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Fall 2009

Review 2 Answers

Economics 203

PART A
1 B 6 A 11 C 16 A 21 E
2 B 7 C 12 C 17 B 22 C
3 A 8 C 13 A 18 D 23 A
4 B 9 B 14 C 19 Bt 24 E
5 D 10 D 15 C 20 A 25 A1

1C is also correct.

PART B

1. See page 2 for a sample answer.

2. See pages 3 and 4 for a sample answer.
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PART B: For each of the following questions, discuss your answers carefully and provzde relevant
graphs where useful. Use space on reverse of page as needed.

1. Assume that China keeps the exchange rate of the Yuan constant against the Dollar. If,
ceteris paribus, the Chinese real GDP increases, what action(s) must it take to keep the

exchange rate constant? Explain using a graph. What change, if any, results in the official
reserve transactions by the Chinese central bank?
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2 The Keynesian model and the Fooling model both predict output fluctuations quglgg of 4
natural real GDP. What causes the fluctuations in each of these models? What economic
policy is recommended by each of these models to attain full-employment? Discuss.

Keyntswom  Model
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