Econ 204 Practice Questions 2
Topic 7
1) Which of the following are not a role of money:

a. Medium of Exchange

b. Factor of Production

c. Store of Value

d. Unit of Account

e. None of the above

2) Which is not a feature of commercial banks

a. Provider of credit

b.  Financial intermediary

c. Interbank Activities

d. Profit Seekers

e. None of the above

3) In the banking system, reserves are

a. Deposits that are kept on hand to pay out investors

b. Fiat money kept on hand to pay out investors

c. Both (a) and (b)

d. Bonds bought from the Bank of Canada

e. Military forces held back for the collapse of the economy

4) If $10,000 is deposited into the economy, how much total new money eventually exists:

a. $2,000 if there is a 5% reserve ratio, and $1,000 if there is also 5% cash drain.

b. $12,000 if there is a 5% reserve ratio, and $11,000 if there is also 5% cash drain.

c. $200,000 if there is a 5% reserve ratio, and $100,000 if there is also 5% cash drain.

d. $210,000 if there is a 5% reserve ratio, and $110,000 if there is also 5% cash drain.

e. None of the above.

5) Which of the following statements are true:
a. M2 does not include deposits at chartered banks

b. M2+ includes currency

c. M2+ does not include deposits at other financial institutions
d. M2 includes bonds

e. Your instructor is an alien squid from outer space

6) Which is the better investment if you know interest rates will be 4% for the next 10 years: Investment One ($7 million in 4 years) or Investment Two ($9 million in 9 years)?  (Round to the nearest 10 thousand.)

a. Investment One

b. Investment Two

c. The investments are equal

d. Impossible to determine

e. You should give the investment money to your professor instead

7) Which of the following are false

a. Money demand is sometimes called the liquidity preference function.

b. An increase in interest rates will move left along the money demand curve

c. An increase in output will shift the money demand curve to the right

d. A decrease in price levels will shift the money demand curve to the left

e. None of the above

8) Which of the following are false:

a. Money neutrality states that money supply has no effect on long-run growth

b. Hysteresis states that money supply can only influence the short-run

c. Keynes argued that a shift in money supply had a small effect on interest rates

d. Friedman argued that changes in interest rates has a large effect on investment

e. None of the above

9) The Bank of Canada’s Monetary Policy focuses on

a. Altering the money supply

b. Altering the interest rate

c. Altering the price level

d. Altering output

e. None of the above

10) The Bank of Canada’s goal is to

a. Reduce inflation

b. Reduce interest rates

c. Maintain a constant interest rate

d. Maintain a constant inflation rate

e. Import Vanilla Coke

11) Which of the following is a difficulty in the Bank of Canada’s Monetary Policy

a. The Bank of Canada cannot control some sources of inflation

b. The Bank of Canada can only affect Core inflation

c. There is a time lag between the Bank’s announcements and the end effects

d. The bank can make an error and cause destabilization

e. All of the above

Topic 9:
1) Which of the following is not a key role of the government:

a. Keeping prices low

b. Protecting property rights

c. Welfare programs

d. Maintaining Competition

e. Providing public goods

2) Which of the following is not a key role of the government:

a. Law and Order

b. Income Redistribution

c. Supporting Failing Industries

d. Providing Public Goods

e. Pollution
3) Which of the following is not a key role of the government:

a. Protecting property rights

b. Welfare programs

c. Preventing Predatory Pricing

d. Creating Markets

e. Dealing with Externalities

4) Why is the government responsible for a legal system

a. A legal system is most efficient if run by the government

b. A legal system allows for income redistribution

c. A legal system protects property rights

d. A legal system corrects for all market failures

e. Why not?

5) Which of the following does not protect property rights

a. Laws

b. A justice system

c. Police

d. Military

e. None of the above

6) Why is the government involved in income redistribution?
a. Efficiency

b. Equity

c. Altruism

d. Fairness

e. All of the above
7) IF a market is perfectly competitive (in buyers and sellers), THEN

a. The government should ensure competition

b. The government should provide market’s goods

c. The government should correct for externalities

d. The government should fix prices

e. The government should not interfere

8) Which is true about water bottles

a. Water bottles should be provided by the government to aid in income redistribution

b. The water bottle industry exhibits market power and should be regulated by the government

c. Water bottles are a public good that should be provided by the government

d. There is asymmetric information concerning water bottles, so they should be provided by the government

e. Production of water bottles causes externalities, which should be dealt with by the government

Note: 9 and 10 only apply to the afternoon class.

9) Which of the following are true about subsidies to address a negative externality such as pollution

a. They try to cause the private marginal benefit to equal the social marginal benefit

b. You need to know the marginal damage of the externality to correctly choose the subsidy

c. They increase government revenue

d. They are politically popular

e. They cause firms to exit the industry

10) Which of the following are true about pollution (or any negative externality) permits

a. Marginal Damage needs to be calculated to choose the correct amount of permits
b. Permits must be sold by the government to be effective

c. Permits must be divided equally among firms to be effective

d. The price of permits will automatically adjust to market conditions

e. None of the above
 Topic 7 Answers:

1) B

2) E

3) B

4) C

5) B

6) B

7) E – Corrected from original
8) B

9) B

10) D

11) E

Topic 9 Answers:

1) A

2) C

3) D

4) C

5) E

6) E

7) E

8) E

9) B

10) D
