Fiscal Policy and Government Budgets
1. If government spending increases and tax decreases, what will naturally happen to the government budget?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
2. Contractionary fiscal policy will likely cause a ______________ of the government budget?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
3. An increase in the government budget will have what effect on national savings?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
4. An increase in the government budget will have what effect on national debt?1
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A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
5. Which of the following set of policies would increase the government budget?
A. Expansionary fiscal policy
B. Contractionary fiscal policy
C. Neutral fiscal policy
D. Increased punishment for violent crimes
E. Changing the driving side from the right to the left
6. Which of the following would be most likely associated with a balanced budget?
A. Expansionary fiscal policy
B. Contractionary fiscal policy
C. Neutral fiscal policy
D. Increased punishment for violent crimes
E. Changing the driving side from the right to the left
7. Expansionary fiscal policy will likely cause a ______________ of the government debt?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
8. What effect would automatic stabilizers have on the budget in a positive output gap?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
9. Compared to the use of a proportional tax system, a progressive tax system would have what have what effect on the government budget when the economy produces below potential output?
A. Decrease
B. Increase
C. No change
D. Increase then decrease
E. Decrease then increase
10. What effect would automatic stabilizers have on the budget in a period of higher unemployment?
A. Decrease
B. Increase
C. No change
D. Stop
E. Acceleration
11. What effect would automatic stabilizers have on the budget in a period of higher inflation?
A. Increase tax, decrease government transfers and increase the budget.
B. Decrease tax, decrease government transfers and decrease the budget.
C. No change
D. Increase tax, decrease government transfers and decrease the budget.
E. Decrease tax, increase government transfers and decrease the budget.
12. Bonus: Assume that with a proportional tax system, the government always sets the tax rate at a level that yields balanced budget at full employment. Which of the following is necessarily true?
A. The government budget will balance every year.
B. The government budget will be in deficit over the business cycle.
C. The national debt will increase in any year the economy operates below full employment
D. Crowding out of private investment will occur whenever the economy operates at full employment
E. The tax system will be destabilizing
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