
EconS 102: Mid Term 4 
Date: July 21st, 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 result 
in you getting 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: ___________________ 
 

 

Use the following to answer question 1. 
 
 Figure: Aggregate Supply 

 

 
 
 

 1. (Figure: Aggregate Supply) According to the Figure: Aggregate Supply, if the economy is at 



point E, which describes the likely adjustment process? 
 A) Nominal wages increase, and the short-run aggregate supply curve shifts left until actual and 

potential output are equal. 
 B) Nominal wages increase, and the short-run aggregate supply curve shifts right until potential 

output is greater than actual output. 
 C) Nominal wages decrease, and the short-run aggregate supply curve shifts right until actual 

and potential output are equal. 
 D) Nominal wages decrease, and the short-run aggregate supply curve shifts right until 

potential output is less than actual output. 
Answer: A) Since LRAS will not shift, the nominal wages increase and SRAS moves to the left, 

bring the equilibrium to a higher price level, but same real output as LRAS to get long 
run equilibrium.  

 
 2. If membership falls in labor unions and unions become less popular, then production costs: 
 A) will increase; SRAS will shift to the left, decreasing equilibrium GDP and increasing the 

aggregate price level. 
 B) will fall; there will be a downward movement along SRAS, equilibrium GDP will increase and 

aggregate price level will fall. 
 C) will not change; AD will shift to the right, increasing equilibrium GDP and aggregate price 

level. 
 D) will fall; SRAS will shift to the right, increasing equilibrium GDP and lowering the aggregate 

price level. 
Answer: D) In short run, there will be a right shift of AS (SRAS shifts right). This increases GDP 

and lowers price level when looking at demand supply equilibrium. In long run, 
things will be different, but other options do not talk about this. So D) is the only one 
that makes sense 

 
 3. If the economy is in a recessionary gap, then: 
 A) the economy will remain in a recession forever without any kind of government 

intervention. 
 B) nominal wages will fall and SRAS will shift to the right until the economy is at full 

employment. 
 C) AD will shift to the right and prices of goods will rise until the economy goes back to 

producing potential output. 
 D) nominal wages will rise and SRAS will shift to the left and the economy will eventually 

restore itself. 
Answer: B) During recessionary gap, the nominal wages need to fall to come back to 

equilibrium. (Opposite of Q.1) 
 
 4. If an economy is currently in short-run equilibrium where the level of real GDP is greater 

than potential output, then, in the long run, one will find nominal wages will: 
 A) rise and the SRAS curve will shift left, bringing the economy back to its potential real GDP. 
 B) rise, shifting the AD curve to the right and restoring real GDP to its potential level. 
 C) fall and the SRAS curve will shift right, bringing the economy back to its potential real GDP. 



 D) fall, shifting the AD curve to the left and bringing the economy back to its potential real GDP. 
Answer: A) Same as Q.1.   
 
 5. Decreasing funding to explore space will shift the aggregate: 
 A) supply curve to the left. 
 B) supply curve to the right. 
 C) demand curve to the left. 
 D) demand curve to the right. 
Answer: C) Decreasing funding (typically G) will reduce AD.  
 
 6. Social insurance is: 
 A) essentially any type of spending by the federal government. 
 B) available only when the economy is in an inflation. 
 C) a government program designed to protect individuals or families from economy hardship. 
 D) available only when the economy is below the full employment level. 
Answer: C) By definition 
 
 7. The 2009 U.S. stimulus was a(n) _________ fiscal policy that ________ aggregate demand. 
 A) expansionary; increased 
 B) expansionary; decreased 
 C) contractionary; increased 
 D) contractionary; decreased 
Answer: A) It was expansionary, and it did work enough to say it increased AD.  
 
 8. Automatic stabilizers are government spending and taxation changes that cause fiscal policy 

to be: 
 A) expansionary when the economy contracts. 
 B) contractionary when the economy contracts. 
 C) neutral when the economy contracts. 
 D) ineffective when the economy contracts. 
Answer: A) This is how they are defined. Example is taxes are lower automatically when people 

earn less or lose their jobs. 
 
 9. Public debt is: 
 A) the total debt owed by the government to individuals and institutions outside of 

government 
 B) the total amount that the government owes during a given fiscal year. 
 C) likely to increase when the government uses contractionary fiscal policy. 
 D) the amount that the government owes itself. 
Answer: A) By definition 
 
 10. A cyclically adjusted budget balance: 
 A) shows what the budget balance would be with a significant amount of cyclical 

unemployment. 



 B) is an estimate of what the budget balance would be if real GDP were equal to potential 
output. 

 C) is a good indicator of the structural deficit that exists in the economy. 
 D) is the same as the national debt, and it rises as interest cost is accrued. 
Answer: B) This is also by definition. It is used by govt to understand its budget balance situation 

keeping in mind some irregularities are due to business cycle fluctuations.  
 
 11. Suppose you find a $50 bill that you put in a coat pocket last winter. If you deposit it in your 

checking account: 
 A) M1 increases by $50. 
 B) M2 increases by $50. 
 C) M1 and M2 both increase by $50. 
 D) there is no change in M1 or M2. 
Answer: D) If you had it with you, it was already in circulation. Putting in the bank does not 

increase money supply until and unless they loan it out.  
 
 12. Which statement about fiat money is FALSE? 
 A) With fiat money, the supply of money can be adjusted more easily than with commodity 

money. 
 B) Fiat money is money whose value derives entirely from its official status as a means of 

exchange. 
 C) With fiat money, there is no risk of counterfeiting. 
 D) With fiat money, there is a risk that governments may abuse the power to print money 

freely. 
Answer: C) Counterfeiting is not only possible, but easier with fiat money (like paper currency).  
 
 13. If a bank has deposits of $100,000, loans of $75,000, cash on hand of $10,000, and $15,000 

on deposit at the Federal Reserve, then its reserve ratio is: 
 A) 5 percent. 
 B) 10 percent. 
 C) 12.5 percent. 
 D) 25 percent. 
Answer: D) The reserve is its own reserve and the amount on deposit at the Fed. Therefore, 

total 25k out of 100k deposits is 25% 
 
Use the following to answer question 14. 
 
 Scenario: Money Creation 

The reserve requirement is 20 percent, and Leroy deposits the $1000 check he received 
as a graduation gift in his checking account. The bank does NOT want to hold excess 
reserves and the public does NOT want to hold any currency. 
 
 

 14. (Scenario: Money Creation) According to the Scenario: Money Creation, what is the 



maximum expansion in the money supply possible? 
 A) $1000 
 B) $1800 
 C) $4000 
 D) $5000 

Answer: C) An RR of 20% means an RR of 0.2. Using the formula, the deposit will lead to total 

loans of 
1000

0.2
= 5000. Now 1000 of that was already in money supply. Hence, the expansion is 

5000 − 1000 = 4000.  
 
 15. How many regional Federal Reserve banks are there? 
 A) 8 
 B) 12 
 C) 16 
 D) 25 
Answer: B). That’s how many there are.  
 
 16. In the financial crisis of 2008, which firm failed? 
 A) Bear Stearns, an investment bank 
 B) AIG, an insurance company 
 C) Lehman Brothers, an investment bank 
 D) Bank of America, a commercial bank 
Answer: C) Lehman failed, leading to a chain effect. AIG is still around. However, both A) and B) 

failed too and I feel the question was not clear enough. So, if you answered A, B or C, 
I will give you the point.  

 
 17. Federal funds are: 
 A) government tax receipts. 
 B) loans between banks. 
 C) government expenditures. 
 D) bank deposits at the Federal Reserve. 
Answer: B) By definition 
 
 18. The tool of monetary policy with which the Federal Reserve buys and sells government 

bonds is called: 
 A) moral suasion. 
 B) reserve requirements. 
 C) the discount rate. 
 D) open-market operations. 
Answer: D) By definition.  
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Rough Work 
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