Money, Growth and Inflation

Short Answer and Multiple Choice Questions

ARSC 1432 Macroeconomics Co-Seminar 

 SPRING 2009

Use the quantity equation for questions 1 – 6. Suppose the money supply is $200, real output is

1000 units, and the price per unit of output is $1.

1. MV=PY. V=($1000 x $1)/$200 = 5

2. $400 x 5 = $2 x 1000. Prices will double from $1 to $2.

3. Yes. The classical dichotomy divides economic variables into real and nominal. Money

affects nominal variables proportionately and has no impact on real variable s. In question 2,

prices double, but real output remains constant.

4. The quantity equations says that nominal output must change in proportion to money. Prices

will start to rise, but since real output is larger, prices will less than double.

5. Money has a proportional impact on nominal output if V is constant. If V grows, a doubling of M will cause P to more than double. See quantity equation.

Multiple Choice Questions

6. c

7. b

8. d

9. a

10. b

11. b

12. d

13. b

14. c

15. b
