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1.The four components of aggregate planned expenditure are (A)the real
interest rate, disposable income, wealth, and expected future income
(B) the real interest rate, consumption expenditure, investment and
government expenditures on goods and services  (C) consumption
expenditure, investment, government expenditures on goods and services,
and wealth (D) consumption expenditure, investment, government
expenditures on goods and services, and net exports.

2.The marginal propensity to consume is the (A)fraction of a change in
disposable income spent on consumption expenditure (B)amount saving
increases when consumption expenditure decreases (C)fraction of a
change in saving spent on consumption expenditure (D)fraction of a
change in consumption expenditure that is not saved.

3. Which of the following describes inflation correctly? (A)a one-time jump
in the price level (B)an increase in real wages (C)a persistent increase in
the price level (D)the fall in the price level from one year to another year.

4.Intermediate goods are excluded from GDP because (A)their inclusion
would involve double counting (B)they represent goods that have never
been purchased so they cannot be counted (C)their inclusion would
understate GDP  (D)the premise of the question is incorrect because
intermediate goods are directly included in calculating GDP.

5. The distinction between a flow and a stock is that a flow measures

(Aliquid items, while a stock measures solid items (B)an account on a
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monthly basis, while a stock measures it on an annual basis (C)a value in
dollars, while a stock measures it in real terms (D)a quantity per unit of
time, while a stock measures a quantity that exists at a point in time.

6. Suppose that over a period of years the country of Quasiland switched from
being an agriculturally-based economy to a technologically-based

economy. As a result, many people lost jobs because they lacked the
correct skills. These people would be considered part of (A)frictional

unemployment (B)structural unemployment (C)cyclical unemployment
(Ddiscouraged workers.

7. The Classical dichotomy states that (A)the forces that determine the real
variables are the same as those that determine the nominal variables
(Bithe forces that determine the real variables are never the same as those
that determine the nominal variables (C)at full employment, the forces
that determine the real variables are independent from those that determine
the nominal variables (D)at zero unemployment, the forces that determine
the real variables are independent from those that determine the nominal
variables.

8.Money’s function as a medium of exchange means that (A)money is a
common denominator for expressing the prices of goods and services
(Bmoney can be used to store wealth (C)money serves as an acceptable
means of payment (D)money requires a double coincidence of wants.

9.Credit cards are (A)a part of money because they are used in so many
transactions (B)a part of money when the transaction approach is used but
not when the liquidity approach is used (C)not part of money because they
represent a loan of money to the user (Dnot part of money because the
government has no control over the amount of credit outstanding.

10.Fiscal policy can be defined as (A)use of the federal budget to reach
macroeconomic objectives (B)government policy with respect to transfer
payments such as unemployment compensation and welfare
(C) government policy to retire the government debt (D) government

spending and tax decisions accomplished using automatic stabilizers.
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1. The table below gives the demand and supply schedules for bottled spring
water in Springsboro. Assume that the only people who benefit from spring
water are the people who drink it and the only people who bear the cost of

bottled spring water are the people who produce it.

Price (cents per bottle) Quantity demanded | Quantity supplied
(bottles per day) (bottles per day)
40 1,200 0
80 1,000 200
120 800 400
160 600 600
200 400 800
240 200 1,000
280 0 1,200

(1)Draw the demand and supply curves. What are the equilibrium price and
equilibrium quantity of spring water? Is this equilibrium efficient?
Explain.

(2)What is the maximum price that consumers are willing to pay for the
400th bottle? What is the minimum price that producers are willing to
accept for the 400th bottle? Explain.

(3)Are 400 bottles a day less than or greater than the efficient quantity?
Explain your answer.

(4)If the market for spring water is efficient, what is the consumer surplus?
Show it on your graph. What is the producer surplus? Show it on your
graph.

(5)If spring water bottlers produce 400 bottles a day, is there a deadweight
loss? If yes, what is it? Explain your answer using your graph.

2.Suppose you plan to go to school this summer. The cost of tuition and
textbooks is $1,400 and housing, board, and entertainment will cost you
$500. If you didn’t go to school, you’d live in your parents’ house for free,

but your other living expenses would be about the same. Also, if you didn’t
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go to school you’d work full time and could earn $8,000. You can still

work part time while attending the summer school, but you will earn only

$3,000.

(DWhat will the summer school cost you in terms of money explicitly
paid?

(2)What are the opportunity costs of going to summer school that you don’t
pay explicitly? Explain.

(3YWhat is your total opportunity costs of going to school this summer?
Explain your answer.

3.Nimbus, Inc., and Cleansweep, Inc., are the only producers of flying

brooms. Each firm has two strategies: Spend 30,000 dollars a year on

research and development (R&D) or spend nothing on R&D. If neither firm

spends on R&D, Nimbus’ economic profit is 80,000 dollars and

Cleansweep’s economic profit is 40,000 dollars. If each firm conducts

R&D, market shares are maintained, but each firm’s profit is lower by the

amount spent on R&D. If Nimbus conducts R&D and Cleansweep does

not, Nimbus makes an economic profit of 120,000 dollars, while

Cleansweep incurs an economic loss of 20,000 dollars. If Cleansweep con-

ducts R&D and Nimbus does not, Cleansweep makes a profit of 60,000

dollars while Nimbus loses 10,000 dollars.

(1)Construct a payoff matrix for the game that Nimbus and Cleansweep
must play.

(2)Find the Nash equilibrium. In the Nash equilibrium, what is each firm’s
equilibrium profit?

(3)What is the cooperative outcome? Would the firms make more economic
profit if they collude to achieve the cooperative outcome?
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