
EconS 102: Mid Term 3 
Date: July 14th, 2017 

 
Instructions 

• Write your name and WSU ID on the paper. 

• All questions are worth 1 point. 

• You have 40 minutes. 

• This test is out of 15 points. There is a total of 18 questions. 

• Answer all 18 questions. I will count the best 15. If you get more than 15 right, your 
score will be 15/15.  

• Circle the answer you choose (A, B, C or D). Make sure it is clear. Any ambiguity will mean 
you get a 0 on that question. 

• You are allowed one A4 size paper as a cheat sheet. The contents must be HAND 
WRITTEN. 

• You can use calculators. However, do not use your phone, iPads and other such devices 
as calculators. 

• Good luck!! ☺ 
 
 
Name: ____________________________________________    WSU ID: ___________________ 
 
 
 1. The demand for loanable funds is _____ sloping because _____ respond to lower interest rates 

by _____ their quantity demanded of loanable funds. 
 A) downward; investors; increasing 
 B) downward; savers; increasing 
 C) upward; investors; decreasing 
 D) upward; savers; decreasing 
Answer: A) it’s downward sloping, it is from investors (investors demand funds, savers supply 

them), they demand more at lower interest rates since loans become cheaper.  
 
 2. Alison lends $100 to Vanessa for one year. Alison expects that inflation will be 10 percent. If 

Alison wishes to maintain the real value of her $100, she should expect payment from 
Vanessa in the amount of: 

 A) $100. 
 B) $110. 
 C) $120. 
 D) $101. 
Answer: B) Basically just add the inflation to the base amount. 100 + 10% of 100 = 110  
 3. Financial assets with the highest risk are: 
 A) stocks. 
 B) loans. 
 C) bonds. 



 D) bank deposits. 
Answer: A) Stocks, because there is no guarantee on return.  
 
 4. From the standpoint of economic growth, banks are important to: 
 A) fight inflation. 
 B) keep interest rates low. 
 C) channel savings into investment. 
 D) channel investment into savings. 
Answer: C) They take savings from savers and lend them to investors  
 
 5. Suppose investment spending increases by $50 billion and as a result the equilibrium income 

increases by $200 billion. The value of the MPC is: 
 A) 0.8. 
 B) 0.4. 
 C) 0.75. 
 D) 4. 
Answer: C) Use Multiplier equations in slides. Here, multiplier comes to 4, therefore MPC will be 

0.75 
 
 6. If the marginal propensity to save is 0.5, the multiplier is: 
 A) 5 
 B) 2 
 C) 1 
 D) 0.5 
Answer: B) Again, use multiplier equation 
 
 7. Suppose that a financial crisis decreases investment spending by $100 billion and the marginal 

propensity to consume is 0.8. Assuming no taxes and no trade, by how much will real GDP 
change? 

 A) $500 billion decrease 
 B) $200 billion decrease 
 C) $800 billion decrease 
 D) $400 billion increase 
Answer: A) Using multiplier to see he effect of a change of autonomous investment on GDP 
 
Use the following to answer question 8. 
 
 Figure: Consumption and Real GDP 

 



 
 
 

 8. (Figure: Consumption and Real GDP) According to the Figure: Consumption and Real GDP, the 
marginal propensity to consume in this example is: 

 A) 0. 
 B) 0.5. 
 C) 1.0. 
 D) 2.0. 
Answer: B) Find slope of the line. It’s 0.5 
 
 9. Which will cause a decrease in unplanned inventory investment? 
 A) increase in interest rates 
 B) unexpected increase in consumer spending 
 C) increase in the growth rate of real GDP 
 D) sudden decrease in consumer wealth 
Answer: B) Sudden increase in consumer spending would mean firms have to dip into their 

inventory reserves to meet demand, reducing inventory investment.  
 
 10. When consumers receive more disposable income, their spending: 
 A) will increase. 
 B) will decrease. 
 C) will stay the same, but their saving will decrease. 
 D) and their saving will both decrease. 
Answer: A). They get richer, consumption increases 
 
Use the following to answer question 11. 
 
 Table: The Economy of Albernia 



 
 
 

 11. (Table: The Economy of Albernia) According to the Table: The Economy of Albernia, what is 
the consumption function for Albernia? 

 A) C = 600 + 0.3*YD. 
 B) C = 600 + 0.75*YD. 
 C) C = 400 + 0.6*YD. 
 D) C = 400 + 0.75*YD. 
Answer: C) For intercept term, see consumption when income is 0. It is 400. For slope term see 

change in consumption for given change in income. It is 0.6. Thus  answer is C.  
 
Use the following to answer question 12. 
 
 Scenario: A Country's Consumption Function 

A country is closed. It has no government sector, and its aggregate price levels and interest 
rate levels are fixed. Furthermore, the marginal propensity to consume is constant and the 
country's consumption function is as follows: C = 200 + 0.75YD, where YD is disposable 
income and C is consumption. Assume that planned investment equals 75. 
 
 

 12. (Scenario: A Country's Consumption Function) According to the Scenario: A Country's 
Consumption Function, if real GDP is $1100, then: 

 A) unplanned investment equals zero. 
 B) planned investment equals zero. 
 C) the AE curve shifts up. 
 D) the MPC decreases. 
Answer: A) Substituting vaules for an economy without ‘G’ or ‘X-IM’, you find Real GDP is same 

as C + I (planned). Hence, unplanned investment is 0 
 
 13. The aggregate demand curve shows the relationship between the aggregate price level and: 
 A) aggregate productivity. 
 B) the aggregate unemployment rate. 
 C) the aggregate quantity of output demanded by households, businesses, the government, and 

the rest of the world. 
 D) the aggregate quantity of output demanded by businesses only. 



Answer: C) It is total quantity demanded which includes everything.  
 
 14. The interest rate effect leads to a downward sloping aggregate demand curve because a 

higher price level causes consumption to _______ and investment to _______. 
 A) decrease; decrease 
 B) decrease; increase 
 C) increase; decrease 
 D) increase; increase 
Answer: A) Both decrease at higher price level. Higher price level makes people hold more money, 

leads to higher interest rates, however investors borrow less as it is more expensive 
now.  

 
 15. An increase in wealth or an increase in government spending will result in a: 
 A) shift to the left of the aggregate supply curve. 
 B) shift right of the aggregate demand curve. 
 C) shift right of the aggregate supply curve. 
 D) movement along the aggregate demand curve. 
Answer: B) Wealth increases consumption, government spending increases ‘G’. Both increase 

aggregate demand 
 
 16. The marginal propensity to consume is: 
 A) increasing if the marginal propensity to save is increasing. 
 B) the proportion of total disposable income that the average family consumes. 
 C) the change in consumer spending divided by the change in aggregate disposable income. 
 D) the change in consumer spending minus the change in aggregate disposable income. 
Answer: C) By definition 
 
 17. Planned investment spending and actual investment spending are NOT always equal. 
 A) True 
 B) False 
Answer: A) In fact, they are rarely equal 
 
 18. If the government lowers taxes in response to a recession, the government is engaging in 

what economists call _____ policy. 
 A) monetary 
 B) investment 
 C) consumption 
 D) fiscal 
Answer: D) By definition  
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Rough Work 


