Practice Short Answer Final Exam Questions
Chapter 26-33

Early econonmists' faith in the neutrality of noney |ed them

to believe that

a. absolute prices were determned in the real part of the
econony.

b. the allocation of resources was determ ned by the quantity
of noney and not by the forces of supply and demand.

c. relative prices have no role in the real allocation of
resour ces.

d. a change in the quantity of noney would not affect noney
prices or relative prices.

e. a change in the quantity of noney would change the price
| evel but woul d not change rel ative prices.

n order to be considered noney, paper currency nust be
acceptabl e as a nedi um of exchange.

convertible into a precious netal.

i npossible to counterfeit.

i ssued by a chartered bank.

i ssued by a government agency.

Pao oo =

One of the major advantages of noney as conpared to barter is

t hat

a. in the barter systemthere is no way to express val ues of
commodi ti es.

b. noney is the only convenient way to store one's weal th.

c. noney is universally accepted.

d. noney stays where you put it, whereas a cow pretty well
has to be fenced in.

e. the use of nmoney significantly reduces transaction costs.

When netal coins, such as gold and silver were used as noney,
all of the follow ng techniques were used to reduce their
val ue EXCEPT:

a. dipping.
b. Re-m nting coinage.
c. The practice of mlling.

d. Debasenent.

G eshanm s | aw predicts that

a. good noney drives out bad noney.

b. debased noney will circulate with undebased noney.
c. undebased noney will be driven fromcircul ation

d. debased noney will be driven fromcirculation

e.

noney i s neutral.

In the event of a sudden loss in confidence in the ability of
the chartered banks to redeem deposits, the Bank of Canada
woul d typically
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a. take over the operation of any banks in severe
difficulties.

b. lend reserves to the chartered banks.

offer to sell governnent bonds to the chartered banks.

. suspend operation of the banking systemuntil the panic

subsi ded.

e. inmpose severe financial penalties on the chartered banks

by charging theminterest at higher than the bank rate.

o0

A central bank can create noney by

a. selling sone of its foreign-currency reserves for donestic
currency.

issuing its owmn Central Bank bonds.

increasing the rate of inflation.

selling government treasury bills to the chartered banks.
pur chasi ng government securities on the open market.

®a20 o

The Canada Deposit | nsurance Corporation (CDI C) has been

criticized because

a. it creates an incentive for financial institutions to take
on riskier |oans.

b. depositors sel ect banks based on higher interest rates
rat her than the associ ated ri sks.

c. the cost of insurance to the banks should refl ect the
associ ated risk of the bank.

d. all of the above.

Suppose that the excess reserves in Bank XYZ increase by
$700. G ven a desired reserve ratio of 25 percent, the
maxi num change i n demand deposits for the entire banking
system woul d be

$525.

$700.

$1750.

$2800.

$7000.

Pao oo

Suppose t he Bank of Canada purchased $5 nmillion worth of
government securities in the open market. The desired reserve
ratio of the chartered banks is 25 percent and the public's
desire to hold cash is 5 percent of their total deposits. The
noney supply woul d

i ncrease by $16.67 mllion.

i ncrease by $20 million.

decrease by $20 nillion

decrease by $16.67 mllion.

decrease by $ 8.33 million.

PoooTw

The noney supply in Canada is neasured using ML, M, M and
M2+. The reason there are so many neasurenents of the noney
supply is because

a. the Bank of Canada wants to confuse the general public.
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b. noney has many uses, which are reflected in the different
nmeasur ement s.

c. the noney supply is too |large to have only one
nmeasur ement .

d. only the newer and broader neasurenents are correct but
t he ol der neasurenments are still used so that historica
conpari sons are possible.

e. it is a convenient way for provincial and federal
governnments to hide their budgetary surpl uses.

Bond pri ces

are unaffected by changes in the demand for nobney.
are unaffected by interest-rate changes.

vary directly with interest rates.

vary inversely with interest rates.

vary proportionally with interest rates.

PaocoTw

Liquidity preference (LP) function defines the relationship
bet ween

interest rate and bond prices.

i nflation and bond prices.

interest rate and financial assets.

demand for noney and the price |evel

demand for noney and the rate of interest.

PaooTo

When there is an excess denmand for noney bal ances,
equilibriumis established by a process that DOES NOT
i nvol ve:

people trying to sell bonds.

t he opportunity cost of hol ding noney falling.
interest rates rising.

the price of bonds falling.

novenent up the noney dermand function

PoooTw

Assune there are only two assets avail able, noney and bonds.
G ven a level of wealth of an individual we can expect the

fol | owi ng:

a. Bond prices will decrease as the interest rate decreases.

b. An individual wll hold nore noney when the current
interest rate is very | ow

c. An individual will not hold noney as |ong as bonds pay a
positive rate of interest.

d. An individual will hold Iots of noney even at very high
interest rates.

e. An individual will hold | ess noney when the current

interest rate is very | ow.

Monet ary equilibrium occurs when the

a. growh in the noney supply is zero.

b. existing supply of noney is willingly held by househol ds
and firnms in the econony at the current rate of interest.

c. nomnal rate of interest equals the real rate of interest.
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Rate of Interest

growth of the noney supply is proceeding at a constant
rate.

supply and demand for all goods in the econony are equa
at the current rate of interest.

Rate of Interest

Quantity of Money Investment Expenditure
(i) Money demand and supply (i) Investment demand
FIGURE 27-3
Refer to Figure 27-3. The fall in the interest rate fromig
to i1 is caused by
a. an increase in the demand for noney due to a higher price
| evel .
b. a decrease in the denmand for noney occasi oned by a | owner
real GDP.
c. a decrease in the noney supply, leading to the sale of
bonds by econom ¢ agents.
d. an increase in the noney supply, leading to the purchase
of bonds by econoni c agents.
e. none of the above.

VWhi ch one of the follow ng statenents correctly describes the

transm ssi on nechani sn?

a.

b.

C.

An increase in personal consunption |eads to an upward
shift in the AE curve and thereby increases real GDP

An increase in governnent spending causes the AE curve to
shift upwards, leading to a higher GDP

A decrease in the noney supply leads to a | ower interest
rate, higher investnent, an upward shift in the AE curve
and a hi gher CDP.



d. An increase in the noney supply leads to a | ower interest
rate, higher investnment, an upward shift in the AE curve
and a hi gher CDP.

e. none of the above.

An inflationary gap could NOT be elimnated by

a. arisein the price |evel

b. an upward shift in the short-run aggregate-supply curve.
c. an increase in the supply of noney.

d. a leftward shift in aggregate denand.

e. a reduction in the noney supply.

The transm ssion mechanismin an OPEN econony is nore
complicated than it is in a closed econony because the
effects of donestic nonetary contraction or expansion are
a. weakened because donestic interest rates are clearly
linked to interest rates in the rest of the world.

b. strengthened because donestic interest rates are clearly
linked to interest rates in the rest of the world.

c. weakened because changes in aut ononobus expenditure cause
nmonetary effects that influence interest rates in the rest
of the world.

d. strengthened because changes in aut ononous expenditure
cause monetary effects that influence interest rates in
the rest of the world.

In an open econony |ike Canada, an increase in the noney

supply leads to

a. an increase in the external value of the dollar, thereby
i nhibiting net exports and raising aggregate demand.

b. a reduction in the external value of the dollar, thereby
i nhi biting net exports and raising aggregate demand.

c. a reduction in the external value of the dollar, thereby
stinul ating net exports and rai sing aggregate demand.

d. an increase in the external value of the dollar, thereby
stimul ating net exports and raising aggregate demand.

e. an increase in the external value of the dollar, thereby
stimul ating net exports and reduci ng aggregate demand.

Open- mar ket operations are

a. governnent action ainmed at creating conpetition within the
banki ng i ndustry.

b. loans made by the Bank of Canada to the chartered banks.

c. nmade to deternmine the reserve requirenments of chartered
banks.

d. no longer carried out in Canada.

e. the buying and selling of securities by the Bank of
Canada.

Suppose that during the Christmas season people decide to
hol d nore cash and | ess demand deposits to facilitate their
shopping. This action wll
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a. decrease the noney supply in the econony because all the
cash will be spent.

b. decrease the noney supply because banks | ose reserves,
thereby affecting their ability to create noney.

C. increase the noney supply in the econony because of
reduced savi ngs.

d. increase the supply of noney in the econony because of the
multiplier effect.

e. have no effect on the noney supply since demand deposits
are anot her form of cash.

The Bank of Canada would tend to increase the nmoney supply by

a. raising the bank rate.

b. selling foreign currency reserves in the international
mar ket .

c. selling governnment bonds on the open market.

d. transferring governnent accounts fromthe Bank of Canada
to the chartered banks.

e. all of the above.

To lower interest rates, the Bank of Canada coul d
buy securities.

decrease the chartered banks' reserves.
decrease the noney supply.

raise the treasury bill rate.

rai se the reserve requirenent.

PanoTo

The difference in potential noney creation when the Bank of

Canada buys governnent securities fromthe chartered banks

rather than fromthe public is due to the fact that

a. excess reserves are |larger when the Bank of Canada buys
government securities fromthe chartered banks.

b. excess reserves are smaller when the Bank of Canada buys
government securities fromthe chartered banks.

C. excess reserves are |larger when the Bank of Canada buys
government securities fromthe public.

d. does not exist because there is no difference.

A problemwi th focussing on ML as an internediate target for

t he conduct of nonetary policy is that

changes in ML typically have no effect on interest rates.

changes in ML typically have no effect on national incomne.
changes in ML typically have no effect on the price |evel

fiscal policy is ignored.

the central bank could easily miss shifts of funds between
ML and ot her noney supply neasures.

PoooTw

If interest rates rise during an expansion of real GDP, then
t he Bank of Canada

a. cannot have changed the noney supply.

b. may have changed the noney supply in either direction.

c. nmust have been decreasing the noney supply.
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d. nust have been increasing the noney supply.
e. none of the above.

A 3 percent per year rate of growth of the noney supply
acconpani ed by a growh in the demand for noney of 4 percent
woul d be consi dered

an expansi onary nonetary policy.

a neutral nonetary policy.

nonetary rul e.

a 'tight' nonetary policy.

none of the above.

P oo

During a period of renewed inflation fears in 1988, the
governor of the Bank of Canada, M. John Crow, announced t hat
nmonetary policy would be nore guided by

a. exchange rate targets since depreciation of the Canadian
dollar tends to be inflationary.

real CGDP growt h.

the goal of long termprice stability.

the level of real incone growth and price stability.

unenpl oynent | evels and the | evel of prices.

PaooT

Assure you deposit $1000 into a savings account at your | ocal
bank that pays you 12 percent interest. Over the next twelve
months the inflation rate is 6 percent. Your real rate of
return on your savings is

positive 6 percent.

positive 12 percent.

negati ve 6 percent.

negative 12 percent.

zero.

PaooTw

Which of the following is a TRUE statenent concerning

expectational inflation?

a. Expectation theories explain the original cause of
i nflation.

b. The appropriate policy for elimnating expectational
inflation is to increase aggregate demand.

c. The SRAS curve can shift upward purely as a result of
deci si on makers' expectations.

d. The expectational theory is an exanple of a nonetary
t heory of inflation.

e. Expectations of inflation are formed based purely on
cal cul ati ons of trade unions.

The hypothesis that assunes that economic agents | ook at the
past, in order to predict the future inflation is known as
adapti ve expectations hypothesis

forward | ooki ng expectations hypot hesis

rational expectations hypothesis

Pi gou effect

Life-cycl e theory

Panooco



34.

35.

36.

37.

38.

The author of the statement that inflation is everywhere and
al ways a nonetary phenonenon is

Adam Smi t h.

Davi d Ri cardo.

J. M Keynes.

M Ilton Friedman.

John Kenneth Gal braith.

PoooTw

When the nonetary authorities respond to a single supply
shock with nonetary validation, we can expect an increase in
t he noney supply but a decrease in costs and prices.

costs but a decrease in real national income.

the size of the output gap.

costs, the price level, and the noney supply.

none of the above.

PaocoTw

There can be strong pressure on Bank of Canada to validate an

adverse supply shock. The notive behind this pressure is

a. to reduce unenpl oynment bel ow t he NAI RU

b. that Bank of Canada nmust be seen to be pursuing a
restrictive nonetary policy, in order to stop any
expectational inflation

c. that wages often fall only very slowy, so the adjustnent
back to full enploynment can take a very long tinmne.

d. that there is the danger of initiating a wage-price
spiral.

e. to keep a "healthy" anount of inflation in the econony.

Assune the economy is in long-run equilibriumand real GDP is
at its potential level. Suppose there is a one-tinme decrease
in short-run aggregate supply causing the price level to rise
in the short run. If, in the long run, the econony noves back
to producing full-enploynent real GDP without any change in
aggregate denand, the price level will be

a. equal to what it was before the supply shock

b. higher than it was in short-run equilibrium

c. lower than it was before the supply shock

d. lower than it was in the short-run equilibrium but higher
than it was originally.

The idea that the Phillips curve denonstrated a trade-off

between inflation and unenpl oynent was | ater thought to be

defi ci ent because

a. it was later recognized that inflation and unenpl oynent
wer e unr el at ed.

b. the influence on aggregate demand had not been
i ncor por at ed.

c. changes in unenpl oynent had not been incorporated.

d. the effects of fiscal policy on aggregate demand had not
been i ncor porat ed.

e. inflationary expectations had not been incorporated.
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I nvol untary unenpl oynment occurs when a

a. job is available but the worker has not yet found it.

b. level of national income is at or above the econony's
pot enti al output.

c. person is willing to accept a job at the going wage rate
but cannot find one.

d. worker enters the job market for the first tinme.

e. worker is not willing to accept an available job at the
goi ng wage rate.

Lord Beveridge was known for

devel opi ng unenpl oynent i nsurance

devel opi ng health and wel fare i nsurance

devel opi ng | abour exchanges

raising British social security taxes

reduci ng the rate of unenpl oynent through increased
gover nment spendi ng

PaooTw

Ful | enpl oynent nmeans that there exists

an unenpl oynment rate of |less than 5 percent.

no job vacancies at the tine.

only structural and/or frictional unenploynent.
only involuntary unenpl oynent.

zer o unenpl oynent .

Pao oo

New C assical theories of the | abour market assune that

| abour markets

a. are always cl ear

b. are inefficient.

c. have asymetrically rigid wages.

d. should be regulated to produce an efficient wage rate.
e. will always provide a subsistence wage.

New Keynesi an theories of unenpl oynent argue that

a. all markets will clear, including | abour markets, and
unenpl oynent will be elim nated.

b. all unenploynent is caused by governnent intervention in
t he econony.

c. all unenpl oynent arises fromworkers being unwilling to
supply | abour.

d. conpetitive | abour narkets cannot be relied upon to
el i mnate involuntary unenpl oynent.

e. nonetary policy is never effective at reducing
unenpl oynent .

New Keynesi an theories explain involuntary unenpl oynent by
claimng that | abour markets exhibit

a. an el astic | abour demand curve.

b. perfectly flexible wages.

c. rigid wages.

d. unshifting | abour demand.



45,

46.

48.

49.

50.

®

unshifting | abour supply.

"efficiency wage' is a wage that

causes cyclical unenpl oynent to go to zero.

causes the NAIRU to be zero.

is above the market wage that enployers pay to increase
| abour productivity.

is equal to the market wage.

e. is just high enough to induce a worker to take a job.

cowp

o

Ef fici ency wages provide

a. away in which firns can pay workers | ess than the narket-
cl eari ng wage.

b. an explanation of the wages that unions are able to
extract fromfirns.

c. many firns with a good reason to dism ss workers.

d. nost workers with a good reason to quit.

e. one explanation of why wages do not readily fall in
response to excess supply in | abour narkets.

The view of the business cycle found in 'real business cycle'
(RBC) nodels is that short-run fluctuations in national

i ncone are caused by

attenpts at stabilization through fiscal policy.

attenpts at stabilization through nonetary policy.
fluctuations in the vertical LRAS curve.

deviations in net exports that cause fluctuations in

aggr egat e denmand.

e. nonetary disequilibrium

oo

Who associ ated unenpl oynent with a declining frontier?

a. Karl Marx

b. David R cardo
c. David Dodge
d. J.M Keynes
e.

none of the above

Technol ogi cal changes over tinme have caused workers who
produced such things as slide rules, eight-track nusic tapes,
and manual typewiters to beconme ___ unenpl oyed.
frictionally

cyclically

seasonal |y

structurally

voluntarily

PoooTw

Many economi sts believe that generous enpl oynent insurance
benefits woul d

a. lower frictional unenpl oynent.

b. lower structural unenpl oynent.

c. raise structural unenpl oynent.

d. raise frictional unenpl oynent.
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e. have no effect on unenpl oynent.

As a percentage of GDP, the Federal Governnent's deficit in
1984 was about

a. 3 percent.

b. 7 percent.

c. 17 percent.

d. 25 percent.

e. zero, there was no deficit in 1984.

The difference between the government's debt and deficit is

t hat

a. the debt is the accunul ation of past deficits m nus
surpl uses whereas the deficit is the annual shortfall
bet ween revenues and di sbursenents.

b. the deficit is the accunul ati on of past debts whereas the
debt is the annual shortfall of revenues m nus
di sbursenents.

c. the debt is the anount the government pays interest
paynments whereas the deficit has not yet incurred interest
char ges.

d. the deficit is the annual shortfall of revenue m nus
di sbursenents whereas the debt is the anmount payable to
t he Bank of Canada.

A sinple equation describing the governnent's budget

constraint is

a. governnent expenditure = tax revenue - borrow ng.

b. governnment expenditure = tax revenue + borrow ng.

c. governnent expenditure = tax revenue + debt service
payments.

d. tax revenue

e. tax revenue

= governnent expenditure + borrow ng.
= borrowi ng - governnent expenditure.
The best neasure of the stance of fiscal policy is changes in
t he

actual budget deficit.

cyclically adjusted deficit.

di scretionary spending portion of the governnent budget.
i nflation-adjusted national deficit.

primary budget deficit.

PaooTw

The central proposition of "Ricardi an Equi val ence" is that

a. consumers recogni ze that current government borrowi ng wll
have benefits for future generations and therefore it has
no effect on current behaviour.

b. consuners recogni ze governnent borrowing as a future tax
liability and thus they view taxes as equivalent to
government borrowing in terns of the effect on their own
weal t h.
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c. consumers do not recognize any future tax liability and
feel wealthier when the governnent borrows to finance
current spendi ng.

d. an increase in taxes, as opposed to an increase in

government borrowing, will lead to a reduction in current
consunption and an equi val ent reduction in nationa
i ncome.

According to the authors, governnent's borrowi ng from

foreigners rather than from Canadians will likely result in

a. a current transfer from Canadi ans to foreigners.

b. a net gain for the Canadi an econony.

c. a reduction in Canadi an domesti c i ndebt edness.

d. a reduction in the future stream of incone for Canadi an
resi dents.

e. no change in the future streamof incone for Canadians, if
t he noney borrowed was used to enhance Canada's productive
capacity.

n an open econony, the governnment budget deficit tends to
attract foreign capital

be less inportant than the current account deficit.
crowd out private investnent.

crowd out inports.

depreci ate the currency.

PoooTH

A cyclically bal anced budget, consistent with fiscal policy
bei ng stabilizing, nmeans that the budget will

a. be bal anced every year

b. be bal anced every four years.

c. have deficits during inflationary peri ods.

d. have deficits during recessionary periods.

e. never have surpl uses.

In Canada, specific legislation that requires the federa
government to bal ance its budget annually (or run surpluses)
is contained in the G anm Rudman-Hol lings Bill.

is included in The Charter of Ri ghts and Freedons.

is part of Bill C 101.

is the Fiscal Responsibility Act.

does not exi st.

PaooTw

Tax revenues act as an automatic stabilizer because

a. they decrease during econonic boonms and decrease during
econom c recessi ons.

b. they increase during econonic boons and decrease during
econom c recessi ons.

c. tax rates will autonmatically decrease to stinulate the
econony during econom c boons.

d. tax rates will automatically increase if the governnent is
runni ng deficits.



61.

62.

63.

64.

65.

66.

e. tax rates will automatically increase to stinulate the
econony during econom c recessions.

Suppose the governnent's objective is to hold its debt-to-GDP
ratio constant at its current level of 70 percent. If the
real interest rate is 4 percent and the growh rate of real
GDP is 2 percent, the governnment nust

run a primary budget deficit of 1.4 percent of GDP.

run an overall budget deficit of 1.4 percent of GDP.

run an overall budget surplus of 1.4 percent of GDP.

run a primary budget surplus of 1.4 percent of GDP.

bal ance the overall budget.

PaooTo

Over a long period of tinme, the major effect on real GDP is
exerted by

a. upward shifts of the SRAS curve.

b. upward shifts of the AE curve.

c. rightward shifts of the AD curve.

d. rightward shifts of the LRAS curve.

e. leftward shifts of the AD curve.

If real income grows at approximately 2 percent per year, the
nunber of years it will take for real incone to double is

a. b.
b. 12.
c. 24.
d. 36.
e. 72.

For a given level of private saving, growh in the size of
t he government's budget deficit econom ¢ growt h.
will slow down

will accelerate

will not affect

may accel erate or may retard

is beneficial to

P oo

VWi ch of the follow ng statenments concerning saving is true?

a. An increase in the rate of saving will lead to a short-run
reduction in national inconme, but to |ong-run economc
gr owt h.

b. An increase in the rate of saving will lead to a reduction

in consunption and therefore to both a short run and a
I ong run decrease in national incomne.

c. An increase in the rate of saving will cause an inmedi ate
increase in national incone, but may cause a drop in
national income in the |ong run.

d. Acountry's saving rate is unrelated to its growh rate.

The traditional Neocl assical growth nodel assumes that, with
a given state of technol ogy, increases in the use of a single
factor cause the
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a. average product of the factor to increase.

b. margi nal product of the factor to fall

c. margi nal product of the factor to increase at an
i ncreasing rate.

d. margi nal product of the factor to increase but at a
decreasing rate.

Enbodi ed t echni cal change occurs when

a. older capital equipnent is replaced with different, nore
productive capital equipnent.

b. the capital/labour ratio is increasing.

c. innovations in the organi zati on of production take place
whi ch do not involve changes in the formof capital goods
or raw materials used.

d. techni ques of managerial control are inproved.

e. none of the above.

"Total Factor Productivity' (TFP) is used to nmeasure the

growth in real GDP

a. accounted for by changes in all factors of production but
excl udi ng technol ogi cal changes.

b. accounted for by changes in all factors of production and
i ncl udi ng technol ogi cal changes.

c. that cannot be accounted for by changes in the quantities
of | abour and capital.

d. that cannot be accounted for by changes in technol ogy.

e. that cannot be accounted for by changes in |abour only.

An aggregate production function exhibits increasing returns
to scal e when a one percent increase in |abour input along
with

a. no change in capital produces a one percent increase in

out put .

b. a one percent decrease in capital produces no change in
out put .

Cc. a one percent increase in capital produces no change in
out put .

d. a one percent increase in capital produces one percent
nore out put.

e. a one percent increase in capital produces in excess of a
one percent increase in output.

According to nodern growth theory, if the results from
research and devel opnent (R&D) are subsequently freely
available to all,

a. the market will generate an inefficiently low | evel of
R&D.
b. governnment intervention to pronote R&D will only create

further distortions.

the optimal policy is a tax on R&D

the optimal policy is a tariff on inports of know edge-
i nt ensi ve goods and servi ces.

[oRN @]
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In nmodern growth theory it is understood that increasing
returns to investnment can result fromall of the follow ng
EXCEPT:
a. Investnment costs for followers can be |less than for
pi oneers.
b. Know edge provides the input that allows investnent to
produce increasing returns.
c. Many investnments require large fixed costs, the benefits
of which are available to subsequent firnmns.
The low risk associated with the process of innovation.
e. Early investors create an infrastructure favorable to
fol | owers.

o

G ven the enornous popul ation growh of recent decades, the

present needs and aspirations of the world' s popul ation

CANNOT cone cl ose to being net without

a. enornous increases in financial capital.

b. increasing know edge and techni cal change.

c. reductions in the world's capital stock, as a neans of
controlling the exhaustion of natural resources.

d. coordination of fiscal and nonetary policies.

The poorer states are referred to, by the United Nations, as
newy industrializing countri es.

new y emergi ng econom es.

devel opi ng countries.

devel oped countri es.

none of the above.

Paoow

The NICs are nations that have recently begun to
reduce inport demands.

export raw material s.

i ndustrialize.

reduce export shipnents.

convert to Christianity.

Pao oo

In recent years, the devel opnent gap, especially for the
poorest countries, has

a. not changed.

b. been w deni ng.

c. been cl osing.

d. al nost been el im nated.

The very poorest countries in the world have

a. lowrates of economic growh and | ow rates of popul ation
gr owt h.

b. low rates of econonmic growth and high rates of popul ation
gr owt h.

c. high rates of econonmic growmh and high rates of popul ation
gr owt h.
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d. high rates of economic growh and | ow rates of popul ation
gr owt h.

Al l ocative efficiency occurs when
a. econony's resources are used to produce the "wong"
conbi nati on of products.
b. factors of production are used to nake "right" conbination
of products.
. factors of production are nmaxinized in their use.
factors of production are allowed to idle.
e. none of the above.

[o RN @]

The vicious circle of poverty refers to the

a. exploitation of the devel oping countries by the devel oped
countri es.

b. exploitation of the poor within a devel opi ng country by
other citizens who are weal thy and powerful.

c. fact that the exports of the devel opi ng countries have
been subject to significant price decreases in the |ast
decade.

d. fact that nost devel oping countries are too poor to
generate the saving needed for sustai ned econonic growh

e. need to increase the role of government to stinulate
growth in the econony in the face of bureaucratic
i nefficiency.

Debt rescheduling is the termfor
a. conputing different debt-service paynents based on an
entire schedule of different interest rates.

b. debt servi cing.

c. defaulting on a debt.

d. putting off paynents due today until the future.

e. the recycling of deposits.

A central role in arranging the rescheduling of the debt of

evel opi ng countries was played by the
Congress of the United States.
President of the United States.

I nternational Monetary Fund.

Organi zation of African States.

North American Free Trade Association

cpaocopa

The characteristics of the dom nant devel opnent strategy

bet ween 1945 and the early 1980s can be best described as:

a. lowtariffs, small subsidies to industry, pegged exchange
rates.

b. high tariffs, small subsidies to industry, flexible
exchange rates.

c. high tariffs, large subsidies to industry, pegged exchange
rates.

d. lowtariffs, large subsidies to industry, flexible
exchange rates.



82.

83.

84.

85.

86.

e. lowtariffs, small subsidies to industry, flexible
exchange rates.

Central planning is NOT likely to be effective in
channeling growh into particular industries.
devel opi ng infrastructure.

i ncreasing industrial output.

rai sing national saving rates.

sust ai ning growt h over 1ong periods.

PoooTw

For devel oping countries, inmport-substitution wll
allow for rapid growth in the long run

confer benefits fromtheir conparative advant age.
| ead away from appropriate specialization.

reduce the chances of government corruption

tend to increase the growh of global trade.

PaocoTw

The new vi ew of nodern econom ¢ growth holds that the
nmai nspring of econonic growh is

domesti ¢ saving and investnent.

endogenous technol ogi cal innovation.

| abour force productivity.

natural resource endowrents.

wel | - desi gned fiscal policy.

P oo

An inportant element of the "Wshi ngton consensus” is that

t he governments of devel opi ng countries shoul d

a. adopt sound fiscal policies that avoid persistent
structural budget deficits.

b. increase their defense capabilities.

c. reduce exports so as to inprove the living conditions of
t he peopl e.

d. spend nore noney on devel opi ng nucl ear power.

e. none of the above.

The "Washi ngt on consensus”does NOT include as an el enent

a. adoption of sound nonetary policies by devel opi ng
countri es.

b. broadening the tax base and reducing the nmarginal tax
rate.

c. market oriented devel opnent with trade |liberalization

d. increasing governnent expenditure on social welfare.



Answer Key: But you should be careful and not too trusting!
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