
PPSC Economics Topic 3 Macro Economics

Sr Questions Answers Choice

1 Which of the following solutions does the economist suggest to cost inflation in higher
education.

A. Cutting professor salaries
B. Make students live at home
C. Reduce college from four to three
years
D. B and C

2 A rise in the exchange rate value of the rupee will most likely cause.

A. A dollar to be worth less in learns
of other currencies.
B. Imports to decrease
C. Exports to increase
D. The balance of payments curve to
shift to the left

3 According to Keynesians the primary source of business cycle fluctuation is.
A. Aggregate demand shocks
B. Productivity shocks
C. Oil price shocks
D. Consumer confidence shocks

4 A nation experience external balance if it achieves.

A. No net changes in its international
gold stocks
B. Productivity levels equal to those
of its trading partners
C. An increases in its money supply
equal to increases overseas
D. Equilibrium in its balance of
payments

5 When the price level increases 25% starting from a price level equal to 100, a Rs. 1000
bond will have a real value of .

A. Rs. 800
B. Rs.1250
C. Rs.750
D. Rs.666

6 Using the Keynesian model , the effect of a decrease in the effective tax rate on capital
would be to cause_____ in the real interest rate and __ in output in the long run.

A. An increase ; no change
B. A decrease ; no change
C. An increase ; an increase
D. No change ; a decrease

7 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

8 Which of the following is not a primary cause of business cycle fluctuations according to real
business cycle theory.

A. A change in the production
function
B. A change in the size of the labor
force
C. A change in the money supply
D. A change in the real quantity of
government purchases

9 The reduction of the inflation rate is called
A. Deflation
B. Disinflation
C. Inflation
D. Reflation

10 The long term demand for real money balance will rise when

A. the income elasticity of the
demand for money is less than unity.
B. There is a long term increase in
the price level
C. There is a relative increase in the
stock of government securities.
D. Long term market interest rates
are falling.

11 Which of the following is the second law of gossen.
A. Law of equal marginal utility.
B. Law of equi product
C. Theory of indifference curve
D. Law of diminishing marginal utility.

A. SRAS



12 When plotted with the aggregate price level on the vertical axis and output on the horizontal
axis which of the following curves is vertical.

A. SRAS
B. AD
C. LRAS
D. None of the above

13 Which of the following is incorrect with respect to the consumption diagram.

A. the interest rate is a premium
B. MRS = (i +r)
C. The consumer will be lender in
time zero
D. The consumer lends 700

14 The monetary base in composed of.
A. Gold and silver
B. Currency only
C. Currency and reserves
D. Currency and checkable deposits

15 If government spending of Rs. 10 and a lump sum tax of Rs.10 is added, the empirical
equation for the new IS curve becomes.

A. Y = 285 + 20 I
B. Y = 270 - 10 i
C. Y = 285 - 50 i
D. Y = 210 - o.5 i

16 According to the permanent income hypothesis all increases in .
A. Permanent income are saved
B. Permanent income are consumed
C. transitory income are saved
D. Transitory income are consumed

17 A temporary adverse productivity shock would.

A. Shift the labor supply curve
upward
B. Decrease the level of employment
C. Decrease future income
D. Decrease the expected future
marginal product of capital

18 When planned saving equals Rs.40+0.20 Yd and planned investment is rs. 60, the
equilibrium level of income in.

A. Rs. 100
B. Rs. 400
C. Rs.500
D. Rs.1000

19 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

20 Full- employment output is the level of output that firms in the economy supply when

A. Taxes are zero
B. Wages and prices have fully
adjusted
C. The unemployment rate in zero
D. All capital is fully utilized


