
Practice Questions, Chapter 1

	EC 309


	1.
	Assume that the equation for demand for bread at a small bakery is Qd = 60 - 10Pb + 3Y, where Qd is the quantity of bread demanded in loaves, Pb is the price of bread in dollars per loaf, and Y is the average income in the town in thousands of dollars. Assume also that the equation for supply of bread is 

Qs = 30 + 20Pb - 30 Pf, where Qs is the quantity supplied and Pf is the price of flour in dollars per pound. Assume finally that markets clear, so that Qd = Qs.

a. If Y is 10 and Pf is $1, solve mathematically for equilibrium Q and Pb.

b. If the average income in the town increases to 15, solve for the new equilibrium Q and Pb. 


	2.
	In a simple model of the supply and demand for pizza, when aggregate income increases, the price of pizza _____ and the quantity purchased ______. 

	A)
	increases; decreases 

	B)
	increases; increases 

	C)
	decreases; increases 

	D)
	decreases; decreases 


	3.
	Compared with a recession, real GDP during a depression: 

	A)
	increases more rapidly. 

	B)
	increases at approximately the same rate. 

	C)
	decreases at approximately the same rate. 

	D)
	decreases more severely. 


	4.
	The assumption of continuous market clearing means that: 

	A)
	sellers can sell all that they want at the going price. 

	B)
	buyers can buy all that they want at the going price. 

	C)
	in any given month, buyers can buy all that they want and sellers can sell all that they want at the going price. 

	D)
	at any given instant, buyers can buy all that they want and sellers can sell all that they want at the going price. 


	5.
	All of the following statements about sticky prices are true except: 

	A)
	in the short run, some wages and prices are sticky. 

	B)
	the sticky-price model describes the equilibrium toward which the economy slowly gravitates. 

	C)
	for studying year-to-year fluctuations, most macroeconomists believe that price stickiness is a better assumption than is price flexibility. 

	D)
	magazine publishers tend to change their newsstand prices only every three or four years. 


	6.
	The assumption of flexible prices is a more plausible assumption when applied to price changes that occur: 

	A)
	from minute to minute. 

	B)
	from year to year. 

	C)
	in the long run. 

	D)
	in the short run. 


	7.
	Using a market-clearing model to analyze the demand for haircuts is ______ because the price of a haircut usually changes ______. 

	A)
	realistic; frequently 

	B)
	realistic; infrequently 

	C)
	unrealistic; frequently 

	D)
	unrealistic; infrequently 


	8.
	In the U.S. economy today, real GDP per person, compared with its level in 1900, is about: 

	A)
	50 percent higher. 

	B)
	twice as high. 

	C)
	three times as high. 

	D)
	five times as high. 


	9.
	Assume that the equation for demand for bread at a small bakery is  Qd = 60 - 10Pb + 3Y, where Qd is the quantity of bread demanded in loaves and Y is the average income in the town in thousands of dollars.

a. If the average income in the town is 10, state the equation for Qd in terms of Pb. 

b. Draw a graph of the demand curve with Qd on the horizontal axis and Pb on the vertical axis. Label the curve DD. 


	10.
	In an economic model: 

	A)
	exogenous variables and endogenous variables are both fixed when they enter the model. 

	B)
	endogenous variables and exogenous variables are both determined within the model. 

	C)
	endogenous variables affect exogenous variables. 

	D)
	exogenous variables affect endogenous variables. 


	11.
	Macroeconomic models are used to explain how ______ variables influence ______ variables. 

	A)
	endogenous; exogenous 

	B)
	exogenous; endogenous 

	C)
	microeconomic; macroeconomic 

	D)
	macroeconomic; microeconomic 


	12.
	Recessions are periods when real GDP: 

	A)
	increases slowly. 

	B)
	increases rapidly. 

	C)
	decreases mildly. 

	D)
	decreases severely. 


	13.
	Real GDP ______ over time and the growth rate of real GDP ______. 

	A)
	grows; fluctuates 

	B)
	is steady; is steady 

	C)
	grows; is steady 

	D)
	is steady; fluctuates 


	14.
	A typical trend during a recession is that: 

	A)
	the unemployment rate falls. 

	B)
	the popularity of the incumbent president rises. 

	C)
	incomes fall. 

	D)
	the inflation rate rises. 


	15.
	Endogenous variables are: 

	A)
	fixed at the moment they enter the model. 

	B)
	determined within the model. 

	C)
	the inputs of the model. 

	D)
	from outside the model. 
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