame work a contractionary fiscal policy causes aggregate output to
and the interest rate to

If the central bank prints more 10 billion and spends them then as a direct result of this
action.

Believers in the monetarist rule assert that

The quantity of money demanded increases with income Thus if income increases the
opportunity cost of holding money demand and re establish equilibrium in the money market
This relation is captured by.

In the Keynesian cross diagram an increasing investment spending because companies
become more optimistic about investment profitability causes the aggregate demand function
to shift and the equilibrium level of aggregate output to rise and the IS curve to shift
to the

In the Keynesian corss diagra, an increase in autonomous consumer expenditure causes the
aggregate demand function to shift up the equilibrium level of aggregate output to
and the IS curve to shift to the

Suppose a new law imposes a tax on all trades of bonds and stock What is the likely effect
on money demand.

The purpose of financial intermediaries is.

If Federal reserve conducts open market sales, the money supply ___ shifting the LM curve
to the

An increase in the quantity of money supplied shifts the money supply curve to the
and the equilibrium interest rate

The function of money do not include.

The rate of which central bank lends to commercial banks is known as

The purpose of fiscal policy is to

The quantity of money demanded varies.

According to the supply side model a reduction in the tax rate.

B. Increase ; decrease

D. decrease ;Increase

B. Neighed M1 nor M2 increase
C. M1 increase but M2 does not
D. M2 increased but M1 does not.

A. Lags are long and variable

B. the economy cna be stabilized by
automatic mechanisms

C. The central bank should keep the
money supply growth constant

B. A downward sloping L curve

C. A downward sloping IS curve

D. The circular flow of money in the
economy.

B. up ; left
C. down ;left
D. down ; right

A. rise ; left

C. fall ; left
D. fall ; right

A. Money demand declines first then
rises when inflation increases

C. The overall effect is ambiguous
D. Money demand declines

A. To allow more saving than
investment

B. To discourage consumption
spending

C. To collect income taxes for the
government

A. decreases ; right
B. decreases ; left

D. Increase ; left

B. right ; rises
C. left ; falls
D. left ; rises

B. A unit of account
C. A medium of exchange
D. A store of value

A. reserve rate

C. Open market operation
D. None

B. Change people's attitudes toward
governemnt

C. Educate people as to the
importance of economics

D. Offer insight into the way thing
work

B. Inversely with both prices and

output

C. Directly with prices and inversely
with output

D. Inversely with prices and directly
with output

B. Would have no effect on output
C. Would have no effect on

AAanciimntinn
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A monetary expansion is characterized by

In the Keynesian cross diagram a decrease in investment spending because companies
become more pessimistic about investment profitability causes the aggregate demand
function to shift and the equilibrium level of aggregate output to

A decrease iin money demand other thing equal shifts the curve to the

How do the banks gain from this corporate behavior.

The main source of interest profits for banks is.

During the early years of the Great depression there was a significant decrees n the the
money supply that causes. the to shift

If the Bank of Pakistan wished to pursue a tight monetary policy is would.

Intermediate goods are meant for

The automatic stabilization function of fiscial policy ensures that government expenditures
and government revenues ___ during recessions.

Which of the following measures is the best measure of money as a medium of exchange.

Employment tends to whwn aggregate output.

One of money's primary roles in the economy comes from the use of money to transfer
purchasing power to the future This role of money is called.

What is the significance of underestimating transactions money.

An increase in oil prices, such as the oil shocks in the 70 s, lead to
causing

there by

In the Keynesian cross diagram a decline in autonomous consumer expenditure causes the

aggregate demand function to shift down The equilibrium level of aggregate output to

LuULIDUITIPUUILL

D. None of the above

A. Rising output and interest rates

C. Constant output and falling
interest rates
D. Falling output and interest rates

A. up ; rise
B. up ; fall
C. down ;rise

A. IS ; right

B. Is ; Left

C.LM; Left

B. Tax free profits can be made

C. Interest rates can be increased

D. By circumvent banking regulations
A. Checking account fees

C. Government securities

D. Savigng accounts

LM ; rightward
IS ; Leftward
. IS ; rightwards

oOw

B. Reduce the minimum reserve
asset ratio

C. Buy government securities on the
open market.

D. Lower interest rates

A. Direct use by the consumers

C. The term do not exist
D. None

A. decrease ; decrease
B. decrease ; increase
D. increase ; increase
B. M2

C. M3

D. None of the above
A. rise, falls

C. falls; rises

D.

Not change ; falls

Unit of account
Medium of exchange
Standard of deferred payment

oow

B. Monetary policy will be putting a
drag on the economy

C. there is a need for money that the
central bank should be meating.

D. The economy has too much
money and there frore not enough
spending.

A. A movement along the AS curve
cost push inflation

B. A leftward shift int he AS curve
demand pull inflation.

C. Aright ward shift in the AS Curve
cost push inflation

A. rise,; left
B. rise ;right
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and the IS curve to shift to the

A taxincrease disposable income consumption expenditure and shifts the
IS curve to the.

Increases in government spending increase interest rates and aggregate output in the ISLM
framework this is a shift of the curve.

The quantity theory of money allows monetarists to obtain a number of economics
predictions by assuming a constant.

In the Keynesian cross diagram, an increase in autonomous consumer function to shift
the equilibrium level of aggregate output to rise and the IS curve to shift to the.

In the money market a condition of excess demand for money can be eliminated by a
in aggregate output or a in the interest rate both of which reduce the
quantity of money demanded.

A decrease in autonomous consumer expenditure causes the equilibrium level of aggregate

output to at any given interest rate and shifts the ____ curve to the
At any given level of the interest rate expectations are likely to be optimistic
and planned investment is likely to be when is growing rapidly than when

it is growing slowly or falling.

A major advantage of monetary over fiscal policy is that monetary policty.

The lag for fiscal policy is generally than it is for monetary policy.

Disposable income is obtained by subtracting taxes from personal income

The IS curve shifts to the left when

The budget deficit tends to decrease when

The limit of an economy's total productive capacity at any given time is set by

If the money supply change was correctly and fully anticipated for a change of M to Ml new
classical macroeconomics under the assumption of rational expectations would predict a
movement from.

The increase in base money divided by the corresponding induced increasing commercial
bank deposits is the.

. fall ; right

. Increase; increases ; right
. Increase ; decreases ; left
. decreases ; increases ; left

Ow>» O

. Left ward ; LM
. Right ; LM
Left ward ; IS

ow>

. Nominal output
. Overall price level
. Stock of money

. up ; left

. down ; left
. down ; right

. rise; fall
. fall ; fall
. rise ; LM ;right

. Fall ; LM; left
. rise ;IS; Left

B

C

D

A

C

D

A. rise ; rise
B

D

A

C

D

A. Less ; higher ; output.

B. more ; higher ; output

D. more ; lower ; unplanned
investment

B. Affects all sectors of the economy
equally

C. Authorities are quicker to see the
need for policy

D. Has a more direct and predictable
impact on spending.

A. Recognition ; shorter

B. Recognition ; longer
C. Implementation ; shorter

A. Indirect taxes

. Subsidies
. None

[oX@)

. Government spending increase
. The money supply increases

Ow

D. All of the above occur

. GDP decreases rapidly
. GDP remains unchanged
. GDP decreases slightly

oow

A. The amount of money in
circulation

B. Business demand for goods and
services

C. The level of government spending
and taxation

. Pont Eo to point E1

. Pont Eo to point E3
. Pont E3 to point E2

A

C

D

A. Bank's line of credit
C. Current ratio

D. Money multipiler

A

. The level of aggregate demand

fAar AnAanAdA AnA AAmiAAA~
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According to classical models, the level of employment is determined primarily by

In the Keynesian corss diagram, and cline in autonomous consumer expenditure causes the
aggregate demand function to shift down the equilibrium level of aggregate output
to and the IS curve to shift to the.

Factors that cause the IS curve to shift include.

Total utility of a commodity is measured by which price of that commodity.

When considering any kind of economics indicator, prices are important because.

The economic logic behind granting central bank's independence from governmental the
conduct of monetary policy is.

An item designed as money that is intrinsically worthless could the.

Suppose velocity is constant and the real income elasticity of the demand for money is less
than one then estimating inflation as money growth rate minus real growth rate.

During the early years of the Great depression there was a significant decrees n the the
money supply that causes. the to shift

The real money demand doubles while the nominal money supply is unchanged what
happens to the price level.

A state of government bonds by the central bank should cause

Identify the three motives of money demand.

An autonomous rise in
output of the interest shifts the

note causes by a change in the price level aggregate
curve to the

Why do people keep currency in their pockets when bank deposits pay interest.

U1 JUUUDS dllu delviLted
B. Prices and wages

D. Government spending

A. up; left
B. up ; right

D. down ; right

A. Changes in autonomous
consumer spending

B. Changes in government spending
C. Changes in investment spending
related to business confidence

B. Value in exchange
C. Both of above
D. None of above

B. They are established by the
government to control population 's
needs

C. They categorize goods and
services by their weight

D. Historically they have proved to
the good predictors of futures
unemployment.

A. To eliminate seignior age
B. To allow open market operations

D. None of the above

B. A silver coin
C. A barter item
D. Any tradeable commodity

A. Overestimates inflation

C. Is an erratic estimate of inflation
D. Remain an accurate estimate of
inflation.

A. LM ; rightward
B. IS ; rightwards

D. IS ; Leftward

A. The price level increase by a
factor of four

B. The price level doubles

C. The price level is unchanged

A. Bond prices to rise

B. an increase in the supply of
money

C. An increase in chartered banks
loans

A. Accumulative
B. Speculative precautionary

D. Precautionary special trisection

A. Net exports LM right
B. Net exports LM left
C. Money demand IS right

A. Because banks might steal your
money

C. Because bank deposits lose value
due to inflation

D. Because bank deposits lose value
due to exchange in interest rates.

A. Raises ; LM; Right

R | nwers- IS - left
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A decline in taxes __ consumer expenditure and shifts the _ curve shifts to the.

"The problem with monetarism is that its advocates have seen it as infallible over short
periods of time and wish it to be rigid in its application over all periods of time "The
advocates of monetarism wish it to the rigid in its application over all periods of time to.

When there is no change in central banking holding of international reserve balances a
country's

An autonomous increase in the value of the domestic exchange rate.

If the Federal reserve conducts open market
the LM curve to the right.

the money supply shifting

An increase in autonomous consumer expenditure causes the equilibrium levelof aggregate
output to at any given interest rate and shifts the curve to the

How much of the Rs. 5 billion dollar increase in the government expenditures will be financed
by bond sales.

A decrease iin money demand other thing equal shifts the curve to the

Despite an expansionary monetary policy an economy experiences a recession the
recession could occur in spite of the right ward shift of the LM curve if

Following the work of in the 1960s, and the controversy associated with
these views in the 1970s, there was a revival of interest by economists and government in
monetary policy.

What's the most common way for a central bank to reduce the money supply.

Which of the following is not an important variable in growth accounting calculations.

You move some of your savings account balance into your checking account.

The Central Bank controls money and credit with the exception of.

The negative effect on the economy that occurs when average tax rates increases because
taxpayers have moved into higher income brackets during an expansion is.

A decrease iin money demand other thing equal shifts the curve to the

[ TRV ORI

D. Lower ; LM; left
A. Weaken fiscal policy

C. Strengthen the impact of
monetary policy

D. Ensure the independence of the
central bank

A. Trae balance always equals 0
B. Current account balance always
equals 0

C. Capital account balance always
equals 0

A. Increases output net exports and
the interest rate.

C. Decreases output and net exports
and increases the interest rate.

D. Increase output and decreases
net exports and the interest rate.

Purchases ; decreases
sales ; increases

sales ; decreases
rise ; LM ;right

fall ; LM, Left
rise ; IS ; Left

Rs.3.5 billion
Rs.1.5 billion

Rs.2.8 billion
IS ; right

Is ; Left
LM ; Left

ow» CDOmP CUOUP TOmP

The IS curve shifts right ward
The money supply increase
Taxes are cut

oow

Ronald Reagan
Margaret Thatcher
John Maynard Keynes

Collect higher taxes

Buy bounds from the government
Buy bonds from the public

Productivity growth

Labor growth
Capital growth

M2 falls and M1 rises
M1 falls and M2 rises
M1 and M2 are unchanged

OW> DOU> DOU> UOW

A. Controlling the money base
through open market operations

B. Controlling reserve requirements
C. Setting the discount rate of
interest

B. The Laffer curve
C. Bracket creep
D. Debt burden

A. IS ; right
B. Is ; Left
C.LM; Left
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A business cycle refers to.

In the ISLM framework the decreasing investment spending believed by Keynes to be the
cause of the Great Depression would be illustrated by a shift of the curve to the.

The money multiple tells us teh ultimate increase in.

The government performs its redistribution function mainly through.

"A monetary rule need not mean a single baid number If the central bank fears velocity shifts
rules could be adopted for adjusting the target in the face of a trends change in velocity "I
velocity were trending upward the target money growth rate would be adjusted.

Monetary policy is concerned with influencing.

Under system fixed exchange rates which of the following policies promotes internal balance
for a nation.

If a perfectly competitive industry is in long run equilibrium all firms will

The IMF is an agency charged with providing.

During period of inflation

A shift in tastes toward Pakistan goods
aggregate output demanded to

net exports and causes the quantity of

A Political problem with discretionary fiscal policy is the.

An increase in spending those results from expansionary
rate to.

policy cause the interest

A. Fluctuations in the general price
level

B. changes in the long term growth
pattern of the CPI

D. Fluctuations in the level of
corporate.

A. IS ;right

C.LM; Left
D. LM; Right

A. The income level due to an
increase in the money base

C. The money supply due to an
increase in the income level

D. The income level due to an
increase in the money supply

A. Trade practice legislation against
anticipative behavior
B. The provision of public goods

D. Tariffs on imports
A. Upward

C. To be zero
D. To match inflation

A. The general level of money wages
B. The level of government
expenditure

D. The level of shares on the stock
market

B. Monetary policy

C. Both fiscal policy and monetary
policy

D. Neither fiscal policy nor monetary
policy

B. Have identical supply curves

C. Operate at the point where
marginal cost just covers all variable
costs

D. Have equal fixed costs

A. Technical assistance to stock
market and financial market
problems.

B. Loans for post World War I
reconstruction

D. Bonds denominated in U.S. dollars
as a loan to LDCs

A. Those people who have fixed
incomes benefit

B. Every one's real income falls

C. those people who enter long term
wage agreements benefit

A. decreases ; rise
B. decreases ; fall

D. Increase ; fall

A. Contractionary bias
B. Big state bias

D. Over reaction bias
B. fiscal ; fall

C. incomes ; rise
D. income ; fall
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in The Liquidity trap region

When the reserve requirement on checking deposits is 0.10 and the Federal Reserve
purchases government securities values at Rs. 100,000, the Ml money supply.

"Far better for central bankers to get out of the fine tuning business instead they should d try
to keep.

A good that is used as a medium of exchange as well as being a consumption good is called.

As the interest sensitivity of money demand increases

When the central Bank
interest rates

the money supply the LM curve shifts to the
and equilibrium aggregate output.

A decrease in the legal reserve ratio from 25% to 20% wil

The implementation lag for monetary policy is generally

The investment demand curve shows the relationship between the levels of.

There are methods of measuring GDP

An increase in the rate of inflation which is not accompanied by any change in the volume of
consumer goods sold will automatically increase the.

Commercial banks

How much of the Rs.5 billion dollar increase in government expenditures will be recouped in
taxes.

in the Keynesian cross diagram, a decrease in investment spending because companies
become more pessimistic about investment profitability causes the aggregate demand
function to shift the equilibrium level of aggregate output to I and the IS curve
Curve to shift to the.

Actual equilibrium is Rs. 1,500 billion and full employment is Rs. 2,500 MPC = 0.75 taxes are
zero , and prices are adjustable To eliminate the observed deflationary gap , the government
should.

A. Fiscal policy is not effective

C. Monetary policy is completely
effective

D. Fiscal policy and monetary policy
are equally effective

A. Is unchaged
B. Increase by Rs.100,000

D. None of these

A. Taxes low
B. Budgets balanced

D. Government spending in check
A. A barter money

C. Alegal tender
D. A debased money

A. The multiplier term increases

B. Fiscal policy has a greater effect
on output

C. Monetary policy has a smaller
effect on output

B. increases ; left ; rise ; decrease
C. decreases ; left ;rise ; increases
D. decreases ; left ; fall ; increases

A. Result in light money
B. Be contractionary

D. Decrease excess reserves and
the potential money multiplier

A. Much longer than it is for fiscal
policy

B. Unrelated to central bank action
C. The same as it is for fiscal policy

. Investment and consumption
. Consumption and Interest rate

w >

D. None

Four
. Five
. None

ooOw

. Level of company profits
. Level of unemployment
. Average level of wages

oow

B. Are owned by the Federal
Reserve

C. Are non profit banking institutions
D. Are overseen by the Federal
savings and loan insurance
corporation.

. Rs.1 billion
. Rs.2 billion

. Rs.0.5 billion

. rise ; left
. rise ; right

. fall ; right
. Increase G by Rs.1,000

. Increase G by less than Rs.100
. Decrease G by more than Rs.250

i lann than DA 10NN

TOOw>» OOOwr»r OOwp



244

245

246

247

248

249

250

251

252

253

254

255

256

257

Large difference is inflation rates among countries are almost always the result of large
difference in.

an asset that can easily be exchanged for goods and services is called a.

Given fixed exchange rates assume Pakistan initiates contractionary monetary ad fiscal
policies to combat inflation. these policies will also.

A decline in the money supply shifts the LM curve to the left causing the interest rate to
and outputto____

In an economy experience high interest rates and high unemployment The ISLM frame work
predicts that policy has been too.

Suppose you are a monetarist and believe in the the monetarist rule which the monetary
authorities appear to be following if the economy beings to experience a slight increase in
the inflation rte you would recommend that the monetary autorities.

If the Federal reserve conducts open market __ the money supply ___ shifting LM curve to
the left.

curve to the

An increase in the money supply other thighs equal shifts the

The opportunity cost of holding currency decrease when

The equilibrium level of income is.

Equilibrium in the money markets can be expressed by the equation i = 9k/h) Y -M/h. The
slope of LM decrease when

What technical terminology do economists use to refer to how much the money will multiply
as this process unfolds.

A decrease in fully autonomous investment other things equal shifts the curve to the

A change in the money supply has a greater effect upon equilibrium income.

DUL IEDD Uidll WD, VUV

A. Productivity

B. Real income growth

C. The growth rates of real money
demand

A. Financial asset
B. Barter like asset
C. lllegitimate asset

A. Reduce a balance of payments
surplus

C. Increases both imports and
exports
D. Decrease both imports and

exports

A. rise ; rise

C. fall ; rise
D. fall ; fall

A. fiscal ; expansionary
B. fiscal ; contractionary
C. monetary ; expansionary

A. Increase the money growth rate
slightly

B. Decrease the money growth rate
slightly

D. Enact a one time slight decrease
in the money supply

>

. Purchases ; decreases

. purchases ; increases
. sales ; increases

.Is ; left

C
D
A. IS ; right
B
C.LM; Left

>

. Income decreases

C. The interest rate on money
decrease wealth decrease
D. Wealth decreases

. Rs. 360
. Rs.600

. Rs.500

. k increases and h increase
. k increases and h decrease

. k decrease and h decrease

. Required reserve ratio
. Open market operations

. IS ; right

. LM ; Left

A

B

D

A

B

D

A. The multiplier
C

D

A

C

D. LM; right

B. The less interest sensitive private
sector spending is.

C. The smaller the expenditure
multiplier is

D. The more interest sensitive money
holdings are to the rate of interest.

A. Trade surplus
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The situation in which the imports are greater than exports is termed as.

An autonomous increase in money demand.

As the interest sensitivity of investment spending increase.

The board pumps money out of the economy by

The aggregate demand curve is downward sloping because a higher price level.

A decrease iin money demand other thing equal shifts the curve to the

If the original money supply is MSo and the original demand for money is MDo then

C. Budget surplus
D. None

A. Shift the IS curve to the right
B. Shifts the IS curve to the left
C. Shift the LM curve to the right

B. Fiscal policy has a larger effect on

output
C. The multiplier increases
D. All of the above

A. Buying bonds

C. Creating cash
D. Lowering the reserve
requirements.

A. Makes people wealthier and so
they spend more

B. Causes higher wages and so
people spend more

C. Cuts the real value of income and
so people spend less

A. IS ; right
B. Is ; Left
C.LM; Left

A. The equilibrium interest rate and
savings are 5% and 50

B. The money supply is 200 and
equilibrium income is 500

D. The speculative demand is 25



