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1. For this question, assume that the interest rate is greater than 0. Given this information and the information
about the payments provided below, rank the following three sequences of payments according to their
present value:

HAI’I I'FBFI IYC"
2005 $190 $200 $210
2006 $200 $200 $200
2007 3210 8200 §190
a A>B>C
b.A>C>B
c.C>B>A
dB>A>C

2. Suppose there is an earthquake that destroys several corn canneries. Which of the following would NOT
occur as a direct result of this event?
a. Sellers would not be willing to produce and sell as much as before at each relevant price.
b. The supply would decrease.
c. Buyers would not be willing to buy as much as before at each relevant price.
d. The equilibrium price would rise.

3. Which of the following is an exampie of a normative statement?
a.If the price of a product decreases, quantity demanded increases.
b.Reducing tax rates on the wealthy would be good for the country.
c.If the national saving rate were to increase, so would the rate of economic growth.
d.All of the above are normative statements.

4. Market power refers to
.the relative importance of a market to the overall economy.
b the ability of a person or group of people to successfully market new produczs
c. the power of the government to regulate a market..., e
d. the power of a single person (or small group of people) to unduly influence market prices.

5. Which statement is true?
a. If a good is a normal good, the demand for it falls when income falls.
b. Two goods are substitutes if a fall in the price of one of them reduces the demand for the other.
c. Two goods are complements if a fall in the price of one of them increases the demand for the other.
d. All the above are true.

6. When a perfectly competitive firm makes a decision to shut down, it is most likely that
a. marginal cost is above average variable cost.
b. price is below the minimum of average variable cost.
c. fixed costs exceed variable costs.
d. average fixed costs are rising.

7. When regulators use a marginal cost pricing strategy to regulate a natural monopoly, the regulated
monopoly

has no incentive to exit the industry.

will experience a price below average total cost.

may rely on a government subsidy to remain in business.

bothbandc
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8. If the cross-price elasticity of demand is negative, then the two goods would be
a. substitutes.
b.luxuries.

c.complements.
d.normal goods.
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9. When an ohgopoly market is in Nash equilibrium,
a. market price will be different for each firm.
b. firms will not behave as proﬁt maximizers.
c. a firm will choose its best pricing strategy, given the stra.temes that it observes other firms taking.
d. A firm will not take into account the strategies of competing firms.

10. Brand names are associated with which of the following arguments?
_ (i) Brand names provide information about qu.ahty, when quality cannot be easily judged.
(i) Firms that promote brand names have strong incentives to monitor product quahty

a. the preference effect and the budget effect
b. the income effect and the substitution effect
c. the price effect and the preference effect

d. the complement effect and the substitute effect..

y 12. E is the nominal exchange rate. P is domestic price level. ' P* {
rate equals

a. P*/EP

b. EP/P*

o EPYP

d. PP*/E

13. Assume that financial investors, domestic or foreign, go for the highest expected rate of return. In an open
market, the relation between domestic interest rate (nominal) and the exchange rate (nominal) implied by
interest parity is

a. positive.

b. negative.

¢. irrelevant.

d. dependent on foreign policy.

14. Suppose that in France today, an unemployment rate 4% above the natural rate for one year will cause a 4%
fall in the inflation rate. Assume that the natural rate of unemployment is 4%. Suppose the France b 1%
inflation rate has been 8% for many vears, and the policy makers want next year's inflation rate to be 2%. B
According to the Phillips curve for France., the unemployment rate next year will have to be

a. 0%.
b. 6%.
c. 8%.
d. 10%

15. A change in the reserve requirement changes
a. the discount rate.
b. the monetary base.
c. the money multiplier.
d. all of the above.

16. The Fisher effect summarizes the effects of:
a. inflation on the natural real interest rate in the short run.
b. inflation on the real interest rate in the short run.

c. inflation on the nominal interest rate in the medium run.
d. inﬂaﬁononthcnominalintaestratc in the short run.
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