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1. Consider the following two statements: 

I. If there is a surplus in the current account, and private investment exceeds private 

savings, the tax revenues collected by the government must be higher than 

government expenditures. 

II. GDP is defined by the sum of all transactions in the economy. 

 

a. Both statements are true. 

b. Statement I is true and statement II is false.  

c. Statement I is false and statement II is true.  

d. Both statements are false. 

 

2. Consider the following two statements: 

I. The gross domestic product is measured at a particular period and is thus a flow 

concept. 

II. The GDP deflator is measured by subtracting the real GDP from the nominal GDP  

a. Both statements are true. 

b. Statement I is true and statement II is false.  

c. Statement I is false and statement II is true.  

d. Both statements are false. 

 

3. Climate change is currently a hotly debated issue. One consequence of the climate 

change for the European countries might be an increase in the yearly rainfall. An 

increase in the yearly rainfall has negative consequences for the public infrastructure 

due to corrosion. An increase in the yearly rainfall may therefore be represented by an 

increase in 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/labor ratio increases, output increases, consumption may increase or 

decrease. 

b. Capital/labor ratio increases, output increases, consumption increases. 

c. Capital/labor ratio may increase or decrease, output may increase or decrease, 

consumption may increase or decrease.  

d. Capital/labor ratio decreases, output decreases, consumption may increase or 

decrease. 
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4. Consider an economy in which output in period t is produced by the Cobb–Douglas 

production function Yt= Kt
b
Lt

1-b
.Yt is output at time t, Kt is capital at time t, Lt is labor 

employment at time t. The initial savings rate is 5% of output, the capital depreciation 

rate is 5% per year. Labor input is constant at 100 and b equals 0.5. Output in the 

steady state equals 

a. Y = 100 

b. Y = 200 

c. Y = 400 

d. Y = 1000 

 

 

5. Under the same assumptions as in question 4, consumption in the steady state equals 

a. C = 85 

b. C = 90 

c. C = 95 

d. C = 950 

 

 

6. The Solow residual measures: 

a. the average growth rate of productive inputs minus an adjustment for 

technological progress.  

b. the share of net income that goes to the capital owners. 

c. the portion of growth in output that cannot be attributed to the growth of 

inputs. 

d. the dynamic efficiency of an economy. 

 

 

7. The government introduces a minimum wage that is lower than the equilibrium wage. 

What is the effect on the labor market? 

a. The demand for labor falls. 

b. Labor supply increases 

c. There is no effect 

d. The demand for labor falls and the supply of labor increases. 

 

 

8. Which of the following statements on the relationship between labor demand, the real 

wage rate and the marginal product of labor is correct? 

a. Labor demand, the real wage rate and the marginal product of labor are not 

related at all. 

b. A profit maximizing firm employs labor such that the marginal product of 

labor exceeds the real wage rate. In this case, each worker’s contribution to 

output is larger than the real wage rate. 

c. A profit maximizing firm employs labor to the point at which the real wage 

rate equals the marginal product of labor. 

d. A profit maximizing firm employs labor such that the marginal product of 

labor is smaller than the real wage rate. In this case, workers can afford to buy 

more products. 

 

  



9. Assume that we observe a shift to the right of the country–wide labor demand curve. 

Which of the following news headlines is NOT consistent with this observation? 

a. “Hurricane destroys the country’s transport infrastructure.” 

b. “Government invests into the country’s transport infrastructure.” 

c.  “Government decreases the employers’ share for social insurance.” 

d. “Software company releases the copyright for software.” 

 

10. If governments can borrow at a lower interest rate than the private sector, then 

a. It is possible that the Ricardian Equivalence no longer holds 

b. This provides a possibility for the private sector to indirectly borrow at a lower 

interest rate through the borrowings of the government 

c. A balanced budget in every period can be inefficient 

d. All of the above 

 

 

11. A household earns an income equal to 5000 euros today and to 10000 euros 

tomorrow. If the real interest rate is equal to 25%, what is the household’s real wealth 

i) in terms of today’s consumption ii) in terms of tomorrow’s consumption? 

a. i) 13000 ii) 15000 

b. i) 15000 ii) 16250 

c. i) 13000 ii) 16250 

d. i) 15000 ii) 15000 

 

12. Fill in the missing words: The amount of investments needed in order to build an 

optimal capital stock depends _______ on the real interest rate, _______ on the 

marginal productivity of capital, and ______ on the change in real GDP. 

a. negatively, positively, positively 

b. negatively, negatively, positively  

c. negatively, positively, negatively 

d. positively, positively, positively 

 

13. Suppose S = price of 1 euro in American dollars; Pb = is the price level of goods in 

Belgium; Pu = price level of goods in the US. Then:  

a. The real exchange rate is defined as Pb/S*Pu; a rise in this exchange rate points 

to a real appreciation of the dollar. 

b. The real exchange rate is defined as Pu/S*Pb a rise in this exchange rate points 

to a real appreciation of the euro. 

c. The real exchange rate is defined as S*Pu /Pb; a rise in this exchange rate 

points to a real appreciation of the dollar. 

d. The real exchange rate is defined as S*Pb /Pu; a rise in this exchange rate 

points to a real appreciation of the euro. 

 

14. The monetary base is equal to 

a. The sum of currency in circulation and the reserves of commercial banks.  

b. The sum of currency in circulation and currency held by commercial banks.  

c. The sum of currency and gold reserves. 

d. The sum of currency in circulation and sight deposits of commercial banks. 

 

  



15. Consider the following two statements:  

I. The money demand increases when the central bank lends less money to 

commercial banks.  

II. When the central bank holds more reserves, the reserve multiplier increases. 

a. Both statements are true. 

b. Statement I is true and statement II is false.  

c. Statement I is false and statement II is true.  

d. Both statements are false. 

 

 

16.  Which of the following statements holds with respect to a point above the IS–curve? 

a. No equilibrium on the goods market can be reached above the IS–curve since 

aggregate demand is smaller than aggregate supply in such a situation. 

b. No equilibrium on the goods market can be reached above the IS–curve since 

aggregate demand is larger than aggregate supply in such a situation. 

c. The goods market is also in equilibrium at a point above the IS–curve. 

d. Aggregate demand is always smaller than aggregate supply in the IS/TR– 

model, irrespective of whether the country is above, on or below the IS–curve. 

 

17. Which one of the following curves is downward sloping? 

a. The TR-curve 

b. The long run aggregate supply curve 

c. The short run aggregate demand curve 

d. The financial integration line (IFM) 

 

 

18. The TR curve shifts if  

a. The money demand changes. 

b. The natural interest rate changes. 

c. The interest rate changes. 

d. The output changes. 

 

 

19. Assume fixed exchange rates with perfect capital mobility. Which statement 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. 

 

 

20. What does the so called “classical dichotomy” refer to? 

a. Real variables do not affect nominal variables 

b. Nominal variables do not affect real variables 

c. Nominal variables affect real variables only rarely 

d. None of the above 

  

 

 



21. Consider the following two statements: 

I. In a neoclassical general equilibrium model, monetary policy has no influence on 

the real production and employment. 

II. Monetary policy only influences output and employment when wages and prices 

are not fully flexible. 

a. Both statements are true. 

b. Statement I is true and statement II is false. 

c. Statement I is false and statement II is true. 

d. Both statements are false. 

 

22. Look at the figure below. What relation is described in the figure? 

 

 
 

a. Okun’s law 

b. Aggregate Supply 

c. Aggregate Demand 

d. Battle of the Mark-Ups 

 

23. In a closed economy. When the TR-curve shifts up, what happens to the short-run AD 

curve? 

a. The short run AD curve will shift to the right. 

b. The short run AD curve will shift to the left. 

c. It depends on the reason why the TR curve shifts upwards. If it shifts upward 

because of a higher inflation rate, than the AD curve will shift to the right.  

d. It depends on the reason why the TR curve shifts upwards. If it shifts upward 

because of a lower inflation rate, than the AD curve will shift to the right.  

 

 

24. The Phillips–curve displays the relationship between: 

a. unemployment and the inflation rate. 

b. economic growth and unemployment. 

c. economic growth and the inflation rate. 

d. governmental demand for goods and services and unemployment. 
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25. In the long run the Phillips curve is 

a. Negatively sloped 

b. Positively sloped 

c. Flat 

d. Vertical 

 

26. In a closed economy, we see an upward shift of the AD-cruve (from A to B). Which 

of the following statements is correct? 

 
a. A shift of the short run AD-curve can only be achieved through a change in 

the monetary policy conducted by the central bank.  

b. The additional demand will drive up prices and therefore part of the additional 

demand is eaten up by inflation. That’s why the short-run equilibrium is at 

point B and not point C or D. 

c. At point B, the economy is not in its long run equilibrium. The AS-curve shift 

down because inflation expectations change and the new equilibrium will be at 

point C. 

d. We will for sure see an upward shift of the AS curve in the next period 

because of an increasing underlying inflation, regardless of the inflation target 

of the central bank. 

  

27. Menu costs: 

a. Are important in the Keynesian’s view  

b. Are administrative costs associated with changing prices, relabeling packages 

and advertising these changes 

c. Help explaining why firms adjust prices only infrequently 

d. All of the above 
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28. What does the figure below show? (DM = Deutsche Mark): 

 
 

a. A peak in the Phillips curve for the US around 1979. 

b. A demand shock for the OECD countries.  

c. A supply shock for the OECD countries 

d. A peak in the Phillips curve for Saudi Arabia around 1979. 

 

29. Investment expenditures are: 

a. Procyclical 

b. Countercyclical 

c. Acyclical 

d. Both b and c are correct 

 

30. Typically the behavior of prices is 

a. Procyclical 

b. Countercyclical 

c. Acyclical 

d. Both b and c are correct 

 

31. To what does “seignorage” refer? 

a. The government’s exploitation of the central bank’s monopoly power to create 

money to purchase real resources  

b. A reduction in the public debt through inflation 

c. The ability that the government has to raise fiscal revenues through taxation 

d. All of the above 

 

32. Given: B =Public debt; M0 =monetary base; P = price level; G =Gov’t. spending; T = 

tax revenues; r = interest rate. The budget constraint of the government can be written 

as (replace the “?” by the options below): 

 

 

a.  “+” and “+” 

b. “-” and “-” 

c. “-”  and “+” 

d.  “+” and “-” 
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33. What does the “equity-efficiency trade off” refer to? 

a. The fact that an allocation which is efficient might not be fair. 

b. The fact that in order to achieve an equitable distribution of income, 

governments need to use measures, like income taxes, that create distortions. 

c. The fact that an outcome which is fair is not necessarily efficient. 

d. All of the above 

 

 

34. What is the Laffer curve? 

a. A relationship between inflation and the average tax rate 

b. A relationship between total tax income and inflation 

c. A relationship between growth rate of GDP and average tax rate 

d. A relationship between average tax rate and total tax income 

 

 

35. Consider the following relationship: (1+it) =(1+it*) St/Ft 

Where i is the domestic interest rate, i* is the foreign interest rate, St is the spot 

exchange rate and Ft is the forward exchange rate. This relationship represents 

a. The uncovered interest parity and it is not satisfied empirically 

b. The covered interest parity and it is satisfied empirically 

c. The uncovered interest parity and it satisfied empirically 

d. The covered interest parity and it is not satisfied empirically. 

 

 

36. The yield on a share depends on 

a.  the dividend 

b.  the change in the share price 

c. Tobin’s q 

d.  a and b are correct 

 

37. The “yield curve" shows 

a. Usually an upward slope but the slope may decrease if the central bank is 

expected to announce in the near future an increase in the short term interest 

rate. 

b. Usually an upward slope but the slope may decrease if the central bank is 

expected to announce in the near future a decrease in the short term interest 

rate.  

c. Usually a downward slope but the slope may increase if the central bank is 

expected to announce in the near future a decrease in the short term interest 

rate. 

d. Usually a downward slope but the slope may increase if the central bank is 

expected to announce in the near future an increase in the short term interest 

rate. 

 

38. Which of the following factors have a positive impact on economic growth, if we 

control for other influences? 

a. Birth rate and initial per capita income. 

b. Law and initial per capita income. 

c. Life expectancy and rule of law. 

d. Life expectancy and birth rate. 



39. The electoral business cycle theory implies that 

a. left wing parties are more like to implement expansionary policies than right 

wing parties 

b. the incumbent government might employ an expansionary policies shortly 

before the election date 

c. it takes normally some time before an expansionary policy has an effect 

d. None of the above. 

 

40. Which of these lags is NOT supported by the neo-classics as a reason for ineffective 

macroeconomic stabilization policy? 

a. Recognition lag 

b.  Decision lag 

c. Political lag 

d.  Implementation lag 


