
AP Macroeconomics 

Unit 4 Practice Quiz #2 KEY 

 

 

 

  _  1.  When the price level falls, the number of dollars needed to buy a representative basket of goods 

a. increases, so the value of money rises. 

b. increases, so the value of money falls. 

c. decreases, so the value of money rises. 

d. decreases, so the value of money falls. 

  
      2.  The supply of money is determined by 

a. the price level. 

b. the Treasury and Congressional Budget Office. 

c. the Federal Reserve System. 

d. the demand for money. 

  
     3.  The velocity of money is 

a. the rate at which the Fed puts money into the economy. 

b. the same thing as the long-term growth rate of the money supply. 

c. the money supply divided by nominal GDP. 

d. the average number of times per year a dollar is spent. 

 
 

      4.  According to the monetarist economists, which of the following is not influenced by monetary factors? 

a. nominal GDP and nominal interest rates 

b. real wages and real GDP 

c. the price level and nominal GDP 

d. None of the above is correct. 

 
 

      5.  According to the equation of exchange (monetarism), (MV = PY) when the money supply doubles, which of the 

following also double? 

a. the price level and nominal wages 

b. the price level, but not the nominal wage 

c. the nominal wage, but not the price level 

d. neither the nominal wage nor the price level 

 
 

      6.  The principle of monetary neutrality implies that an increase in the money supply will 

a. increase real GDP and the price level. 

b. increase real GDP, but not the price level. 

c. increase the price level, but not real GDP. 

d. increase neither the price level nor real GDP. 

  
      7.  Based on the quantity equation, if M = 100, V = 3, and Y = 200, then P = 

a. 1. b. 1.5. c. 2. d. 4 

        
 

      8.  According to quantity equation the price level would change less the proportionately with a rise in the money 

supply if there were also 

a. either a rise in output or a rise in velocity. 

b. either a rise in output or a fall in velocity. 

c. either a fall in output or a rise in velocity. 

d. either a fall in output or a fall in velocity. 
 

9. Fractional reserve banking means that banks are required to 

A. Charge the same interest rate on all their loans         B. Expand the money supply when requested by the central bank 

C. Pay a fraction of their interest income in taxes          D. Keep part of their demand deposits as reserves 

 
  _   10.  Which of the following is a function of money? 

a. a unit of account 

b. a store of value 

c. medium of exchange 

d. All of the above is correct. 

 

  
 



 

 

16. Which of the following will most likely occur in an economy if more money is demanded than is supplied? 

A. The amount of investment spending will increase.   B. Interest rates will increase 

C. The supply of money will decrease    D. Deflation 

 

 

17. When an economy is at full employment, an expansionary monetary policy will lead to 

A. Lower interest rates and more investment    B. Lower interest rates and less investment 

C. Higher interest rates and lower prices    D. Higher interest rates and higher prices 

 

 

18. If the Federal Reserve raises the discount rate, how are interest rates and real GDP affected?  

A. Interest Rates Decreases & Real GDP Decreases   B. Interest Rates Increases & Real GDP Increases 

C. Interest Rates Decreases & Real GDP Increases   D. Interest Rates Increases & Real GDP Decreases 

 

 

19. The Federal Reserve can increase the money supply by 

A. Buying financial capital from foreign governments   B. Buying bonds on the open market 

C. Selling government bonds on the open market   D. Selling foreign currency in the exchange market 

 

 

20. If the Federal Reserve conducts an open market purchase of bonds, we can expect which of the following to occur in the 

short-run? 

A. Aggregate supply to shift left            B. Aggregate supply to shift right 

C. The long-run aggregate supply will shift to the right        D. There will be a movement to the left along a short-run Phillips Curve 

 

21. If on receiving a checking deposit of $500 a bank’s excess reserves increased by $400, the require reserve must be: 

A. 10%   B. 15%    C. 20%    D. 25% 

 

22. Assume the required reserve ratio is .2.  If a bank initially has no Excess Reserves and $100,000 cash is deposited in the 

bank, the maximum amount by which this bank may initially increase its loans is 

A. $20,000   B. $80,000  C. $100,000   D. $200,000 

     11.  Current U.S. currency is 

a. fiat money with intrinsic value. 

b. fiat money with no intrinsic value. 

c. commodity money with intrinsic value. 

d. commodity money with no intrinsic value. 

 
 

      12.  M1 money includes 

a. currency. 

b. demand deposits. 

c. travelers' checks. 

d. All of the above are correct. 

  
     13.  Assume that the Bank of Tampa is holding the required percent of deposits as reserves. Also, assume all other 

banks hold only the required percent of deposits as reserves and that people hold only deposits and no currency. 

What is the money multiplier? 

a. 5 b. 10 c. 15 d. 20 
 

  

 

Bank of Springfield 

Assets   Liabilities   

Reserves $12,000 Deposits $240,000 

Loans $228,000     

  
      14.  If the Bank of Springfield has lent out all the money it can given its deposits, then what is its reserve ratio? 

a. 1% b. 5% c. 10% d. 20% 

  
      15.  If instead, the Fed required a reserve ratio of 4%, how much in excess reserves does the Bank of Springfield now 

hold and could lend? 

a. $1,200 b. $2,400 c. $2,880 d. $3,000 
 



23. Which of the following is an asset for the ACDC Bank? 

I. Demand deposits 

II. Certificates of Deposits issued to ACDC’s customers 

III. Vault cash 

IV. Money that ACDC has deposited with the Federal Reserve 

A. I only   B. II and III only  C. III and IV only D. II, III, and IV only 

 

 

24. If required reserves is 10% and that bank receives a new demand deposit of $300. Which of the following will 

most likely occur in the bank’s balance sheet? 

      Liabilities     Required Reserves 

A. Increase by $300  increase by $270 

B. Increase by $300  increase by $30 

C. Increase by $30  no change 

D. Decrease by $300  decrease by $30 

 

 

25. The Federal Reserve can change the US money supply by changing 

A. Putting more gold in circulation    B. The prime rate  C. Velocity of money        D. Discount rate 

 

 

26. Open market operations refer to which of the following activities? 

A. The buying and selling of gold in the New York stock Market 

B. The loans paid by the Fed to member commercial banks 

C. The buying and selling of government securities by the Federal Reserve 

D. The government’s purchases and sales of municipal bonds for K-12 education 

 

 

27. An open market purchase of bonds by the Fed will most likely change the money supply, the interest rate, and 

the unemployment rate in which of the following ways? 

     Money Supply Interest Rate  Unemployment Rate 
A. Increase     decrease    decrease 

B. Increase     decrease  increase 

C. Decrease     decrease    decrease 

D. Decrease     increase    increase 

 

 

28. The federal funds rate is the interest rate that: 

A. The Fed charges the federal government on its loans B. Banks charge one another for short-term loans 

C. Banks charge their best customers   D. Equalizes the yield on corporate bonds and municipal bonds 

 

 

29. If the Fed institutes a policy to reduce inflation, which of the following is most likely to increase? 

A. Tax rates       B. Investment        C. Government deficits       D. Interest rates    

 

 

30. If the supply for loanable funds increases, what will happen to real interest rates and investment?  

A. Real Interest Rates Decrease & Investment Increases    

B. Real Interest Rates Decrease & Investment Decreases 

C. Real Interest Rates Do Not Change & Investment Does Not Change 

D. Real Interest Rates Increase & Investment Decreases 
 

 

 

 



FRQ #1 - Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram 

must have all axes and curves clearly labeled and must show directional changes. If the question prompts you to “Calculate,” 

you must show how you arrived at your final answer. 

  

A national newspaper’s headline reads “Business Confidence Reaches Highest Level in 5 Years.” 

(a) Draw a correctly labeled graph of the loanable funds market, and show the effect of high business confidence on the equilibrium 

real interest rate. 

 

 
 

(b) Assume the government increases its spending on capital projects and infrastructure. Would financing the increased government 

spending by borrowing result in a higher, a lower, or the same equilibrium real interest rate? Explain. 

 

The equilibrium real interest rate will be even higher because increased government spending financed by borrowing will 

further increase the demand for loanable funds.  
 

 

 

 

 

 

 

(c) Explain one factor that would offset the effect of the change in the real interest rate identified in part (b). 

 

To offset the effects of an increase in demand for loanable funds, the supply would need to decrease.  The supply of 

loanable funds would decrease if there was either a decrease in foreign capital inflows or a decrease in national savings.  
 

 

 

 

 

 

(d) If the expected inflation rate decreases to zero, will the nominal interest rate be greater than, less than, or equal to the real interest 

rate? Explain. 

 

The nominal interest rate will be equal to the real interest rate because the real interest rate is the nominal interest rate 

adjusted for inflation and therefore, when the expected inflation rate is zero, the nominal interest rate is equal to the real 

interest rate.  
 

 

 



FRQ #2: Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram 

must have all axes and curves clearly labeled and must show directional changes. If the question prompts you to “Calculate,” 

you must show how you arrived at your final answer. 

  

Commercial banks in Country A hold no excess reserves. The required reserve ratio is 0.1. The central bank of Country A has 

become concerned about a steep decline in investment spending. 

 

(a) Calculate the simple money multiplier. Show your work. 

 

 

The money multiplier as 10 because 1 ÷ .1 = 10 
 

 

(b) Identify an open market operation that Country A’s central bank is likely to implement to address the decline in investment 

spending. 

 

 

The central bank should buy bonds because this would increase the money supply to address the decline in investment 

spending.  
 

 

 

 

(c) Draw a correctly labeled graph of the money market and show the effect of the central bank’s policy identified in part (b) on the 

nominal interest rate. 

 

The graph shows a correctly labeled graph of the money market with a rightward shift of the money supply curve and a 

lower nominal interest rate.  

 
 
 

 

(d) Explain the effect of the change in part (c) on aggregate demand in the short run. 

  

The aggregate demand will increase because of the decrease in nominal interest rates that resulted from an expansion of 

the money supply leads to short run increases in spending, which increases aggregate demand.  
 


