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(1) Multiple Choice Questions

1) An increase in interest rate will lead to all of following effects EXCEPT

a) Downward shift of output demand.

b) Downward shift of labor supply.

c) Lower investment.

d) Lower consumption.

2) An increase in wage rate will lead to which of the following effects

a) Downward shift of labor demand.

b) Downward shift of labor supply.

c) Upward shift of labor supply.

d) Movement along labor demand.

3) An increase in the marginal product of capital tomorrow (MPK’) will

a) lead to downward shift of the production function.

b) lower the total factor productivity.

c) raise a firm’s demand for capital.

d) lower a firm’s demand for capital.

4) Any increase in the present value of taxes for the consumer implies

a) an increase in lifetime wealth and an increase in current labor supply.

b) an increase in lifetime wealth and a decrease in current labor supply.

c) a decrease in lifetime wealth and an increase in current labor supply.

d) a decrease in lifetime wealth and a decrease in current labor supply.

5) The marginal benefit from investment for the firm is equal to

a) (MPK’+1+d)/(1+r)

b) (MPK’-1+d)/(1+r)

c) (MPK’+1-d)/(1+r)
d) (MPK’+1-d)/(1-r)

(2) Short Question

Consider the following model:

Labor Supply: 

Ns=w+r

Labor Demand: 

Nd=2-w

Production Function: 
Y=2N

Consumption Demand: 
Cd=(Y-r)/4

Investment Demand: 
Id=0

Government Spending:
G=2

1. Solve for the output supply curve Ys.

Y= 2+r

2. Solve for the output demand curve Yd.

Y= (8-r)/3

3. Solve for the equilibrium Y*, r*, N*, w*.

Y*= 2.5, r*= 0.5, N*= 1.25, w*= 0.75

