
PPSC Economics Topic 4 Monetary & Fiscal Policy

Sr Questions Answers Choice

1 When a nations money supply is Rs.1200 billion and the nominal Gros National product is
Rs.4800 billion the velocity of money is.

A. 0.25
B. 4
C. 0.4
D. Rs.4 billion

2 A decrease in the legal reserve ratio from 25% to 20% will

A. Result in light money
B. Be contractionary
C. Increases excess reserves and
the potential money multiplier
D. Decrease excess reserves and
the potential money multiplier

3 An increase in government spending causes the equilibrium level of aggregate output
to_______ at any given interest rate and shifts the ____ curve to the

A. rise ; LM ; right
B. rise ; LM ;Left
C. fall ; IS ; Left
D. rise ; IS ;right

4 The near term effect of an unexpected sale of bonds by the central bank is.

A. An increase in interest rates, a
risen investment and a rise in GDP
B. An increase in interest rates a
drop in investment and a drop in
GDP
C. A decrease in interest rtes a rise
in investment and a rise in GDP
D. A decrease in interesr rates a
drop in investment and a drop in
GDP

5 An example of nondiscretionary fiscal policy would be.

A. The operation of the welfare state
B. A Federal jobs program adopted
to stimulate consumption
C. A tax cut adopted to stimulate
consumption
D. An interest rate cut implemented
to stimulate consumption

6 A bank has excess liquidity reserves to lend but is unable to find a willing borrower these
will_______ the size of the money multiplier.

A. Reduce
B. Increase
C. Have no effect on
D. Double

7 During the early years of the Great depression there was a significant decrees n the the
money supply that causes. the ______ to shift____

A. LM ; rightward
B. IS ; rightwards
C. LM ; Leftward
D. IS ; Leftward

8
In the Keynesian cross diagram an increasing investment spending because companies
become more optimistic about investment profitability causes the aggregate demand function
to shift ______ and the equilibrium level of aggregate output to rise and the IS curve to shift
to the

A. up ; right
B. up ; left
C. down ;left
D. down ; right

9 Which of the following part of M1

A. Stock negotiating accounts
B. Automatic transfer system
accounts
C. Negotiable orders of withdrawal
accounts
D. Demand deposits of mutual saving
banks.

10 You know that all taxes are distortionary under what conditions will this knowledge lead you
to appose the imposition of every single tax in the economy.

A. If you live in a 1st best world.
B. If you live in a 2nd best world
C. If the tax rates on some of the
items are prohibitively high
D. Either of the above

11 Automatic stabilizers

A. Counter balance fluctuations in
economic activity.
B. Reinforce fluctuations in economic
activity
C. Do not occur when the economy
falls into recession
D. Reduces the size of the
deflationary gap

A. IS ; right
B. Is ; Left



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

13 Disposable income is obtained by subtracting ________ taxes from personal income
A. Indirect taxes
B. Direct taxes
C. Subsidies
D. None

14 An increase in oil prices, such as the oil shocks in the 70 s, lead to _______ there by
causing _____

A. A movement along the AS curve
cost push inflation
B. A leftward shift int he AS curve
demand pull inflation.
C. A right ward shift in the AS Curve
cost push inflation
D. a left ward shift in the AS curve
cost push inflation

15 An autonomous increase in the value of the domestic exchange rate.

A. Increases output net exports and
the interest rate.
B. Decreases output net exports and
the interest rate
C. Decreases output and net exports
and increases the interest rate.
D. Increase output and decreases
net exports and the interest rate.

16
Actual equilibrium is Rs. 1,500 billion and full employment is Rs. 2,500 MPC = 0.75 taxes are
zero , and prices are adjustable To eliminate the observed deflationary gap , the
government should.

A. Increase G by Rs.1,000
B. Decrease G by Rs.250
C. Increase G by less than Rs.100
D. Decrease G by more than Rs.250
but less than Rs.1000

17 According to the Laffer curve as tax rates increase tax revenues.

A. Decrease continuously.
B. Initially decrease and then
increase
C. Rise continuously
D. Initially increase and then
decrease

18
In the Keynesian corss diagra, an increase in autonomous consumer expenditure causes the
aggregate demand function to shift up the equilibrium level of aggregate output to _______
and the IS curve to shift to the _______

A. rise ; left
B. rise ; right
C. fall ; left
D. fall ; right

19 "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

20 A major advantage of monetary over fiscal policy is that monetary policy

A. Can be put into effect more quickly
B. Affects all sectors of the economy
equally
C. Authorities are quicker to see the
need for policy
D. Has a more direct and predictable
impact on spending.


