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1-17.
According to liquidity preference theory, the money supply curve would shift if the Fed


a.
engaged in open-market transactions.


b.
changed the discount rate.


c.
changed the reserve requirement.


d.
did any of the above.

2-32.
According to liquidity preference theory, if the quantity of money demanded is greater than the quantity supplied, the interest rate will


a.
increase and the quantity of money demanded will decrease.


b.
increase and the quantity of money demanded will increase.


c.
decrease and the quantity of money demanded will decrease.


d.
decrease and the quantity of money demanded will increase.

3-23.
When the interest rate decreases, the opportunity cost of holding money


a.
increases, so the quantity of money demanded increases.


b.
increases, so the quantity of money demanded decreases.


c.
decreases, so the quantity of money demanded increases.


d.
decreases, so the quantity of money demanded decreases.

4-46.
Which of the following shifts money demand to the left?


a.
an increase in the price level


b.
a decrease in the price level


c.
an increase in the interest rate


d.
a decrease in the interest rate

5-12.
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.

6-26.
When the money market is drawn with the value of money on the vertical axis, an increase in the money supply causes the equilibrium value of money


a.
and equilibrium quantity of money to increase.


b.
and equilibrium quantity of money to decrease.


c.
to increase, while the equilibrium quantity of money decreases.


d.
to decrease, while the equilibrium quantity of money increases.

7-72.
Based on the quantity equation, if M = 100, V = 3, and Q = 200, then P =


a.
1.


b.
1.5.


c.
2.


d.
None of the above is correct.

8-79.
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.

9-90.
The evidence gained from studying hyperinflation indicates that


a.
the rate of inflation is not closely related to the rate at which the money supply changes.


b.
nominal interest rates are independent of the money supply.


c.
inflation rates parallel money supply growth rates.


d.
None of the above is correct.

10-98.
The nominal interest rate is 3 percent and the inflation rate is 2 percent. What is the real interest rate?


a.
6 percent.


b.
5 percent.


c.
1 percent.


d.
3/2 percent.

11-69.
If the Fed conducts open-market sales, the money supply


a.
increases and aggregate demand shifts right.


b.
increases and aggregate demand shifts left.


c.
decreases and aggregate demand shifts right.


d.
decreases and aggregate demand shifts left.

12-83.
The Fed is concerned about stock market booms because the booms


a.
increase consumption spending.


b.
increase investment spending.


c.
Both of the above are correct.


d.
None of the above is correct.

1. ANSWER: d.
did any of the above.

2. ANSWER: a.
increase and the quantity of money demanded will decrease.

3. ANSWER: d.
decreases, so the quantity of money demanded decreases.

4. ANSWER: b.
a decrease in the price level

5. ANSWER: c.
decreases, so the value of money rises.

6. ANSWER: d.
to decrease, while the equilibrium quantity of money increases.

7. ANSWER: b.
1.5.

8. ANSWER: a.
falls to half its original level.

9. ANSWER: c.
inflation rates parallel money supply growth rates.

10. ANSWER: c.
1 percent.

11. ANSWER: d.
decreases and aggregate demand shifts left.

12. ANSWER: c.
Both of the above are correct.
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