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	EC 309


	1.
	Assume that a government has a balanced budget when the economy is at full employment. If the economy then enters a recession, with no change in tax or spending laws, then the budget of the government is most likely to: 

	A)
	remain balanced. 

	B)
	be in deficit. 

	C)
	be in surplus. 

	D)
	be in either deficit or surplus, depending on the severity of the recession. 


	2.
	Suppose a household considers only current income in making consumption decisions.  This is an example of: 

	A)
	Ricardian equivalence. 

	B)
	the permanent-income hypothesis. 

	C)
	myopia. 

	D)
	the life-cycle model. 


	3.
	Proponents of Ricardian equivalence argue that the relevant decisionmaking unit is the: 

	A)
	individual. 

	B)
	household. 

	C)
	infinitely lived family. 

	D)
	community. 


	4.
	The experience of the 1980s: 

	A)
	clearly contradicted the Ricardian equivalence view because national saving was very low. 

	B)
	clearly supported the Ricardian equivalence view, for people saved little only because they were optimistic, as confirmed by the stock market. 

	C)
	will provide a clear answer on the validity of Ricardian equivalence as soon as economists are able to analyze it with their computers. 

	D)
	may be used to argue both in favor of and against the Ricardian equivalence view of the tax cuts. 


	5.
	According to the theory of Ricardian equivalence, if consumers are forward-looking, they will view a tax cut that has no plans to reduce government spending as ______, so their consumption will  ______. 

	A)
	additional disposable income; increase. 

	B)
	additional disposable income; remain unchanged. 

	C)
	a rescheduling of taxes into the future; increase. 

	D)
	a rescheduling of taxes into the future; remain unchanged. 


	6.
	The logic of Ricardian equivalence implies that: 

	A)
	tax cuts do not influence consumer spending but changes in government spending do. 

	B)
	neither tax cuts nor changes in government spending affect consumer spending. 

	C)
	tax cuts combined with future decreases in government spending will decrease consumer spending. 

	D)
	if the government cuts taxes and increases current government spending, consumer spending will increase. 


	7.
	According to the traditional viewpoint, a tax cut without a cut in government spending: 

	A)
	stimulates consumer spending and reduces national saving. 

	B)
	stimulates consumer spending and reduces private saving. 

	C)
	has no effect on consumer spending but reduces national saving. 

	D)
	has no effect on consumer spending but reduces private saving. 


	8.
	The real value of government debt is reduced by:

	A)
	expected inflation. 

	B)
	expected deflation. 

	C)
	unexpected inflation. 

	D)
	unexpected deflation. 


	9.
	If the government levies a one-time temporary tax on the young and gives the proceeds to the elderly, and both generations follow the life-cycle consumption pattern but are not altruistically linked: 

	A)
	both the young and the old will consume more. 

	B)
	there will be a net increase in overall consumption. 

	C)
	there will be net decrease in overall consumption. 

	D)
	there will be no change in overall consumption. 


	10.
	If an individual should subtract the present value of future tax obligations due to the government deficit from his or her disposable income, this situation suggests that, in aggregate analysis, the government deficit should be subtracted from disposable income. That is, instead of C = a + b(Y - T), we should use:

C = a + b((Y - T - (G - T)), or  

   = a + b(Y - G).

a. Using this consumption function and the further relations:

 I = I
G = G
T = T
Y = C + I + G
write the equilibrium equation determining Y as a function of a, I, G, and T.

b. If b equals 0.5, what are the numerical values of the multipliers for I, G, and T, respectively? 


	11.
	When the federal government incurs additional debt to acquire an asset, under current budgeting procedures the deficit ______, while under capital budgeting procedures the deficit ______. 

	A)
	does not change; increases 

	B)
	increases; does not change 

	C)
	does not change; decreases 

	D)
	decreases; does not change 


	12.
	The factor most responsible for forecasts of the U.S. government debt spiraling out of control in the next half century is the projected: 

	A)
	slowdown in the rate of technological change. 

	B)
	increase in immigration of low-skilled workers into the United States. 

	C)
	aging of the U.S. population. 

	D)
	increase in international competition. 


	13.
	According to the traditional view (as in the IS-LM model), if taxes are cut without cutting government spending, then in the short run interest rates will ______ and investment will ______. 

	A)
	increase; increase 

	B)
	increase; decrease 

	C)
	decrease; decrease 

	D)
	decrease; increase 


	14.
	According to the traditional view, if taxes are cut without cutting government spending, then the long-run effects will be ______ capital and ______ consumption. 

	A)
	higher; higher 

	B)
	lower; lower 

	C)
	higher; lower 

	D)
	lower; higher 


	15.
	Assume that the nominal interest rate is 11 percent, the inflation rate is 8 percent, and government debt at the beginning of the year equals $4 trillion.  By how much is the government budget deficit overstated as a result of inflation? 

	A)
	$0.12 trillion 

	B)
	$0.32 trillion 

	C)
	$0.44 trillion 

	D)
	$0.80 trillion 


	16.
	An increase in the elderly population of a country affects fiscal policy most directly because: 

	A)
	the elderly generally are not required to pay taxes. 

	B)
	governments provide pensions and health care for the elderly. 

	C)
	the elderly favor high interest rates on their savings. 

	D)
	governments spend more on education as the proportion of the elderly increases. 


	17.
	Lawrence Kotlikoff's generational accounting shows that the: 

	A)
	younger generation benefited from the government's taxing and spending policies of the 1950s, 1960s, and 1970s. 

	B)
	younger generation was hit hard by the government's taxing and spending policies of the 1950s, 1960s, and 1970s. 

	C)
	younger generation was hit hardest by the government's taxing and spending policies of the 1980s. 

	D)
	government cannot redistribute income away from the younger generation unless it runs a budget deficit. 


	18.
	Capital budgeting is a procedure that: 

	A)
	adjusts the deficit for inflation. 

	B)
	estimates what the deficit would be if the economy were operating at the natural rate of output. 

	C)
	accounts for assets as well as liabilities. 

	D)
	measures the impact of fiscal policy on the lifetime incomes of individuals of different ages. 


	19.
	Current measures  of the U.S. federal government's budget deficit account for all of the following except: 

	A)
	government expenditures. 

	B)
	government revenues. 

	C)
	changes in government indebtedness. 

	D)
	changes in government capital assets. 


	20.
	Measuring the size of government debt is complicated by all of the following factors except: 

	A)
	inflation. 

	B)
	uncounted liabilities. 

	C)
	capital assets of the government. 

	D)
	failure of the Office of Management and Budget to disclose figures on capital expenditures and credit programs. 


	21.
	According to the theory of Ricardian equivalence, tax cuts that have no plans to reduce government spending ______ public saving and ______ private saving. 

	A)
	reduce; reduce 

	B)
	reduce; increase 

	C)
	increase; increase 

	D)
	increase; reduce 


	22.
	If capital budgeting procedures were employed, then a budget deficit would be measured as: 

	A)
	the sum of government debt. 

	B)
	the change in government debt. 

	C)
	the change in government debt minus the change in government capital assets. 

	D)
	the change in government capital assets. 


	23.
	Proponents of Ricardian equivalence argue that if taxes are cut without cutting government spending and taxes are not expected to increase in the future until after an individual expects to be dead, then the individual will: 

	A)
	spend all of the increase in income. 

	B)
	spend some of the increase in income and save the rest. 

	C)
	use the increase in income to buy government bonds to help finance the deficit. 

	D)
	save all of the increase in income and leave it as a bequest to his or her children. 


	24.
	According to the traditional view, if taxes are cut without cutting government spending, then the short-run effects will be: 

	A)
	higher output and lower unemployment. 

	B)
	higher output and higher unemployment. 

	C)
	no change in output or unemployment. 

	D)
	no change in output and higher unemployment. 


	25.
	Compared to the size of government debt as a percentage of GDP in other major industrial countries, the federal government of the United States: 

	A)
	is one of the most heavily indebted governments. 

	B)
	has accumulated a relatively small debt. 

	C)
	has debt ranked about midway between the most and least heavily indebted governments. 

	D)
	is one of the least indebted governments. 
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