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According to the Mundell-Fleming model, under
floating exchange rates a fiscal expansion

(a) lowers the exchange rate, but a monetary
expansion raises it

(b) raises the exchange rate, but a monetary
expansion or an import restriction lowers it

(¢) or an import restriction lowers the exchange

rate, but a monetary expansion raises it
(d) or an import restriction raises the exchange

rate, but a monetary expansion lowers it

Starting from a position where the nation's money
demand equals the money supply, and its
balance of payments is in equilibrium, economic
theory suggests that .the nation's balance of
payments would move into a deficit position if

there occurred in the nation a (an)
(a) Decrease in the money supply
(b) Increase in the money demand
(¢) Decrease in the money demand

(d) None of the above
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The quantity theory of money is a theory of how

(a) the nominal value of aggregate income is
determined

(b) the money supply is determined

(¢) the real value of aggregate income is
determined

(d) interest rates are determined

According to supply-side economists, as tax rates

are reduced, labour supply should increase. This

implies that

(a) there is no income effect when tax rates are
change

(b) the substitution effect of a wage change is

greater than the income effect of a wage
change

(¢) the income effect of a wage change is greater
than the substitution effect of a wage change

(d) there is no substitution effect when tax rates
are changed

According to the rational expectations hypothesis

(a) people do not make random mistakes in
forecasting inflation :

(b) people do not make avoidable mistakes in

forecasting inflation
(¢) people make only small mistakes in
forecasting inflation
(d) people do not make mistakes in forecasting
inflation
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