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1.Because there is a trade-off between inflation and unemployment: (A)lower
unemployment will typically cause inflation to fall (B)policies designed to
reduce unemployment will typically set off a recession (C)policies designed
to reduce inflation will cause unemployment to fall as well (Dhigher infla-
tion will generally be associated with higher unemployment (E)lower
inflation will generally be associated with higher unemployment.

(87~ 90 KA )
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4.In the expectation-augmented Phillips curve 7, =7z, —5(u, —0.04) . When
the expected inflation rate at #=1 equals zero (7] =0), what is the actual
inflation rate at #=1 if unemployment rate u, is kept at 2%. (A)4% (B
5% ©)6% (D10% (E)15%. (85% E8t4)

5.In Question 4., assume that people have adaptive expectations 7/, — 7, =

B(x,—n;) and the adjustment parameter S =%, what is the unemploy-

ment rate at ¢=2 if the actual inflation rate is maintained such that
m=m,7 (B)4.0% [B3.0% (©)2.5% [D2.0% ®1.5%. (85+FEat4)

6. For Question 4. and 5., which of the following statement is correct? (A)

The long-run Phillips curve is negatively sloped and is flatter than the short-

run Phillips curve (B)The long-run Phillips curve is negatively sloped and is
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28 Which of these persons will be hurt by an unanticipated increase in the
inflation rate? (A)Savers who own 20 year bonds paying a fixed yield (B)
Workers whose wages are adjusted for inflation (C)The rich (D)Farmers
who have large fixed rate mortgages on their farms. (95 kFE V)

29 Advocates of the rational expectations approach predict that a credible policy
to lower inflation will __  the sacrifice ratio. (A)raise (B)lower (C)
not change (D)sometimes raise and sometimes lower. (95/ KBt 4)

30.If inflation forecasts turn out to be too high, then: (A)both borrowers and
lenders will wish that the volume of loans had been higher (B)borrowers
will wish they had borrowed more and lenders will wish they had lent less
(C)borrowers will wish they had borrowed less and lenders will wish they had

lent more (D)both borrowers and lenders will wish that the volume of loans

had been lower. (94 K A1)
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