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1. In an AS-AD model of the Spanish economy the continued 
blockade of the Strait of Hormuz is most likely to generate 
(a) deflation. 
(b) persistent disinflation. 
(c) stagflation. 
(d) None of the above 
 
2. The purchase of public debt (e.g., T-bills) by the central bank 
(a) as a monetary policy measure in the money multiplier 

model, is not equivalent to an increase in the reserve ratio. 
(b) is an expansionary fiscal policy. 
(c) is a contractionary monetary policy. 
(d) increases the interest rate in the IS-LM model. 
 
3. The real wage is   
(a) what workers must really pay to get a job. 
(b) the purchasing power of the wage. 
(c) the wage multiplied by some price index (such as the CPI). 
(d) None of the above 
 
4. Mainstream macroeconomics claims that, in the long run, 
(a) monetary policy cannot modify the real wage but can 

modify GDP and the unemployment rate. 
(b) fiscal policy cannot affect the inflation rate. 
(c) the aggregate supply increases with the inflation rate. 
(d) None of the above 
 
5. What does fiscal policy cause in the IS-LM model? 
(a) A shift to the right of the LM relation if expansionary. 
(b) A shift to the right of the IS relation if contractionary. 
(c) A change in the interest rate in Blanchard’s IS-LM model. 
(d) None of the above 
 
6. What cannot explain a dollar depreciation against the euro?  
(a) A rise in the euro area interest rate 
(b) A rise in the US GDP when the euro area GDP falls 
(c) A rise in the US inflation rate 
(d) None of the above 
 
7 The money multiplier measures 
(a) the impact on M1 of a fall in the tax rate. 
(b) the impact on GDP of a fall in M1. 
(c) how deposits affect the inflation rate. 
(d) None of the above 

 
8. Which sentence is not false?   
(a) The IS relates inflation rate to GDP 
(b) The Phillips curve relates interest rate to unemployment rate 
(c) Okun’s law relates GDP to exchange rate 
(d) The aggregate supply function does not relate GDP to the 

supply of money by the central bank 
 

9. In which case some of the parameters or variables listed is 
not explicitly used or determined in the model indicated firstly?  
(a) 45-degree, propensity to consume, public spending, tax rate 
(b) IS-LM, consumption, GDP, interest rate, amount of money 
(c) AS-AD, inflation rate, GDP, unemployment rate 
(d) money multiplier model, liquidity ratio, reserve ratio, 

monetary base 
 
10. What does not tend to lower the public deficit, assuming 
public spending and transfers both constant?  
(a) An expansionary monetary policy 
(b) A devaluation when the exchange rate is fixed 
(c) An expansionary fiscal policy 
(d) None of the above 
 
11. What necessarily leaves GDP unchanged in the IS-LM model 
when the central bank sets the interest rate?  
(a) Depreciation plus contractionary fiscal policy 
(b) Expansionary monetary policy plus contractionary fiscal 

policy 
(c) A tax rate cut plus a reduction in transfers plus a 

government spending increase 
(d) None of the above 
 
12. If the domestic and the foreign inflation rates are zero, what 
does affect the purchasing power parity exchange rate?  
(a) The market exchange rate 
(b) The domestic unemployment rate 
(c) The foreign unemployment rate 
(d) None of the above 
 
13. If the exchange rate is fixed,  
(a) the open economy trilemma does not apply. 
(b) monetary policy is less effective to expand GDP than under 

a flexible rate. 
(c) fiscal policy is not effective to alter GDP. 
(d) None of the above 
 
14. It is not true that  
(a) the open economy trilemma makes no reference to the 

unemployment rate. 
(b) the crowding-out effect does not occur in Blanchard’s IS-

LM model. 
(c) the purchasing power parity exchange rate is, in the long 

run, equal to one (one euro exchanges per one dollar). 
(d) Okun’s law is not the inverse of the Phillips curve. 
 
15. It cannot occur that  
(a) the IS and the AD function change simultaneously. 
(b) the IS shifts to the left and the AS function to the right. 
(c) monetary policy never alters the LM relation. 
(d) the supply of euros function and the demand for euros 

function both shift to the left. 
 

    
Q0 [56%]  ·  Write in the table below ‘a’, ‘b’, ‘c’ or ‘d’  ·  No answer: 0  ·  Correct answer: +1  ·  Incorrect answer: 1/4 
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Q1 [12%] (i) Find GDP and public deficit in the economy described by the following equations: 

� = 30 +
�

�
��      � = 10 +

�

�
�       �� = 10      � = 40      �� = 10      �� =

�

�
��. 

(ii) Find the change in GDP in the economy described in (i) if the tax rate duplicates. 

(iii) Find the change in GDP in the economy described in (i) if public spending is cut by half. 

(iv) Find the GDP in the economy described in (i) that makes the public deficit zero. 

(v) Optional [5%]: find GDP in the economy described in (i) if � = 10 +
�

�
�. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



Q2 [12%] Economies A and B are identical except that the exchange rate in A is fixed but flexible in B (there are 

other economies, apart from A and B). 

(i) If the same expansionary monetary policy is conducted in A and B, in which economy the change in GDP is 

larger? In which one the change in the interest rate? In which one the change in the inflation rate? Justify the 

answers illustrating the arguments with graphical representations of the models used.  

(ii) If the same contractionary fiscal policy is conducted in A and B, in which economy the change in GDP is 

larger? In which one the change in the interest rate? In which one the change in the inflation rate? Justify the 

answers illustrating the arguments with graphical representations of the models used. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
Q3 [12%] The president � of the central bank is mandated to control the inflation rate by regulating the 

amount of money in the economy. President � believes that the inflation rate is ‘excessive’.  

(i) If she chooses to use as monetary policy tool the reserve ratio, how should it be modified? And if she 

chooses open market operations as the policy tool? Justify the answers illustrating the arguments with 

graphical representations of the models used. 

(ii) The president �’ of the government believes that the inflation rate is right. Explain, using also graphical 

representations of the models used, how the tax rate had to be modified to neutralize the effect on the inflation 

of any of the policy choices in (i) by �. What if �’ uses transfers instead of the tax rate?  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
Q4 [8%] (i) Find cash and the money multiplier if the monetary base is 1000, the money stock is 4000 and the 

reserve ratio � is 1/10. (ii) What change in � neutralizes the effect on the money stock of an expansionary open 

market operation worth 100? 

 

 

 

 

 

 

 

 

 


