
Practice Questions, Chapter 9
	EC 309


	1.
	Which of the following is an example of a demand shock? 

	A)
	a large oil-price increase 

	B)
	the introduction and greater availability of credit cards 

	C)
	a drought that destroys agricultural crops 

	D)
	unions obtain a substantial wage increase 
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	2.
	(Exhibit: Supply Shock) In this graph, assume that the economy starts at point A and there is a favorable supply shock that does not last forever. In this situation, point ______ represents short-run equilibrium and point ______ represents long-run equilibrium. 

	A)
	B; C 

	B)
	B; A 

	C)
	E; D 

	D)
	E; A 


	3.
	Looking at the aggregate demand curve alone, one can tell: 

	A)
	the quantity of output and the price level. 

	B)
	the quantity of output. 

	C)
	the price level. 

	D)
	neither the quantity of output nor the price level. 


	4.
	Stabilization policy: 

	A)
	aims at keeping output and employment at their natural rates. 

	B)
	always succeeds in keeping output and employment at their natural rates. 

	C)
	is generally ineffective. 

	D)
	does more harm than good. 


	5.
	Starting from long-run equilibrium, without policy intervention, the long-run impact of an adverse supply shock is that prices will: 

	A)
	be permanently higher and output will be restored to the natural rate. 

	B)
	return to the old level and output will be restored to the natural rate. 

	C)
	be permanently higher and output will be permanently lower. 

	D)
	return to the old level, but output will be permanently lower. 
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	6.
	(Exhibit: Supply Shock) Assume that the economy is at point E.  With no further shocks or policy moves, the economy in the long run will be at point: 

	A)
	A. 

	B)
	B. 

	C)
	C. 

	D)
	D. 


	7.
	The principal method used by the Federal Reserve to change the money supply is through open-market operations. Use the aggregate demand-aggregate supply model to illustrate graphically the impact in the short run and the long run of a Federal Reserve decision to increase open-market purchases. Be sure to label: i. the axes; ii. the curves; iii. the initial equilibrium values; iv. the direction the curves shift; v. the short-run equilibrium values; and vi. the long-run equilibrium values. State in words what happens to prices and output in the short run and the long run. 
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	8.
	(Exhibit: Supply Shock) Assume that the economy is at point B.  With no further shocks or policy moves, the economy in the long run will be at point: 

	A)
	A. 

	B)
	B. 

	C)
	C. 

	D)
	D. 


	9.
	The short-run aggregate supply curve is horizontal at: 

	A)
	a level of output determined by aggregate demand. 

	B)
	the natural level of output. 

	C)
	the level of output at which the economy's resources are fully employed. 

	D)
	a fixed price level. 


	10.
	If the short-run aggregate supply curve is horizontal, then a change in the money supply will change ______ in the short run and change ______ in the long run. 

	A)
	only prices; only output 

	B)
	only output; only prices 

	C)
	both prices and output; only prices 

	D)
	both prices and output; both prices and output 


	11.
	If a short-run equilibrium occurs at a level of output below the natural rate, then in the transition to the long run prices will ______ and output will ______. 

	A)
	increase; increase 

	B)
	decrease; decrease 

	C)
	increase; decrease 

	D)
	decrease; increase 


	12.
	For a fixed money supply, the aggregate demand curve slopes downward because at a lower price level real money balances are ______ generating a ______ quantity of output demanded. 

	A)
	higher; greater 

	B)
	higher; smaller 

	C)
	lower; greater 

	D)
	lower; smaller 


	13.
	Along an aggregate demand curve, which of the following are held constant? 

	A)
	real output and prices 

	B)
	nominal output and velocity 

	C)
	the money supply and real output 

	D)
	the money supply and velocity 


	14.
	If an aggregate demand curve is drawn with real GDP (Y) along the horizontal axis and the price level (P) along the vertical axis, using the quantity theory of money as a theory of aggregate demand, this curve slopes ______ to the right and gets ______ as it moves further to the right. 

	A)
	downward; steeper 

	B)
	downward; flatter 

	C)
	upward; steeper 

	D)
	upward; flatter 


	15.
	Assume that the long-run aggregate supply curve is vertical at Y = 3,000 while the short-run aggregate supply curve is horizontal at P = 1.0. The aggregate demand curve is Y = 3(M/P) and M = 1,000.

a. If the economy is initially in long-run equilibrium, what are the values of P and Y?

b. Now suppose a supply shock moves the short-run aggregate supply curve to P = 1.5. What are the new short-run P and Y?

c. If the aggregate demand curve and long-run aggregate supply curve are unchanged, what are the long-run equilibrium P and Y after the supply shock?

d. Suppose that after the supply shock the Fed wanted to hold output at its long-run level. What level of M would be required?  If this level of M were maintained, what would be long-run equilibrium P and Y? 


	16.
	When the Federal Reserve increases the money supply, at a given price level the amount of output demanded is ______ and the aggregate demand curve shifts ______. 

	A)
	greater; inward 

	B)
	greater; outward 

	C)
	lower; inward 

	D)
	lower; outward 


	17.
	The natural level of output is: 

	A)
	affected by aggregate demand. 

	B)
	the level of output at which the unemployment rate is zero. 

	C)
	the level of output at which the unemployment rate is at its natural level. 

	D)
	permanent and unchangeable. 


	18.
	The relationship between the quantity of goods and services supplied and the price level is called: 

	A)
	aggregate demand. 

	B)
	aggregate supply. 

	C)
	aggregate investment. 

	D)
	aggregate production. 


	19.
	A difference between the economic long run and the short run is that: 

	A)
	the classical dichotomy holds in the short run but not in the long run. 

	B)
	monetary and fiscal policy affect output only in the long run. 

	C)
	demand can affect output and employment in the short run, whereas supply is the ruling force in the long run. 

	D)
	prices and wages are sticky in the long run only. 


	20.
	According to the quantity theory of money, if output is higher, ______ real balances are required, and for fixed M this means ______ P. 

	A)
	higher; lower 

	B)
	lower; higher 

	C)
	higher; higher 

	D)
	lower; lower 


	21.
	If the demand for money increases, but the Fed keeps the money supply the same, then in the short run output will: 

	A)
	fall and in the long run prices will remain unchanged. 

	B)
	remain unchanged and in the long run prices will fall. 

	C)
	remain unchanged and in the long run prices will remain unchanged. 

	D)
	fall and in the long run prices will fall. 


	22.
	Starting from long-run equilibrium, if the velocity of money increases (due to, for example, the invention of automatic teller machines), the Fed might be able to stabilize output by ______ the rate of growth of the money supply. 

	A)
	permanently decreasing 

	B)
	permanently increasing 

	C)
	temporarily decreasing 

	D)
	temporarily increasing 


	23.
	Aggregate supply is the relationship between the quantity of goods and services supplied and the: 

	A)
	money supply. 

	B)
	unemployment rate. 

	C)
	interest rate. 

	D)
	price level. 


	24.
	A favorable supply shock occurs when: 

	A)
	environmental protection laws raise costs of production. 

	B)
	the Fed increases the money supply. 

	C)
	unions push wages up. 

	D)
	an oil cartel breaks up and oil prices fall. 


	25.
	Assume that the long-run aggregate supply curve is vertical at Y = 3,000 while the short-run aggregate supply curve is horizontal at P = 1.0. The aggregate demand curve is Y = 2(M/P) and M = 1,500.

a. If the economy is initially in long-run equilibrium, what are the values of P and Y?

b. What is the velocity of money in this case?

c. Suppose because banks start paying interest on checking accounts, the aggregate demand function shifts to Y = (1.5)(M/P). What are the short-run values of P and Y?

d. What is the velocity of money in this case?

e. With the new aggregate demand function, once the economy adjusts to long-run equilibrium, what are P and Y?

f. What is the velocity now? 
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