13: Keynesian Monetary Theory
1) FM06C\ B \\Velocity of Money\2\\

Between September 11, 2001, and March 2004, the: (a) money supply grew faster than GDP. (b) income velocity of money increased sharply. (c) exchange rate of the dollar increased relative to the Euro, the pound, and the yen. (e) federal funds rate increased because of increases in the perceived riskiness of financial investments.
Between September 11, 2001 and today, the M1 money supply grew 3% to 7% faster than measured GDP, which suggests that since 9/11: (a) pessimism among consumers and investors reduced the velocity of money. (b) the underground economy grew substantially. (c) the real wage rate increased faster than prices. (d) the exchange rate of the dollar declined about 30% relative to the Euro. (e) the absorption effect was neutralized.

The function of money that best explains the relatively interest elasticity of the total demand for money during a severe recession or a depression is the use of money as a: (a) medium of exchange. (b) store of value. (c) standard of deferred payment. (d) unit of account. (e) a measure of value.
Unrecognized  by classical macroeconomic theorists but a foundation for Keynesian liquidity preference theory is the existence of: (a) exchange rate risk. (b) interest rate risk. (c) inflation risk. (d) default risk. (e) uncompensated risk.
2) FM06C\ B \\Classical Wage-Price Flexibility\2\\

Wages and prices are assumed to adjust very quickly and with equal rapidity to given equal rates of excess demand or excess supply according to:
(a) Lerner wage-price reaction functions.
(b) such modern variants of neoclassical economic theory as the theory of efficient markets.
(c) traditional Keynesian theory of business cycles.
(d) modern behavioral economics.

(e) the “new” Keynesian theories of business cycles.

3) FM06C\ C \\Classical Wage-Price Flexibility\2\\

Sticky wages and prices are least consistent with:

(a) efficiency wage policies by firms.

(b) wage and price floors and ceilings.

(c) neoclassical macroeconomic theory.
(d) Keynesian theory.

(e) widespread collective bargaining agreements.

4) FM06C\ E \\ Classical Wage-Price Flexibility\2\\

Sticky wages and prices are least consistent in theory with:

(a) asymmetric wage reaction functions.
(b) kinked demand curves in oligopoly markets.
(c) asymmetric price reaction functions..

(d) a Constitutional Amendment requiring a balanced federal budget.

(e) neoclassical macroeconomic theory.
5) FM06C\ B \\Wage-Price Flexibility\2\\

A key difference between neoclassical and Keynesian macroeconomists is their differing beliefs about the:
(a) slope of the aggregate demand curve.

(b) speed at which monetary wages and prices adjust.
(c) real rate of interest.

(d) level of output at which full-employment is achieved.

6) FM06C\ B \\Wage-Price Flexibility\2\\

A graphical device to illustrate asymmetric wage and price adjustments to excess demands or supplies was first developed by:

(a) Irving Fisher.

(b) Abba Lerner.

(c) John Maynard Keynes.

(d) Milton Friedman.

7) FM06C\ C \\Wage-Price Flexibility\2\\

Abba Lerner’s wage-price reaction functions were developed as an extension of the ideas of: 
(a) President Franklin Delano Roosevelt who advocated curing the Great Depression through “pump-priming.”

(b) Karl Marx, who viewed rising wage-price disparities between the rich and the poor as wedges to accelerate the advent of a socialist revolution.

(c) John Maynard Keynes, who was castigated by neoclassically-oriented macroeconomists as intellectually bankrupt.

(d) early “gold bugs” who opposed the printing of fiat money.

(e) President Herbert Hoover, who believed that record budget deficits that had triggered the slide of the United States into the Great Depression required cuts in government spending and increases in tax rates and revenues.
8) FM06C\ D \\Wage-Price Flexibility \2\\

The idea that a specific amount of deflationary pressure takes significantly longer to yield convergence to equilibrium prices and wages than would comparable inflationary pressure can most directly be illustrated by:

(a) relative-cross elasticity equations.
(b) a Keynesian-cross diagram.

(c) the quantity theory of money.

(d) Lerner wage-price reaction functions.

(e) present value equations.

9) FM06C\ A \\Wage-Price Flexibility\2\\

Wages and prices are assumed to adjust to excess supply less rapidly than they adjust to comparable amounts of excess demand according to:
(a) Keynesian theories of business cycles and Lerner wage-price reaction functions.
(b) the theory of efficient markets.

(c) the theory of rational expectations.

(d) the quantity theory of money.

(e) real business cycle theory.
10) FM06C\ C \\Wage-Price Flexibility\2\\

Relative to most variants of neoclassical macroeconomic theory, Keynesian theories of depression or recession are least consistent with:
(a) Aggregate Supply curves that are positively sloped but not vertical.

(b) the equation of exchange.

(c) wage and price adjustments that are assumed symmetric and rapid.
(d) the possible existence of long-run Phillips curves.
11) FM06C\ B \\Wage-Price Flexibility\2\\

If given amounts of excess demand typically yield increases in wages and prices that exceed declines in wages and prices in response to comparable amounts of excess supply, then the: 
(a) money supply is neutral.

(b) wage-price reaction functions developed by Abba Lerner are asymmetric.
(c) demand for money depends primarily on expected transactions.
(d) economy will experience hyperinflation if Aggregate Supply shrinks.

(e) rate of economic growth is stimulated by disinflationary policies in the short run.
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12) FM06C\ A \FM0606\Wage-Price Flexibility\2\\

According to these Lerner wage-price reaction functions:
(a) labor markets adjust to shocks less rapidly than would commodity markets subjected to similar shocks.
(b) the Keynesian model of adjustment to declining Aggregate Demand is incorrect.

(c) markets are strongly efficient if new information is rapidly converted into equilibrium prices.

(d) excess supply yields more rapid price adjustment than does comparable excess demand.

(e) commodity markets yield faster quantity adjustments in response to disruptions than do labor markets.
13) FM06C\ E \ FM0606\Wage-Price Flexibility \3\\

This pair of Lerner wage–price reaction functions is consistent with the idea(s) that:

(a) wages and prices do not instantaneously adjust to clear markets when demands or supplies change.

(b) wages are “stickier” than prices.
(c) reduced demands in labor markets yield unemployment in the short run.
(d) a short-run Phillips curve may exist.
(e) all of the above.
14) FM06C\ A \\Wage-Price Flexibility and Inflation \2\\

One macroeconomic theory assumes given amounts of excess demand in some sectors of the economy typically yield increases in wages and prices that exceed declines in wages and prices in response to comparable amounts of excess supply in other sectors of the economy. It further assumes that the structure of the economy is constantly in flux. This theory helps explain:
(a) a persistent bias towards low rates of creeping inflation in the economy.
(b) why policymakers cannot influence the natural rate of unemployment.

(c) why interest rates and unemployment rates are roughly identical across time.

(d) why Aggregate Demand has no long-run impact on real sectors of the economy.

(e) why the structure of relative wages and the price level move in tandem.

15) FM06C\ C \\ Stochastic Macroequilibration \2\\

One macroeconomic theory assumes given amounts of excess demand in some sectors of the economy typically yield increases in wages and prices that exceed declines in wages and prices in response to comparable amounts of excess supply in other sectors of the economy. It further assumes that the structure of the economy is constantly in flux. This theory is known as:
(a) hysterisis.

(b) modern monetarism.
(c) stochastic macroequilibration.
(d) real business cycles.

(e) new classical economics.
16) FM06C\ A \\ Stochastic Macroequilibration vs. Modern Monetarism \2\\

The idea that there is a “natural” set of Phillips curve tradeoffs, with each Phillips curve that is further from the origin being associated with a greater rate of structural change in the economy, is logically least consistent with:
(a) Milton Friedman’s monetary growth rule.
(b) sticky wages and prices.

(c) the theory of stochastic macroequilibration.

(d) new Keynesian theory.
(e) the theory that people often hold money as a store of value.
17) FM06C\ B \\ Keynesian “Elasticity Pessimism” \2\\

The term “elasticity pessimism” refers to the hypothesis of:
(a) classical monetary theorists that the demand for money is perfectly inelastic.

(b) John Maynard Keynes that income and expectations are far more important than interest rates in determining saving and investment.
(c) classical macroeconomists that the Aggregate Supply curve is vertical.
(d) modern Keynesians that federal deficits reduce saving and crowd out investment.

18) FM06C\ A \\ Classical Portfolio Theory \2\\

In marked contrast to Keynesian theory, classical theory is very incompatible with the notion that:
(a) investment is a mechanism whereby the economy moves towards the optimal stock of capital.

(b) the liquidity preferences expressed in household financial portfolios depend primarily on interest rates.
(c) the major determinant of nominal Aggregate Demand is the money supply.
(d) full employment is typical in a market economy.
(e) investors carefully assess expected revenues and costs when weighing alternative portfolio adjustments.
19) FM06C\ A \\ Keynesian Monetary Theory \2\\

The theorist who most notably disagreed with the idea that money is neutral – that “the absolute quantity of money in a nation has no affect on the real output of that nation” would have been:
(a) John Maynard Keynes.

(b) Adam Smith.
(c) David Hume.
(d) David Ricardo.
(e) John Stuart Mill.
(f) Milton Friedman.
(g) Irving Fisher.
20) FM06C\ E \\ Keynesian Monetary Theory \2\\

John Maynard Keynes’ innovations in monetary theory did not include the concepts of:
(a) money as a measure of value.
(b) asset demands for money.

(c) money as a store of value.

(d) precautionary demands for money.

(e) speculative demands for money.
21) FM06C\ C \\ Keynesian Demand for Money \2\\

The motive for holding money first described by John Maynard Keynes that now underpins much of the emphasis on liquidity in parts of modern portfolio theory is the:
(a) transactions motive.

(b) precautionary motive.
(c) speculative (asset) motive.

(d) liability motive.

(e) uncertainty motive.
22) FM06C\ D \\ Keynesian Demand for Money \2\\

John Maynard Keynes' major innovation in monetary theory focused on the:
(a) growth of the money supply.
(b) loan policies of banks.
(c) transactions demand for money.

(d) speculative (asset) demand for money.
(e) uncertainty motive.
23) FM06C\ B \\ Keynesian Monetary Theory \2\\

Although John Maynard Keynes viewed money as possessing all of the properties listed below, classical and neoclassical macroeconomic theorists did not believe it reasonable to view money as:
(a) a medium of exchange.

(b) a store of value.
(c) loanable at a positive interest rate.

(d) a measure of value or standard unit of account.
(e) useful in reducing transaction costs, relative to a barter system.

24) FM06C\ E \\ Keynesian Demand for Money \2\\

Classical macroeconomists contended that the only reason we hold money is to make transactions, but John Maynard Keynes argued that money is held for diverse reasons, including its use as:
(a) a medium of exchange.

(b) a hedge against the possibility of a falling stock market.

(c) “insurance” to guard against unforeseen events, or to exploit unexpected opportunities.

(d) an asset when people expect that interest rates may rise.

(e) All of the above.
25) FM06C\ C \\ Keynesian Demand for Money \2\\

Keynesian monetary theory assumes that, in the short run, the cost of holding money is best measured by the:
(a) reciprocal of the CPI (i.e., 1/CPI).
(b) CPI.
(c) interest rates on bonds.

(d) realized rate of inflation.
26) FM06C\ B \\ Keynesian Demand for Money \2\\

Keynesian monetary theory suggests that the velocity of money falls when people:
(a) decrease their saving.

(b) convert money from transaction balances to speculative (asset) balances.
(c) elect politicians who enact huge budget deficits.

(d) begin anticipating faster inflation.
27) The demand for money as a medium of exchange most directly reflects the: (a) barter demand for money. (b) speculative demand for money. (c) transactions demand for money. (d) asset demand for money. (e) precautionary demand for money. (f) accounting demand for money. (g) real demand for money.

28) Keynesian monetary theory can be interpreted as rejecting the conclusion of classical monetary theory that: (a) the income velocity of money is extremely stable. (b) wages and prices are flexible in the long run. (c) MV = PQ. (d) the level of output is proportional to the money supply. (e) government deficits do not affect the money supply.

29) John Maynard Keynes assumed that wages and prices were slow to adjust in order to explain (a). persistently high unemployment. (b) rapid inflation. (c) high real interest rates. (d) why inflation falls in recessions.

30) Keynesian Aggregate Expenditures are the sum of: (a) Aggregate Demand + Aggregate Supply. (b) income + borrowing. (c) C + S + T and depend primarily on expectations. (d) C + I + G + (X‑M) as these planned spendings relate to income. (e) consumer purchases + household saving + imports.

31) New Keynesian theories about macroeconomic adjustments to reductions in aggregate demand are least consistent with: (a) neutrality of money. (b) stochastic macroequilibration. (c) inflationary biases in the economy. (d) liquidity traps. (e) “efficiency wage” models.

32) Keynesian theory suggests that financial investors will hold more money if they expect increases in the average: (a) price level. (b) interest rate on bonds. (c) prices of bonds. (d) rate of corporate profit.

33) The Keynesian speculative (asset) demand for money depends strongly on: (a) private reluctance to invest speculatively. (b) forgone interest as a major cost of holding money. (c) anticipated stock market inflation. (d) eagerness to hold assets with fluctuating values. (e) desires to maximize tax‑free income.

34) Keynesian theory suggests that the: (a) interest rate is largely determined by saving and investment. (b) demand for money is positively related to permanent income. (c) interest rate is primarily a payment for postponing consumption. (d) market economy is inherently stable. (e) level of investment depends primarily on investors' expectations.

35) Keynesians believe that some economies may have experienced moderate liquidity traps during times of severe depression in part because: (a) bankers fear widespread defaults by borrowers and accumulate excess reserves. (b) private individuals spend their funds on luxuries. (c) transaction cash balances dominate total money balances. (d) monetary expansion fails to stimulate Aggregate Supply.

36) Keynesians view the opportunity cost of holding money as the: (a) wage rate foregone. (b) interest rate. (c) reciprocal of the price level. (d) growth rate of velocity.

37) Least consistent with a flat (or only somewhat positively sloped) Aggregate Supply curve would be: (a) resource prices adjusting less quickly than output prices. (b) “efficiency” wages. (c) Keynesian theories of economic downturns. (d) classical macroeconomics. (e) wage-price “stickiness.”

38) The liquidity (Keynesian) effect associated with a newly adopted contractionary monetary policy will harm a borrower most if a recent mortgage loan is: (a) conventional. (b) 30 years instead of 15. (c) adjustable rate [ARM]. (d) “ballooned” at the end of 8 years.

39) The notion that wage and price adjustments to excess demands or supplies are asymmetric is most closely associated with (a) natural rate theory. (b) modern monetarism. (c) classical economics. (d) Keynesian theory. (e) Steven Hawking’s reformation of the theory of entropy.

40) The opportunity cost of holding currency decreases when (a) income decreases. (b) interest rates on bonds decrease. (c) interest rates on checking-account money increases. (d) wealth decreases. (e) the price level declines

41) Conversions of transactions balances to speculative (asset) balances of money are most easily explained if financial investors expect: (a) deficits to cause hyperinflation. (b) extraordinarily low interest rates to rise. (c) bond prices to increase. (d) loans to be exceptionally profitable. (e) the FED to sell more U.S. bonds.

42) Expected rate of return schedules tend to increase when: (a) depreciation accelerates. (b) investors become more optimistic. (c) unemployment rates rise. (d) capital costs rise. (e) interest rates increase.

43) Herdlike and volatile business expectations that cause unstable levels of economic investment, thereby driving business cycles in an economy, are an integral part of the modern macroeconomic theory originated by: (a) Irving Fisher. (b) Milton Friedman. (c) John Maynard Keynes. (d) Arthur Laffer.
44) The initial declines in nominal interest rates when an expansionary monetary policy has not been expected are examples of the: (a) Friedman effect. (b) liquidity (aka Keynes) effect. (c) financial income effect. (d) capitalization effect. (e) Fisher effect.

45) A liquidity trap exists when: (a) people choose to hold illiquid bonds rather than liquid money. (b) persistent inflation plagues the economy. (c) money supply growth is offset by a decline in velocity. (d) interest rates are rising faster than inflation.

46) In contrast to classical theory, Keynesians stress that: (a) saving and investment largely determine interest rate. (b) permanent income underpins demands for money. (c) interest rates are rewards for postponing consumption. (d) market economies are quite stable. (e) investment is volatile because it depends primarily on investors' volatile expectations.
47) In his Liquidity Preference Framework, Keynes assumed that money has a zero rate of return. Thus, when interest rates (a) rise, the expected return on money falls relative to the expected return on bonds, causing the quantity of money demanded to fall. (b) rise, the expected return on money falls relative to the expected return on bonds, causing the demand for money to rise. (c) fall, the expected return on money falls relative to the expected return on bonds, causing the demand for money to fall. (d) fall, the expected return on money falls relative to the expected return on bonds, causing the demand for money to rise.

48) If people started expecting the prices of bonds to fall in the near future then: (a) the speculative (asset) demand for money would increase. (b) the transactions demand for money would increase. (c) the asset demand for money would fall. (d) the transactions demand for money would fall.

49) The speculative (asset) demand for money depends strongly on: (a) private reluctance to invest speculatively. (b) forgone interest as a major cost of holding money. (c) anticipated stock market inflation. (d) eagerness to hold assets with fluctuating values. (e) desires to maximize tax‑free income.

50) Speculative (or asset) cash balances are negatively related to: (a) individual income. (b) uncertainty about the future. (c) rates of interest on bonds. (d) recessionary trends.

51) Irrational exuberance, the term now widely used to explain why prices for many tech stocks rose far above their reasonable market values in the 1990s, was characterized by John Maynard Keynes as: (a) “peak/end explosiveness.” (b) “NASDAQ mania.” (c) “unwarranted exhilaration.” (d) “animal spirits.” (e) “cognitive dissonance.” (f) “ego slippage.”

52) One explanation offered for why stocks may soar far above reasonable market value (true present value) after favorable news is: (a) irrational exuberance. (b) stock influx. (c) stock outflux. (d) corporate malfeasance. (e) unwarranted exhilaration. (f) peak/end explosiveness.

53) Risk affects liquidity in the sense that: (a) during uncertain times [e.g., when the prospect of a depression looms], many people adjust their portfolios to hold greater proportions of relatively liquid assets, including money. (b) quick sales of an asset may result in substantial losses. (c) people avoid selling financial assets if the future is risky. (d) risky securities are less liquid than real estate.

54) The asset demand for money depends strongly on: (a) private reluctance to invest speculatively. (b) forgone interest as a major cost of holding money. (c) anticipated stock market inflation. (d) eagerness to hold assets with fluctuating values. (e) desires to maximize tax‑free income.

55) The belief that changes in the money supply influence interest rates, which then influence investment, and ultimately income and output is associated most closely with: (a) classical economists. (b) Keynesian economists. (c) modern monetarists. (d) supply‑side economics. (e) rational expectations economists.

56) If increasing uncertainty about stability in the stock market and bond market precipitate a financial panic, the likely effect on the demand for money would be that demand for money: (a) falls at first, and then rises when inflationary expectations increase. (b) rises. (c) overall, may either rise or fall because of offsetting Fisher and liquidity effects. (d) declines.

57) The interest rate will probably rise if: (a) households increase the loanable funds available for business investment by deciding to delay consumption. (b) investors in economic capital become more optimistic about the profitability of investment. (c) households decide that times are secure and decrease the liquidity of their assets. (d) households decide to save more because of retirement plans. (e) the stock market falls because speculators fear a depression.

58) Some modern Keynesians challenge the long-term effectiveness of monetary policy, asserting that adjustments in financial technologies to unpredictable or erratic changes in monetary policy will ultimately create adjustments that: (a) insulate financial institutions from cyclical swings. (b) decrease the actual money multiplier. (c) make banking less stable and increasingly vulnerable to tight credit conditions. (d) stop bank officials from pooling their excess reserves through the federal funds market. (e) drive up nominal interest rates and stymie economic growth by squelching investment.
59) Which of the following terms fits least well with the others? (a) Abba Lerner’s asymmetric wage-price reaction functions. (b) efficient markets theory. (c) hysteresis models. (d) short run analysis. (e) Keynesian theory.
60) The Aggregate Supply curve is roughly horizontal or is gently positively sloped up to the point of full employment and then becomes vertical according to: (a) Austrian theory. (b) Eugen von Böhm-Bawerk. (c) the Cambridge equation and classical liberals. (d) A. Jules E. Dupuit. (e) efficient markets theory. (f) Fabian socialists. (g) John Kenneth Galbraith. (h) Friedrich Hayek. (i) institutionalism. (j) William Stanley Jevons. (k) John Maynard Keynes’ The General Theory of Employment, Money, and Interest. (l) libertarians. (m) modern monetarism. (n) neoclassical macroeconomics. (o) Okun’s Law. (p) Arthur Cecil Pigou. (q) quantity theories of money. (r) real business cycle theory. (s) supply-side economics. (t) Johann Heinrich von Thünen. (u) utilitarianism. (v) voodoo economics. (w) Friedrich von Wieser. (x) Xenophon. (y) yield to maturity analysis. (z) Zeno.
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