APQB 3.2 Macro Multipliers
1. Assume that the marginal propensity to consume is 0.90. As a result of an increase in the tax rates, the government collects an additional $20 million. What will be the impact on gross domestic product (GDP) ?
A. GDP will increase by a maximum of $200 million.
B. GDP will increase by a maximum of $180 million.
C. GDP will decrease by a maximum of $200 million.
D. GDP will decrease by a maximum of $180 million.
E. GDP will decrease by a maximum of $20 million.
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2. The graph above shows the aggregate supply (AS) and aggregate demand (AD) curves for an economy.
(a) Calculate the spending multiplier if AD shifts to AD' as a result of an increase in government spending of $100.
(b) Will a decrease in income taxes have to be larger, smaller, or equal to $100 in order to shift the AD by the same amount as the $100 increase in government spending? Explain.
(c) If the marginal propensity to save decreases, will the spending multiplier increase, decrease, or remain unchanged?
(d) Now assume instead that the AS curve is upward sloping. Would the change in real gross domestic product resulting from the $100 increase in government spending be greater than, less than, or equal to the change shown in the graph above?
(e) Now assume that wages and prices are perfectly flexible. As a result of $100 increase in government spending, will real GDP increase, decrease, or remain unchanged? Explain.












3. Assume that the marginal propensity to consume is 0.8. If the government increases its purchases of goods and services by $200 and exports decline by $50, at most the equilibrium level of income will
A. decrease by $250
B. decrease by $1,000
C. increase by $150
D. increase by $750
E. increase by $1,250
4. Assume that the marginal propensity to consume out of disposable income is 0.8 and that the government taxes all income at a constant rate of 30 percent. If gross income increases by $100, consumption will initially increase by
A. $44
B. $56
C. $70
D. $80
E. $100
5. Assume that Jane’s marginal propensity to consume equals 0.8, and that in 2004 Jane spent $36,000 from her disposable income of $40,000. If her disposable income in 2005 increased to $50,000, her consumption spending increased by
A. $4,000
B. $8,000
C. $9,000
D. $10,000
E. $14,000
6. Suppose that in an economy with lump-sum taxes and no international trade, autonomous investment spending increases by $2 million. If the marginal propensity to consume is 0.75, equilibrium gross domestic product will change by a maximum of
A. $0.5 million
B. $1.5 million
C. $2.0 million
D. $8.0 million
E. $15.0 million
7. Suppose that the economy is in the midst of a recession and government policy makers want to increase aggregate demand by $600 billion. If the economy’s marginal propensity to consume is 0.75 and there is no crowding out, the government should do which of the following?
A. Increase spending by $2,400 billion.
B. Increase spending by $600 billion.
C. Increase spending by $150 billion.
D. Decrease taxes by $150 billion.
E. Decrease taxes by $600 billion.
8. If the marginal propensity to consume is 0.9, the government increases purchases by $100, and net exports decline by $60, the equilibrium level of real gross domestic product will
A. decrease by up to $400
B. increase by up to $400
C. increase by up to $600
D. decrease by up to $1,600
E. increase by up to $1,600
9. Assume the marginal propensity to consume is 0.8. How will a decrease in taxes of $100 billion and a decrease in government spending of $100 billion affect aggregate demand?2
· spending multiplier: M=∆GDP/∆G) = (400/100) = 4
· larger decrease in income taxes will be needed because part of the increase in disposable income will be saved.
· spending multiplier will increase.
· the change in real gross domestic product would be smaller.
· real GDP remains unchanged.
· input prices adjust to the long-run equilibrium immediately.


A. Aggregate demand will decrease by $900 billion.
B. Aggregate demand will decrease by $500 billion.
C. Aggregate demand will decrease by $400 billion.
D. Aggregate demand will decrease by $100 billion.
E. Aggregate demand will not change.
10. Which of the following changes will have the smallest expansionary effect on aggregate demand in the short run?
A. An increase in exports of $100
B. An increase in government spending of $100
C. A decrease in taxes of $100
D. A decrease in imports of $100
E. A decrease in savings of $100
11. An increase in government spending that is financed by an equal increase in taxes results in which of the following changes in aggregate demand (AD) and short-run aggregate supply (SRAS) curves
	 
	 AD Curve
	SRAS Curve

	A
	 Shift right
	Shift right

	B
	 Shift left
	Shift left

	C
	Shift right
	No change

	D
	 Shift left
	No change

	E
	No change
	No change


12. What is the effect of an increase of government transfers of $50 million, assuming a MPC of 0.75.
A. Increase total spending by $200 billion.
B. Increase total spending by $150 billion.
C. Decrease total spending by $150 billion.
D. Decrease total spending by $200 billion.
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