Chapter 1 The Science of Macroeconomics


1. Which of the following does macroeconomics NOT study?
A. changes in the unemployment rate
B. changes in the overall price level
C. changes in the prices of individual stocks
D. changes in the growth rate of real GDP in the economy


2. Since the 1930s, in which year did the United Kingdom experience a zero unemployment rate?
A. 1945
B. 1979
C. never
D. always


3. In which of the following decades was inflation most problematic in the United Kingdom?
A. 1960s
B. 1970s
C. 1980s
D. 1990s

4. When the general price level in the economy is decreasing, then the economy is experiencing:
A. deflation.
B. stagflation.
C. inflation.
D. disinflation.


5. Recessions and depressions are usually associated with:
A. high unemployment rates.
B. low unemployment rates.
C. high inflation rates.
D. currency appreciation.


6. In building models, variables that are taken as given are called:
A. endogenous variables.
B. functions.
C. exogenous variables.
D. macroeconomic variables.

7. In a supply and demand model, which is considered the endogenous variable?
A. the technology used in production
B. the price of the substitute good
C. the price of the input used in production
D. the quantity of the product supplied or demanded


8. A(n) __________________________ is a mathematical concept that shows how one variable depends on a set of other variables. 
A. function
B. exogenous variable
C. model
D. endogenous variable


9. In order to simplify reality when building a model of the pizza market (i.e., the supply and demand for pizzas), economists do NOT take into account: 
A. the locations of different pizzerias.
B. the differences in the quality of pizzas made by different pizzerias.
C. that some pizza makers have the ability to set the prices of their own pizzas. 
D. All of the answers are correct.


10. The assumption that markets reach equilibrium is called:
A. sticky prices.
B. flexible prices.
C. disequilibrium.
D. market clearing.


11. In the book, non-market-clearing models are developed to analyze macroeconomic issues:
A. in the long run.
B. in the short run.
C. in the long run and in the short run.
D. neither in the long run nor in the short run.


12. Individuals make choices to maximize their “satisfaction,” which economists call:
A. profits.
B. utility.
C. price.
D. money.


13. According to the book, a key assumption in the classical view of the economy is that:
A. prices are fixed.
B. prices are flexible.
C. the economy is never at equilibrium.
D. the economy is always growing.
Answers

1c - Changes in stock prices are not studied in macroeconomics. See section 1-1.
2c - The United Kingdom always experienced some unemployment and the unemployment rate was never zero. See section 1-1.
3b - The United Kingdom wrestled with the problem of inflation for most of the 1970s, reaching its peak in 1975 at 25 percent. See section 1-1.
4a - A deflation is a decline in the overall price level in the economy. See section 1-1.
5a - If the economy is in a recession or depression, the unemployment rate is usually high or is increasing. See section 1-1.
6c - Variables that are given are exogenous variables. See section 1-2.
7d - The quantity of the good or service is the endogenous variable. See section 1-2.
8a - See section 1-2.
[bookmark: _GoBack]9d - The supply and the demand for pizzas are created without taking into account any of these factors.
10d - The assumption that markets reach equilibrium is called market clearing. See section 1-2.
11b - Non-market clearing models are developed in the book to analyze the short run only. See section 1-2.
12b - “Satisfaction” is called “utility.” See section 1-2.
13b - See section 1-3.
