Practice Questions – Ch. 17



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 curve of money is vertical because the quantity of money supplied increases

a.
when the value of money increases.

b.
when the value of money decreases.

c.
only if people desire to hold more money.

d.
only if the Federal Reserve increases the money supply.


3.
When the money market is drawn with the value of money on the vertical axis, an increase in the money supply shifts the money supply curve to the

a.
right, lowering the price level.

b.
right, raising the price level.

c.
left, raising the price level.

d.
left, lowering the price level.


4.
Most economists believe the principle of monetary neutrality is

a.
relevant to both the short and long run.

b.
irrelevant to both the short and long run.

c.
mostly relevant to the short run.

d.
mostly relevant to the long run.


5.
Based on the quantity equation, if M = 100, V = 4, and Y = 200, then P =

a.
1/2.

b.
2.

c.
8.

d.
None of the above is correct.


6.
If V and M are constant, and Y doubles, the quantity equation implies that the price level

a.
falls to half its original level.

b.
does not change.

c.
doubles.

d.
more than doubles.


7.
The evidence from hyperinflations indicates that money growth and inflation

a.
moved together, which is consistent with quantity theory.

b.
moved together, which is not consistent with quantity theory.

c.
did not move closely with each other, which is consistent with quantity theory.

d.
did not move closely with each other, which is not consistent with quantity theory.


8.
People can reduce the inflation tax by

a.
reducing savings.

b.
increasing deductions on their income tax.

c.
reducing cash holdings.

d.
None of the above is correct.


9.
Wealth is redistributed from those who have loans to those who give loans when inflation is

a.
high, but expected.

b.
low, but expected.

c.
unexpectedly high.

d.
unexpectedly low.


10.
Menu costs refers to

a.
resources used by people to maintain lower money holdings when inflation is high.

b.
resources used to price shop during times of high inflation.

c.
the distortion in incentives created by inflation when taxes do not adjust for inflation.

d.
the cost of more frequent price changes induced by higher inflation.

ANSWERS:

1=C, 2=D, 3=B, 4=D, 5=B, 6=A, 7=A, 8=C, 9=D, 10=D

