Econ 305







Practice Exam 2

The exam will cover the following:

· Cost curves
· Perfect competition

· Monopoly

· Antitrust

· Basic Macro concepts (unemployment, inflation, GDP)
· Aggregate Supply and Demand

· Fiscal Policy

· Money and the Federal Reserve

· Monetary Policy

More material is on Macro than Micro.  The exam will be multiple choice—bring a scantron.
It will not cover material after monetary policy, which will be on the final exam.
Questions:

1. If the Fed buys bonds from a commercial bank, what happens to the money supply?

2. What are open market operations?

3. If aggregate supply shifts left, what happens to GDP and the price level?

4. What are the advantages and disadvantages of monetary and fiscal policy?

5. In addition to increasing output what else can happen with an expansionary monetary policy?

6. How is the unemployment rate determined?

7. What is GDP

8. Would a 1988 Buick be included in 2002 GDP?

9. What is the long run equilibrium for a perfectly competitive firm?

10. What is fixed cost?

11. What are economies of scale?

12. What is a cartel?

Answers:

1. It increases.

2. When the Fed buys and sells bonds to private bank to increase or decrease the money supply.

3. both increase

4. Monetary policy is controlled by the Fed and is less subject to political pressure than fiscal policy, but monetary policy.
5. inflation

6. it equals #unemployed/total labor force
7. the money value of all goods and services produced in the US in one year

8. no, since it is not produced this year; a salesman’s commission or servicing would be included.

9. zero economic profit

10. costs that are born even when nothing is produced (example: rent)

11. when increasing all factor of production lowers cost per unit

12. when a group of producers restricts output to raise price—acting like a monopoly.
