Lecture 8: government policies
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Who is responsible for setting the base interest rate in a country?

A) Central bank v/
B) Treasury department
C) National audit office
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Which of the following is a fiscal policy tool?
A) Changing tax rates v/

B) Setting banks’ reserve requirement ratio
C) Setting the base interest rate
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Increasing government spending on infrastructure is an example of:
A) Expansionary fiscal policy v

B) Expansionary monetary policy

C) Trade policy
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When the central bank sells government bonds, the money supply:
A) Decreases v

B) Increases

C) Remains constant
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Which of the following is commonly used to address an economic recession?

A) Lowering the discount rate v/
B) Raising tax rates
C) Reducing government spending
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Price level stability is an objective of:
A) Monetary policy v

B) Trade policy

C) Fiscal policy
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When a government increases taxes and reduces spending, it is implementing:

A) Contractionary fiscal policy v
B) Expansionary fiscal policy
C) Expansionary monetary policy
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Changing interest rates to control inflation falls under:
A) Monetary policy v/

B) Fiscal policy

C) Trade policy
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In a budget surplus, tax revenues are:

A) Greater than government spending v/
B) Less than government spending

C) Equal to government spending
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Increasing the banks’ reserve requirement ratio leads to:
A) Reducing banks’ lending capacity v/

B) Increasing banks’ lending capacity

C) Keeping lending capacity unchanged
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Decreasing discount rate is a tool of:
A) Fiscal policy

B) Monetary policy v

C) Trade policy
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Which of the following reflects expansionary monetary policy?

A) Lowering the required reserve ratio v/
B) Raising the required reserve ratio
C) Raising tax rates
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Changing tax rates is a monetary policy tool. X
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Increasing the interest rate helps reduce inflation. </
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In a recession, the government may increase public spending to stimulate the
economy. <7
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The reserve requirement is the percentage of deposits a bank must hold and not
lend out. ¥
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When the central bank buys government bonds, it decreases the money supply. X
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Increasing taxes and reducing government spending is expansionary fiscal policy. X
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A budget surplus means tax revenues exceed government expenditures. </
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Monetary policy can be used to achieve price stability and economic growth. <7
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Lowering the discount rate increases the borrowing cost for commercial banks. X
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Government borrowing to finance a deficit increases public debt. </
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Fiscal policy deals with taxes and government spending, not interest rates. </
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Lowering the reserve requirement ratio reduces the money supply in the economy.

X



