Fiscal Policy QUIZ AP (23 points)

1.  Which of the following is a fiscal policy that would increase aggregate demand?
A decrease in personal income taxes
B decrease in government spending

C increase in corporate income taxes

D a purchase of government bonds by the Federal Reserve

E a sale of government bonds by the Federal Reserve
2.  Automatic stabilizers in the economy include which of the following?
I.  Progressive personal income tax

II. Unemployment compensation

III. Congressional action that increases tax rates

A I only
B II only

C III only

D I and II only

E I and III only
3.  In order to be called an automatic stabilizer, which of the following must tax revenues automatically do in a recessionary period and in an inflationary period.
     Recessionary Period
Inflationary Period

A decrease

decrease
B decrease

increase

C increase

decrease

D increase

increase

E no change

no change
4.  Which of the following fiscal policy actions would be most effective in combating a recession?

         Taxes


Government Spending
A $25 billion decrease

$25 billion decrease

B $25 billion decrease

$25 billion increase

C $25 billion decrease

no change

D no change


$25 billion decrease

E $25 billion increase

$25 billion increase

5.  Why is stagflation problematic for fiscal policy?  
A a functioning fiscal policy assumes an inverse relationship between unemployment and inflation
B fiscal policy only manipulates the money supply, therefore only has control over inflation rates

C prices and wages are sticky in the long run

D the relationship between government actions and the economy is unpredictable

E stagflation assumes the economy will eventually correct itself
6.  If autonomous expenditure changes (for any reason), the multiplier effect determines the size of

A a shift of the long run aggregate supply curve

B a shift of the short run aggregate supply curve

C a shift of the aggregate demand curve

D the movement along the aggregate demand curve

E c and d
7.  Pres. Bush’s business tax cuts would be expected to ______ in the short run and to _______ in the long

run.

A reduce consumption, raise investment

B raise consumption, raise interest rates

C reduce interest rates; raise investment

D reduce investment, decrease aggregate supply
E raise investment, increase aggregate supply 
\
8.  A contractionary fiscal policy is shown as a
A rightward shift in the economy's aggregate demand curve.

B rightward shift in the economy's aggregate supply curve.

C movement along an existing aggregate demand curve.

D leftward shift in the economy's aggregate demand curve
E leftward shift in the economy’s aggregate supply curve.
9.  Suppose the government purposely changes the economy's full-employment budget from a deficit of 0 percent of real GDP to a deficit of 3 percent of real GDP. The government is engaging in a fiscal policy that is
A automatic and contractionary.

B discretionary and neutral.

C automatic and expansionary.

D automatic and discretionary.

E discretionary and expansionary.

10.  Which of the following represents the MOST expansionary fiscal policy?

A $10 billion tax cut
B $10 billion increase in government spending
C $10 billion tax increase
D $10 billion tax decrease in government spending
E balanced budget worth $10 billion
	11.  Use the following data to answer question #11:
- Real gross domestic product is growing at a rate of 3 percent.

- The inflation rate is 9 percent

- The unemployment rate is 4.5 percent.

a)  What is the predominant problem facing this economy? (1pt)
b)  Assume that Congress votes to increase personal income taxes.  Using a correctly labeled aggregate demand-aggregate supply graph, explain what effect this policy will have on of the following: (2 pts)



i) output (1 pt)



ii) the price level  (1pt)



iii) employment  (1pt)

c) Identify one limitation on the effectiveness of the fiscal policy undertaken in (b).  (1pt)
	12. Assume an economy is in a persistent recessionary gap.
a)  Draw a correctly labeled AD/AS model demonstrating the current situation. (2 pts)

b)  Identify a fiscal policy that could be implemented to correct the problem. (1 pt)

c)  Show on the graph from part A the effects of part (b). (1pt)

d)  Assume the government desires to bring the economy to full employment AT THE SAME PRICE LEVEL.  Explain the combination of actions that would be needed. (2 pts)


