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Question 1 

Saving (S), investment (I), taxes (T), public expenditure (G) , exports (X) and imports (Z) are 
linked in by the key accounting identity (S-I)+(T-G)=(X-Z). Suppose that the country exports 
more than it imports. Then you conclude that: 

a. The private sector is a net borrower 
b. The country as a whole is net borrower  
c. The public sector is a net borrower 
d. None of the above 

 

Question 2 

Assume that the nominal interest rate is 10% and is also expected to stay at this level. The face 
value of a risk-free bond with a one year maturity is 100€ and the face value of a risk-free bond 
with a two year maturity is also 100€. According to the no-profit rule, then the price of the one 
year maturity bond should be (A)________ € and the price of a bond with the two year maturity 
should be (B)__________ 

a. (A) 90,90 (B) 82,64  
b. (A) 95,34 (B) 45,45 
c. (A) 90,90 (B) 90,90 
d. (A) 110,00 (B) 95,34 

 

Question 3  

In the absence of patent protection, which ONE of the following would be true? 

a. The private production of useful knowledge would be less than in the presence of patent 
protection. 

b. Economies would converge slower to steady states. 
c. Technical innovation would be impossible. 
d. All of the answers given would be true. 

 

Question 4 

Consider the Mundell-Fleming model with flexible exchange rates and perfect capital mobility. 
Which ONE of the following statements is true? 

a. Fiscal policy is ineffective 
b. The Central Bank loses her monetary independence  
c. Fiscal and monetary policies are both ineffective in the short run 
d. None of the above. 



Question 5 

Which ONE of the following statements is correct? 

a. The short run aggregate supply curve links an increase in prices to an increase in 
production 

b. The short run aggregate demand curve links an increase in prices to an increase in 
production 

c. The short run aggregate demand curve implies that production and prices are 
independent 

d. The long run aggregate supply curve implies that production is determined by prices 
 

Question 6 

When the wage level has been negotiated by unions and is fixed higher than the equilibrium 
wage 

a. then there exists no voluntary unemployment 
b. then unemployment benefits increase  
c. then involuntary unemployment is lower compared to the situation where wages are at 

the equilibrium level 
d. None of the above 

 

Question 7 

Which ONE of the following is NOT a function of money 

a. it serves as a unit of account 
b. it is a medium of exchange 
c. it stores value 
d. it has an intrinsic value 

 

Question 8  

The Big Mac index is used to compare 

a. the interest rate of different countries 
b. the purchasing power of different currencies 
c. the inflation rate of different countries 
d. None of the above 

 

 

 

 



Question 9 

Which ONE of the following is NOT an adverse supply shock? 

a. An immigration wave that increases the labor force 
b. An increase in the price of oil 
c. An increase in corporate taxes 
d. The loss of human capital after a war 

 

Question 10                   

In the last years, most European countries have been suffering from very hard winters. A 
decrease in the temperature and more ice and snow have negative consequences for the 
public infrastructure and are likely to increase the depreciation rate δ in the Solow growth 
model. What are the long–run consequences of this increase in δ if the following figure 
displays the most important equations of the Solow growth model? 

 

a. Capital/effective labor ratio stays constant, output increases, consumption may 
increase or decrease.  

b. Capital/effective labor ratio decreases, output decreases, consumption may increase 
or decrease.  

c. Capital/effective labor ratio stays constant, output may increase or decrease, 
consumption may increase or decrease. 

d. Capital/effective labor ratio decreases, output decreases, consumption decreases.   
 

 

 

 

 

 

0

investments, 
depreciation  

ys 

*k ALK /

kan )( 



Question 11 

Which ONE of the following is true concerning effective labor in a Solow model of economic 
growth? 

a. Effective labor is equal to the value of human capital less depreciation.  
b. Effective labor is equal to the actual labor input less an adjustment for average 

unemployment in the economy.  
c. Effective labor may grow even if the overall population of the country declines. 
d. None of the other answers given here are correct. 

 

Question 12 

Forward-looking behavior of consumers is consistent with  

a. The Ricardian equivalence 
b. The Money multiplier 
c. The Golden Rule of capital accumulation 
d. The no-profit rule 

 

Question 13 

Consider the IS-LM model without international capital flows. Everything else equal, what is 
the effect of an increase in taxes? 

a. It moves the IS curve leftwards 
b. It moves the LM curve leftwards 
c. It moves the IS curve rightwards 
d. It moves the LM curve rightwards 

 

Question 14 

Which ONE of the following represents a way to stabilize public debt? 

a. Printing of money 
b. Increasing taxes 
c. Increasing the growth rate of the economy  
d. All of the above     

 

 

 

 

 



Question 15 

How much firms decide to invest depends on the size of the optimal capital stock. The optimal 
capital stock in turn 

a. depends negatively on the opportunity costs of investment 
b. depends negatively on the interest rate 
c. depends positively on the level of labor productivity 
d. All of the above 

 

Question 16 

Country C is a closed economy, two products are consumed: beer and apple juice. The following 
information for the years 2008 to 2010 is given: 

Year Liters of 
beer 

Liters of 
apple juice 

Price of a 
liter beer 

Price of a liter 
apple juice 

2008 100 100 10 10 

2009 140 60 15 12 

2010 125 125 16,25 17,5 

 

When 2008 is the base year, which ONE of the following is true? 

a. The CPI in 2010 is higher than the GDP deflator in 2010 
b. The CPI in 2010 is equal to the GDP deflator in 2010  
c. The CPI in 2009 is higher than the GDP deflator in 2009 
d. The CPI in 2009 is equal to the GDP deflator in 2009 

 

 

 

 

 

 

 

 

 

 

 



Question 17 

 

The figure above shows: 

a. The Phillips curve 
b. The Beveridge curve 
c. Okun’s law 
d. The Laffer curve 
 
 

Question 18 
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In the diagram above Y1 is the present income; Y2 is the future income; r is the real interest rate 
between the present and the future. If the real interest rate would decrease, which ONE of the 
following will be true of intertemporal budget constraint? 

a. It will rotate counterclockwise from point D. 
b. It will rotate clockwise from point B. 
c. It will rotate clockwise through point A. 
d. It will rotate counterclockwise through point A  

 

 



Question 19 

The Ricardian equivalence implies that: 

a. If taxes are reduced the households will consume more 
b. If public spending is financed entirely by taxes, the individual consumption 

possibilities decrease  
c. Whether a government runs a deficit or not in order to pay for public spending has 

no effect on individual consumption possibilities  
d. Any outstanding debt must be repaid 

 

Question 20 

Which ONE of the following is NOT a public good? 

a. Foreign affairs 
b. Good weather 
c. Knowledge 
d. Patented innovation 

 

Question 21 

Under the assumption of sticky prices, an increase in (A) ________  leads to an increase in (B) 
________ 

a. (A) GDP  (B) inflation 
b. (A) Money supply (B) inflation 
c. (A) Money supply (B) GDP 
d. (A) Inflation (B) GDP 

 

Question 22 

The expectations augmented Phillips curve 

a. Stresses the importance of expectations in the determination of prices 
b. is not valid in the long run 
c. cannot account for changes in non-labor costs 
d. gives us the aggregate demand curve 

 

 

 

 

 



Question 23 

Which ONE of the following factors is NOT relevant for the determination of wages set 
through collective negotiations? 

a. Productivity gains 
b. Supply shocks 
c. The state of the business cycle 
d. Underlying inflation 

 

Question 24 
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For a small economy that begins in a long-run equilibrium at point A, there is an adverse supply 
shock that shifts the short-run aggregate supply curve from AS to AS´. If wage negotiators know 
that the central bank will in response conduct an expansionary monetary policy. Which ONE of 
the following describes best the ultimate path the economy will take? 

a. A to B to C. 
b.  A to D to A. 
c. A to D to C. 
d. A to E to A. 

 

Question 25 

Modern Keynesian and neoclassic views differ essentially about which ONE of the following? 

a. Whether expectations of the future have an impact on economic choices and behavior in 
the present. 

b. The importance of intertemporal budget constraints for households, firms, governments, 
and nations. 

c. The usefulness of a concept of equilibrium unemployment to characterize labor markets 
in the long run. 

d. The relative size of the output gap and the speed of adjustment for the macroeconomy to 
eliminate output gaps in the absence of macroeconomic policy intervention. 
 
 



Question 26 

An upward sloping labor supply implies that: 

a. the income effect from a wage increase dominates the substitution effect  
b. the substitution effect from a wage increase dominates the income effect  
c. there is no income effect 
d. none of the above 

 

Question 27 

Consider the following two statements 

I. Demand policies aimed at smoothing out the fluctuations of the economy are not always 
successful because it normally takes some time to implement the policy 

II. Inflation is costly because it distorts relative prices. 
 

a. Statement I and II are both true 
b. Statement I and II are both false 
c. Only statement I is true 
d. Only statement II is true 

 

Question 28 

In the long run… 

a. inflation is zero 
b. capital per worker is constant 
c. the real exchange rate is one 
d. unemployment is independent from inflation  

 

Question 29 

Canada is a small open economy with a flexible exchange rate system. Starting from the 
situation where the Canadian interest rate is equal to the foreign rate of return, what happens 
when the Canadian central bank implements a restrictive monetary policy? 

a. Capital outflow and a rise in domestic GDP 
b. Capital inflow and a rise in domestic GDP 
c. Capital inflow and a fall in domestic GDP 
d. Capital outflow and a rise in domestic GDP 

 

 

 



Question 30 

Think about the Keynesian Cross. The desired demand schedule is flatter then the supply (45°) 
schedule because 

a. households like to smooth consumption 
b. people borrow more when they are young 
c. consumption is more volatile than investment 
d. people consume less when prices are higher 

 

Question 31 

Which ONE of the following statements concerning central banks is true? 

a. Central banks control directly M1 
b. Central banks are often independent because there is a conflict between the long run 

price stability objective and the short run growth and unemployment objective 
c. The Central Bank increases the interest rate to increase the money supply 
d. Central Banks are the only institutions that can create money  

 

Question 32 

Sovereign nations are sometimes willing to default on the external debt because honouring the 
debt could demand a very long sequence of [(A)______] but defaulting on externally held debt 
would mean [(B)______] until international lenders are willing to trust them again. 

a. (A) government budget surpluses; (B) government budget balances 
b. (A) government budget surpluses; (B) PCA balances 
c. (A) PCA surpluses; (B) government budget balances 
d. (A) PCA surpluses; (B) PCA balances 

 

Question 33 

I have the choice to invest in two equally risky assets at home or abroad. The interest at home is 
3% and the interest rate abroad is 6%. For the uncovered interest parity to be fulfilled, what 
must happen? 

a. My currency has to depreciate by 3% 
b. My currency has to appreciate by 3% 
c. My currency has to appreciate by 9% 
d. My currency has to depreciate by 9% 

 

 

 



Question 34 

Suppose that the central bank follows a monetary policy which is dictated by the Taylor rule. 
Which ONE of the following in true? 

a. The TR curve shifts left when output is above the equilibrium output 
b. The TR curve shifts left when actual inflation is above the inflation target 
c. The TR curve shifts right when the central bank decreases its inflation target 
d. The TR curve shifts right when the central bank increases the natural interest rate 

 

Question 35  

Suppose that in country A the reserve ratio of the commercial banks (rr) is 20%. The currency 
in circulation (C), banknotes and coins, amounts to 20 million and the reserves (R) equal 100 
million. What is the total amount of M1 in country A? 

a. 100 million 
b. 120 million  
c. 500 million 
d. 520 million 

 

Question 36 

The Schumpeterian Theory of Innovation states that 

a. Innovations are most likely to occur when the economy is booming because then most 
resources for research and development (R&D) are available 

b. When growth slows down some entrepreneurs take more risks and invest more heavily 
in R&D. 

c. Innovations can only be generated if the government ensures the enforcement of 
property rights and offers the creators of new technologies protection in form of patents 

d. The enforcement of property rights is crucial for economic growth. 
 

Question 37 

Consider an economy without technological progress. Output is produced by the Cobb-Douglas 

production function LKY  . The growth rate of labor is n = 0,05 and the depreciation rate 
of capital is δ = 0,05. What is the capital labor ratio (k=K/L) in the Golden Rule steady state? 

a. 4'k  

b. 5'k  

c. 5'k  

d. 25'k  
 



Question 38 

Which ONE of the following is true of the ratio Tobin’s q? 

a. It depends negatively on the replacement cost of installed capital. 
b. It depends positively on the change in output. 
c. It depends positively on the marginal rate of intertemporal substitution 
d. It depends negatively on the marginal cost of installing new equipment. 

 

Question 39 

Ignoring errors and omissions in the balance of payments accounts, if official interventions 
(OFF) are positive, what may we conclude? 

a. That either the current account (CA) or the private financial account (FA) was in deficit 
b. That both the current account (CA) and the private financial account were in deficit 
c. That either the current account (CA) or the private financial account (FA) was in surplus 
d. That both the current account (CA) and the private financial account were in surplus 

 

Question 40 

Which ONE of the following does NOT imply a market failure? 

a. Information asymmetries 
b. Externalities 
c. High marginal costs 
d. Public goods 
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