Stabilization Policy and Self Adjustment
1. The economy is in an inflationary gap. Which of the following is an appropriate stabilization policy?
A. Cutting taxes.
B. Increasing taxes.
C. Increasing money supply.
D. Lowering the discount rate.
2. The economy is in a recession. Which of the following occurs in the long run when there is no policy action?
A. Wages are flexible in the short run and will eventually become sticky, which will allow the SRAS to increase, therefore returning the economy to equilibrium. 
B. Wages, which are sticky in the short run, will eventually decrease, which will allow the SRAS to increase, therefore returning the economy back to long run equilibrium. 
C. Automatic stabilizers will take effect and increase AD, returning the economy to equilibrium.
D. The economy will not return to equilibrium. 
3. The economy is in a recession. Which of the following occurs when there is no DISCRETIONARY government policy?
A. Taxes will naturally adjust to the long run equilibrium level.
B. Taxes will increase, which will cause people to work harder and stimulate the economy.
C. Taxes and government transfers will increase automatically because people’s incomes are lower and people will pay less income tax, and more people will require assistance from the government. 
D. Government transfers will increase but tax will only affect foreign goods.
4. Automatic stabilizers will have a larger effect when the taxes in the economy are:
A. No tax.
B. Progressive – higher income individuals pay a higher percentage of tax. 
C. Regressive – lower income individuals pay a higher percentage of tax.
D. Taxes are applied to those who work primarily in government jobs.
5. The economy is in an inflationary gap. Which of the following occurs in the long run when there is no policy action?
A. Wages are flexible in the short run and will eventually become sticky, which will allow the SRAS to decrease, therefore returning the economy to equilibrium. 
B. Automatic stabilizers will take effect and decrease AD, returning the economy to equilibrium.
C. The Fed will sell bonds. Because the Fed is not connected to the government, this is not a policy action. 
D. Wages, which are sticky in the short run, will eventually increase, which will allow the SRAS to decrease, therefore returning the economy back to long run equilibrium. 
6. True or False. Automatic Stabilizers is not FP because it happens automatically.
7. True or False. Automatic Stabilizers include government transfers but not tax. 
8. True or False. Macroeconomic self-adjustment needs a government to change the SRAS.
9. True or False. Automatic Stabilizers change the AD where as Macroeconomic self-adjustment changes the SRAS.
10. True or False. Questions that talk about the long run will usually be focused on automatic stabilizers because it involves sticky wages becoming flexible in the long run. 
11. True or False. Questions that talk about the long run will usually be focused on Macroeconomic self-adjustment because it involves sticky wages becoming flexible in the long run. 
12. True or False. Macroeconomic self-adjustment will always occur and so governments never implement any stabilization policy. 
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False, it is still Fiscal Policy because it involves tax and government transfers.
7
False. It involves both tax and transfers.
8
False. Self adjustment occurs when nominal wages and resource costs adjust which does not require a government.
9
True.
10
False. Macroeconomic self adjustment is the one that is about sticky wages. Automatic stabilizers is about tax and gov transfers.
11
True.
12
False. Macroeconomic self adjustment occurs in the long run but governments often don’t want to wait and implement policies to push the economy back to long run equilibrium. 




