
Multiple Choice: Circle the answer the best completes each question, and provide a short explanation of why you chose that answer on the margins to the right or left of each question.

1. Keynes believed that:

a. Government should leave management of the economy to the private sector, except in time of war

b. Government could increase employment by raising spending

c. Government should adopt a policy of laissez-faire

d. Government should increase employment by adopting an expansionary monetary policy

2. During the 1930s:

a. Inflation was high

b. Government solved the unemployment problem

c. Government reduced spending

d. Consumer demand fell significantly

3. Contractionary fiscal policy is most appropriate as a response to:

a. Recession

b. Depression

c. Stagflation

d. Inflation

4. What U.S. President began the trend of getting the government involved in the affairs of the economy?

a. Teddy Roosevelt


b. FDR

c. Ronald Reagan

d. Dwight Eisenhower

5. What are the 2 tools of the government under fiscal policy?

a. Taxes, interest rates

b. Taxes, government spending

c. Money supply, interest rates

d. Reserve requirement, discount rate

6. High unemployment is usually a sign that:

a. Government spending is on the increase

b. Government has increased the money supply

c. The economy is getting better

d. Purchasing has slowed

7. When running a budget deficit, the demand for loans:

a. Increases

b. Stays the same

c. Decreases

d. Changes every day

8. To combat inflation, the government should run a:

a. Balanced budget

b. Higher interest rates

c. Unfavorable balance of trade

d. Budget surplus

e. Budget deficit

9. What is causing a recessionary gap in the U.S. economy?

a. Low government spending

b. Low interest rates

c. Too little spending

d. Too much spending

10. The 2 extremes of the business cycle are:

a. Inflation, recession

b. Recovery, contraction

c. Peak, trough

d. Trough, depression

11. All of the following are external variables that affect the macroeconomy except:

a. Wars

b. Monetary policy

c. Foreign output

d. Weather 

12. Fiscal policy ______________ the role of the government in the U.S.

a. Decreased

b. Limited

c. Increased

d. Did not change

13. Which of the following characteristics does the ideal money have?


a. Indivisible

b. High opportunity cost

c. Is not of uniform quality

d. Limited in supply

14. To fight recession, the MS needs to ___________.

a. Decrease

b. Increase

c. Be kept stable

d. Constantly change

15. The discount rate is the interest rate that:

a. One commercial bank charges another

b. Is charged on credit car balances

c. The banks charge their customers

d. The Fed charges commercial banks

16. Which of the following is included under M1?

a. Cash

b. Saving accounts

c. Money market accounts

d. Large time deposits

17. What term describes the total deposits banks have?

a. Excess reserves

b. Legal reserves

c. Actual reserves

d. Reserve requirement

18. All of the following is a reason why American money has value except:

a. Unit of account

b. Acceptability

c. Relative scarcity

d. Legal tender

19. The first paper money was issued by members of what trade or profession?

a. Weavers

b. Scribes

c. Blacksmiths

d. Goldsmiths 

20. The number of regional Federal Reserve banks in the U.S. is:

a. 25

b. 12

c. 5

d. 18

21. Although the Board of Governors are appointed by the President, each member needs to be confirmed by the _________________.

a. Senate

b. House of Representative

c. Supreme Court

d. The people

22. The Board of Governors in the Fed serve a nonrenewable term of ________ years.

a. 8

b. 10

c. 12

d. 14

True or False:  Identify the following statements as true or False and if it is false, re-write it to make it into a true statement.

23. One way the Fed can try to combat inflation would be to sell bonds.

24. The most powerful monetary tool is the reserve requirement.

25. One necessary characteristic of money is that it must be unlimited in supply.

26. Commercial banks like Wells Fargo and Washington Mutual make a profit by loaning money.

27. Money is anything that is accepted for payment for goods and services.

28. Using a contractionary fiscal policy results in the interest rates going up.

29. Adam Smith is the founder of fiscal policy.

30. To correct an inflationary problem in the U.S., the AD curve needs to shift to the right.

31. John Maynard Keynes if often synonymous with the word “laissez-faire”.

32. Monetary policy is carried out by adjusting taxes or government spending.

33. The Federal Reserve is responsible for both fiscal and monetary policy in the U.S.

34. Everything included in M2 must always be included in M3 as well.

35. The tool most often used by the Fed is the discount rate.

