Government Policy MC Questions
1. If the central bank of a country wishes to maintain a stable interest rate after a decrease in consumers’ spending, taking which of the following actions will achieve the goal?
A. Increasing government spending
B. Increasing income tax rates
C. Decreasing the required reserve ratio
D. Decreasing the discount rate
E. Selling government bonds
2. Which of the following combinations of government action is most likely to have a neutral effect on aggregate output?
A. An increase in government transfers while decreasing the required reserve ratio.
B. A decrease in tax while decreasing the administered interest rates.
C. An increase in tax while increasing the administered interest rates.
D. An increase in government spending while increasing the administered interest rates.
E. An increase in government spending while decreasing the administered interest rates.
3. Assume a country’s government increases taxes and its central bank increases the interest on reserves in an ample reserves framework. The actions will result in an increase in which of the following in the short run?
A. Aggregate demand
B. Unemployment
C. Aggregate supply
D. Investment spending
E. Inflation
4. A policy of increasing the administered interest rates combined with a policy of lowering taxes will policy will
A. increase the interest rate and decrease investment
B. decrease both income and consumption
C. increase both income and consumption
D. have uncertain effects on the interest rate and investment
E. increase both the interest rate and investment
5. A monetary policy action to reduce inflationary pressure would be to increase which of the following?
A. The money supply
B. The discount rate
C. Interest on reserves
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E. Income tax rates
6. If the government decreases spending while the country’s central bank decreases interest on reserves, which of the following will definitely occur?
A. The aggregate demand curve will shift to the right.
B. The aggregate demand curve will shift to the left.
C. The short-run aggregate supply curve will shift to the right.
D. Interest rates will fall.
E. Interest rates will rise.
7. Which of the following combinations of fiscal and monetary policies will correct a severe recession? 
(A)  Increasing income tax rates and increasing administered interest rates 
(B)  Increasing both the income tax rates and decreasing administered interest rates 
(C)  Decreasing both the income tax rates and selling bonds on the open market 
(D)  Decreasing income tax rates and decreasing administered interest rates 
(E)  Decreasing income tax rates and increasing the discount rate 

