
PPSC Economics Topic 3 Macro Economics

Sr Questions Answers Choice

1 The practice of using fiscal and monetary policy to stabilize the economy is known as.
A. Fine turning of deamand
B. Monetarism
C. Laissez faire economics
D. Supply side economics

2 The equation for the LM curve is.
A. Y = 100 -50 i
B. Y = 50 + 50 i
C. Y = 50 - 80 i
D. Y = 80 + 50 i

3 In the long run a reduction in labor supply would cause output to _______ and the
aggregate price level to.

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

4 The normal interest rate minus the inflation rate is the
A. Depreciation rate
B. Discount rate
C. Real interest rate
D. Forward rate

5 Capital goods are

A. A type of intermediate good
B. Final goods, because they are not
used up during a given year
C. Produced in the same year as the
related final good whereas
intermediate goods are produced in
different years.
D. Produced in one year whereas
final goods are produced over a
period of more than one year

6 The yield curve shows

A. The yields on stocks of different
maturities
B. The interest rates on bonds of
different maturities.
C. The yields on stocks with differing
default risk
D. The yields on bonds with differing
default risk

7 When the supply of money increases.

A. The LM curve will shift in
B. The LM curve will shit out
C. The demand for money will
decrease
D. The demand for money will
increase

8 According to Okun's law an increase in the unemployment rate will cause_______ in the
level of empolyment and __ in the level of output.

A. An increase ; an increase
B. An increase; a decrease
C. A decrease ; an increase
D. a decrease ; a decrease

9 Which of the following represents monetary policy geared to increases the supply of money.

A. The purchase of bonds by the
Federal Reserve Bank
B. The sale of bonds by the Central
Bank
C. An increase in reserve
requirement
D. A decrease in taxes

10 When the Central Bank initiates actions which will lead to an increase in the supply of money
IS -LM models tell us to expect that.

A. The interest rate will rise
B. The interest rate will decline
C. The price level will not change
D. Investment will decline

11 Real business cycle theorists think that most business cycle fluctuations are caused by
shocks to.

A. The production function
B. The size of the labor force
C. The real quantity of government
purchases
D. The spending and saving
decisions of consumers

12 When an increase in government spending is matched by an equal decrease in government
transfers the income level will.

A. Stay the same
B. Increase
C. Decrease
D. None of these



D. None of these

13 Where there is an equal increase in net tax revenue and government spending, ceteris
paribus.

A. (C+I+G) is shifting upward
B. (C+I+G) is shifting downward
C. (C+I+G) does not shift
D. All of these

14 Which market adjusts the quickest in response to shocks to the economy.
A. The asset market
B. The labor market
C. The goods market
D. In the macro economy

15 The sign of the simple correlation coefficient is determined by

A. The intercept of the least squares
equation.
B. The slope of the least squares
equation
C. The appropriate economic theory.
D. The researcher

16 A situation in which expansionary in monetary policy has no effect on the economy is known
as.

A. Macro economic stabilization
B. A liquidity trap
C. A depression
D. Capital flight

17 An IOU of the Federal Reserve Bank of Scan Francisco to Bank of America is called.
A. Discourse
B. Federal funds
C. Reserves
D. Collateral

18 The equilibrium level of Y and I derived from the LM and IS equations above is.
A. Y = 130 and I = 10%
B. Y = 200 and I = 30%
C. Y = 180 and I = 7%
D. Y = 250 and I = 2%

19 Which of the following changes shifts the AD curve down and to the left.

A. A temporary increase in
government purchases.
B. A rise in the nominal money
supply
C. A decrease in corporate taxes
D. A decrease in consumer
confidence

20 Firms hire labor at the point where the

A. Nominal wage rate equals the
marginal product of labor
B. Real wage rate equals the
marginal revenue product of capital
C. Nominal wage rate equals the
marginal revenue product of labor
D. Real wage rate equals the
marginal revenue product of capital


