
PPSC Economics Topic 4 Monetary & Fiscal Policy

Sr Questions Answers Choice

1 A decline in taxes __ consumer expenditure and shifts the _ curve shifts to the.
A. Raises ; LM; Right
B. Lowers; IS ; left
C. raises ; IS; right
D. Lower ; LM; left

2 How do the banks gain from this corporate behavior.
A. More loans can be made
B. Tax free profits can be made
C. Interest rates can be increased
D. By circumvent banking regulations

3 "Rising productivity does not in itself spell the end of inflation. With enough______ it would
still be possible to whip prices into a froth the blank is best filled with.

A. Income growth
B. Unemployment
C. Money growth
D. Taxes

4 Suppose velocity is constant and the real income elasticity of the demand for money is less
than one then estimating inflation as money growth rate minus real growth rate.

A. Overestimates inflation
B. Underestimates inflation
C. Is an erratic estimate of inflation
D. Remain an accurate estimate of
inflation.

5 The negative effect on the economy that occurs when average tax rates increases because
taxpayers have moved into higher income brackets during an expansion is.

A. Fiscal drag
B. The Laffer curve
C. Bracket creep
D. Debt burden

6
Consider the five panels of the figure on the previous page in which panel would the
simultaneous imposition of restrictive monetary policy and expansionary fiscal policy cause
the largest increase in interest rates.

A. Panel a
B. Panel b
C. Panel c
D. Panel d

7 The limit of an economy's total productive capacity at any given time is set by

A. The amount of money in
circulation
B. Business demand for goods and
services
C. The level of government spending
and taxation
D. the quantity and quality of its
productive resources

8
If the money supply change was correctly and fully anticipated for a change of M to MI new
classical macroeconomics under the assumption of rational expectations would predict a
movement from.

A. Pont Eo to point E1
B. Pont Eo to point E2
C. Pont Eo to point E3
D. Pont E3 to point E2

9 Which of the followig does not shift the IS curve .

A. An increases in autonomous
consumption
B. An increase in government
spending.
C. A decline in government spending
D. A fall in theinterest rate

10 If the Federal reserve conducts open market ________ the money supply _______ shifting
the LM curve to the right.

A. Purchases ; decreases
B. sales ; increases
C. purchases ; increases
D. sales ; decreases

11 Believers in the monetarist rule assert that

A. Lags are long and variable
B. the economy cna be stabilized by
automatic mechanisms
C. The central bank should keep the
money supply growth constant
D. All of the above

12 As the interest sensitivity of money demand increases

A. The multiplier term increases
B. Fiscal policy has a greater effect
on output
C. Monetary policy has a smaller
effect on output
D. All of the above

13 A decrease iin money demand other thing equal shifts the _____ curve to the
A. IS ; right
B. Is ; Left
C. LM ; Left
D. LM ; Rfight



14 The situation in which the imports are greater than exports is termed as.
A. Trade surplus
B. Trade deficit
C. Budget surplus
D. None

15 The idea that the money supply should change to accommodate changes in aggregate
demand is associated with the ideas of.

A. Milton Friedman
B. Ronald reagan
C. Margaret Thatcher
D. John Maynard Keynes

16 When a government prints money to finance its expenditures it is likely to cause
A. Unemployment
B. Inflation
C. Deflation
D. Reductions in the use of barter

17 "The earlier predictions underestimated currency in circulation and treasury balances at the
Fed, both of which drained reserves from the banking system" Lower reserves means.

A. Lower interest rates
B. Lower money supply
C. Lower unemployment
D. Higher inflation

18 Which of the following would qualify as an aggregate supply shock.

A. An unexpected increase in oil
prices
B. Seasonally expected increase in
oil prices
C. An unexpected reduction in
consumer confidence
D. an anticipated tax cut

19 The purpose of financial intermediaries is.

A. To allow more saving than
investment
B. To discourage consumption
spending
C. To collect income taxes for the
government
D. To serve are middlemen between
savers and borrowers.

20
In the Keynesian cross diagram a decrease in investment spending because companies
become more pessimistic about investment profitability causes the aggregate demand
function to shift ______ and the equilibrium level of aggregate output to ______

A. up ; rise
B. up ; fall
C. down ;rise
D. down ; fall


