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1. Refer to the table below.

Gross National Product (GNP) Components $ billion
Private consumption expenditure 300
Government consumption expenditure 50
Gross domestic fixed capital formation 40
Increase in inventory 8
Depreciation 5
Indirect taxes 4
Subsidies 2

Net exports of goods and services 20

Net income from abroad -10

The net national product at factor cost (in $billion) is

A. 399
B. 401
C. 403
D. 405

2. The existence of a deflationary gap indicates that

(1) there 1s a gap between real income and nominal income, and the gap 1s caused by

deflation.

(2) there 1s a gap between the actual deflation rate and the expected deflation rate.
(3) there 1s excess supply for aggregate output at the full employment level of income.

A. (1) only
B. (3) only
C. (1) and (2) only
D. All of the above

3. Unintended inventory investment

A. is not included in investment.

B. is gross investment minus capital consumption allowances.

C. is zero when actual aggregate expenditure equals total output.

D. can be negative.
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4. In which of the following circumstances will the value of income multiplier in the
IS-LM model be the same as that in the elementary Keynesian model?

(1) The LM curve is perfectly interest inelastic.
(2) The IS curve is perfectly interest inelastic.
(3) The LM curve is perfectly interest elastic.
(4) The IS curve is perfectly interest elastic.

(1) ~ (3) only
(1) ~ (4) only
(2) ~ (3) only
(2) ~ (4) only

oo w>

5. Which of the followings is an example of automatic stabilizer?

(1) Expansionary monetary policy.
(2) Contractionary fiscal policy
(3) Increase profit tax rate when the economy is too hot.

A. (3) only

B.(1) -~ (3)only
C.(2) ~(@3)only

D. None of the above.

6. The following table shows how the consumption expenditure is related to the
income of a closed economy without a government.

Consumption expenditure | 100 150 200 250 300 350
Income 0 100 200 300 400 500

Suppose the planned investment is 40 and the planned consumption is always
realized. Which of the following statements is correct ?

A. The equilibrium income is 200.

B. The amount of planned investment is 100 when the income is 400.
C. The amount of unplanned investment is 10 when the income is 300.
D. unplanned investment is always equal to planned investment.
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7. According to the equation of exchange, if money supply is rising, which of the
following is correct ?

A. Price level must be rising.

B. Both price level and real output must be constant must be falling.
C. The velocity of circulation of money will change at the same rate
as real output.

D. None of the above.

8. In an economy the growth rate of nominal GDP is negative and rising while the
population growth rate and the inflation rate are both positive. It means that

A. the per capita real GDP must be rising.

B. the growth rate of real GDP must be falling.

C. both per capita nominal GDP and real GDP are falling.
D. the per capita real GDP cannot be determined.

Consumption
A C2

\
/01

0 > [ncome
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10. Consider the following diagram :

S, |
A S = saving
S I = investment
Y = income

\4

Which of the following are true at Yy ?

(1) Unplanned investment is smaller than zero.
(2) Realized investment is higher than realized saving..
(3) Inventory decreases.

(1) ~ (2) only
(1) ~ (3) only
(2) ~ (3) only
(O RNCIRNE)

OO0 >

11. Price level in 1S-LM model

A. is an exogenous variable.

B. has upward pressure when LM curve shifts to the right.
C. has downward pressure when IS curve shifts to the left.
D. is determined in money market.

12. When central banks use interest rate (rather than money supply) as their
instrument of monetary policy, LM curve

A. cannot be derived.

B. is a horizontal line.
C. is avertical line.

D. is downward sloping.
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13. In a closed economy without a government sector:

I = 30-100r I = investment

S = 01Y r = interest rate

Md = 50+ 0.5Y - 400r S = saving

Ms = 200 Y = national income
Md = money demand

Ms = money supply
When'Y =200 and r = 0.4, there is an in the market.

A.excess demand ... product
B.excess demand ... money
C.excess supply ... product
D.excess supply ... money

14. The existence of a liquidity trap
A. leads to a fall in general price level.
B. makes the fiscal policy completely ineffective.
C. leads no crowding out effect.

D. means that asset demand for money is perfectly interest inelastic.

Study the following information about a banking system in an economy and answer
Question 15 and 16.

The cash-deposit ratio of the economy is 5% and no banks hold any excess reserves.

15. If the require reserve ratio is 5% and the reserves held by banks are $1000, the
current amount of money supply and monetary base are and

respectively.

A. $20 000 ... $2 000
B. $20 000 ... $1 000
C. $21 000 ... $2 000
D. $21 000 ... $1 000
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16. If the required reserve ratio is 20% and the monetary base remains unchanged, the
total amount of deposit will be and the amount of money supply will be

A.$4 000 ... $4 400
B.$5000 ... $5 250
C.$6 000 ... $6 300
D.$8 000 ... $8 400

17. If there is a decrease in the liquidity preference of an economy, the money supply
will and the velocity of circulation of money will

A. decrease ... decrease
B. decrease ... increase
C. remain constant ... decrease
D. remain constant ... increase

18. According to the elementary Keynesian model, whether increasing government
expenditures or issuing consumption coupons is a more efficient way to boost the

economy?

A. Government expenditures, as issuing consumption coupons brings

inflation.

B. Government expenditures, as the government would expend all of the
money.

C. Consumption coupons, as the administration of the government is
inefficient.

D. Consumption coupons, as consumers can only use them to pay for
consumptions.
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19.
Interest rate LM
A
\ . A
\ )
0 > Income
At point A of the above diagram, there is an in the goods market and
an in the money market.

A.excess demand ... excess demand
B.excess demand ... excess supply
C excess supply ... excess supply
D.excess supply ... excess demand

20. Which of the following can explain the shift of the total demand for money
curve from MdO to Md1 ?

Interest rate (% )

A

Md;

0 Mdo > Quantity of money

A. an increase in inflationary expectations.

B. a fall in bond prices.

C. expectations of a fall in bond prices.

D. the government issues consumption coupons.
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21. Along that section of any given short run Philips curve that lies to the left of the
long run Philips curve, the actual inflation rate is than the expected
inflation rate, and the actual unemployment rate is than the natural
rate of unemployment.

A. lower ... higher
B. lower ... lower

C. higher ... higher
D. higher ... lower

22. Moving along an IS curve,

A. the interest rate is constant.

B. the level of consumption is constant.

C. the planned investment and realized investment are equal.
D. the price level is falling.

23. The nominal interest rate and the expected inflation rate are 9% and 5%
respectively. If the actual inflation rate turns out to be 3%, then the realized

real rate of interest will be and the real rate of return on holding cash
will be

A. 4% ...-3%

B. 4% ... -9%

C.6% ... -3%

D. 6% ... 9%

24. Which of the followings will raise the natural rate of unemployment?

A. More vocational trainings are provided by the authority.

B. There are more frequent changes in the relative contribution of different
industries to GDP.

C. The central bank practices a contractionary monetary policy.

D. A new internet service is introduction to provide the latest information of
the job market.
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25.
Good Y

A

1A

A
20

> Good X

In the above diagram, AA is the production possibility frontier of country A.
Suppose the terms of trade is 1. The net gain of country A for each unit of its
import is unit of good X.

A.1/6
B.1/5
C.1/4
D.1/3

26. The huge trade deficit of Unites States against China can be explained by

A. lower production costs in China.

B. the powerful labor unions in United States.
C. the underestimated RMB.

D. the negative national saving in United States.

27. If a 20% revaluation of a country’s currency results in a rise in its volume o
imports by 10% and a fall in its volume of exports by 15%, we can conclude that

A. its balance of trade will improve by 15%.

B. its terms of trade will worsen by 5%.

C. its balance of payments will improve by 15%.
D. None of the above.

10
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28. Under a fixed exchange rate system, when a currency is said to be under-valued, it
means that is greater than

A. domestic inflation rate ... foreign inflation rate.
B. foreign inflation rate ... domestic inflation rate.
C. its fixed rate ... the equilibrium rate.
D. the equilibrium rate ... its fixed rate.

29. Suppose the terms of trade index for a country in Year 1 and Year 2 were 115

and 105 respectively. Based on this information, we CANNOT conclude that
compared to Year 1,

(1) the price of exports in Year 2 has fallen.
(2) the volume of exports in Year 2 has fallen.
(3) the balance of trade in Year 2 has improved.

A. (1) only

B. (1) and (3) only
C. (2) and (3) only
D. (1), (2) and (3)

30. Which of the followings are the advantages of practicing fixed exchange rate
system?

(1) more stable.
(2) lower the fluctuations of domestic price level
(3) independent monetary policy

A. (1) only.

B. (3) only.

C. (1) and (2) only.
D. None of the above.

11
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2B
Checker’s Question No. 1
Initial

Name one similarity and one difference between the terms in each of the following
pairs:

(a) Current account; Capital and Financial account
(b) Linked exchange rate system; Fixed exchange rate system
(c) High-power money; money supply
(d) Purchasing-power parity; law of one price
(e) CPI; GDP deflator
(4 Marks@pair)

Prepared by James Lo. All Rights Reserved.
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2B
Checker’s Question No. 2
Initial

(a) What is stagflation? (2 Marks)

(b) Can deflation and unemployment coexist? Explain (4 Marks)
(c) Can inflation and unemployment coexist? Explain. (4 Marks)

Prepared by James Lo. All Rights Reserved.
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2B
Checker’s Question No. 3
Initial

(a) State the paradox of thrift? (2Marks)
(b) Does the paradox hold in the context of a closed-economy ISLM model?
(8 Marks)

Prepared by James Lo. All Rights Reserved.
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2C
Checker’s Question No. 4
Initial

The chairperson of the Federal Reserve (The central bank of US), Ben Bernanke, is
dubbed as the “Helicopter Ben”, to describe his policy recommendation of printing
excessive money to save any recessing economy.

(a) Use the ISLM model to justify his recommendation. (3 Marks)

(b) Use quantity theory of money to predict the drawbacks of such a policy. (3 Marks)

(c) Name two other drawbacks of the policy with brief explanations. (4 Marks)

(d) An economist foresees that, under globalization, global inflation rate will keep low
in his remaining life. Try to explain it with the quantity theory of money. (3 Marks)

Prepared by James Lo. All Rights Reserved.
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2C
Checker’s Question No. 5
Initial

Some major Asian countries are considering forming a common currency like Euro in
Europe.

(a) If it is announced that a common currency will be put in place, will you expect it
to appreciate or depreciate relative to original local currencies? (3 Marks)

(b) Based on your answer above, state one disadvantage of adopting it? (3 Marks)

(c) If Hong Kong government is considering re-pegging the Hong Kong dollar with
another currency. Which currency will you choose? Why? (2 Marks)

(d) Based on the your answer in (c), state one disadvantage of pegging the currency
you have chosen. (2 Marks)

(e) If Hong Kong dollar does not peg to any currencies anymore. Will there be more
or less fluctuations of the domestic price level? (3 Marks)

Prepared by James Lo. All Rights Reserved.
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Ma rks
Marker No. Candidate No.
Examiner No. Paper / Section 2C
Checker’s Question No. 6
Initial

(a) Prove balanced budget multiplier is equal to 1 even when there is proportional

income tax. Show steps. (5 Marks)
(b) Derive IS curve under full employment production level. (3 Marks)

(c) Show the effects of a balanced budget expansionary fiscal policy under full
employment production level with ISLM model. (4 Marks)

(d) “Fiscal policy is ineffective in the long run.” Explain. (2 Marks)

Prepared by James Lo. All Rights Reserved.
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