Chapter 12
The Government Budget, the Public Debt, and Social Security

1) "Economists have generally come to agree that monetary policy is better suited than fiscal policy for controlling GDP" because

A) money is neutral and therefore changes affect real income but not prices.

B) fiscal spending and tax changes affect the economy less than changes in the money supply.

C) the Fed can make decisions quickly, Congress and the President more slowly.

D) Congress can make decisions quickly, the Fed more slowly.

2) If monetary policy is used to control real GDP then fiscal policy is a major determinant of

A) interest rates and economic growth.

B) interest rates and the foreign trade deficit.

C) unemployment and the foreign exchange rate.

D) None of the above.

3) Once monetary policy is dedicated to controlling the level of nominal GDP, then fiscal policy can be used to

A) choose the overall level of interest rates, with a high budget surplus implying a high level of interest rates.

B) choose the overall level of interest rates, with a high budget deficit implying a high level of interest rates.

C) control the level of inflation, with a high budget surplus implying a faster rate of inflation.

D) control the level of inflation, with a high budget deficit implying a faster rate of inflation.

4) Which of the following statements is NOT part of supply-side theory?

A) Income taxes reduce the after-tax reward to work and saving.

B) Capital gains should be indexed so that only real gains, and not nominal gains, are taxed.

C) An increase in the after-tax reward to work and saving would create a significant increase in the amount of work and saving.

D) After cutting taxes, the federal government would collect more revenue than before the tax cuts.

5) Which of the following beliefs is not part of supply-side economics?

A) A sharp reduction in personal income taxes would bring forth higher labor-force participation.

B) A sharp reduction in personal income taxes would bring forth a higher capital stock through greater saving and investment.

C) A reduction in tax rates would lead to increased output and actually allow tax revenues to rise.

D) A sharp reduction in corporate income taxes would discourage U.S. corporations from shifting their production facilities to other countries, thus leading to a decrease in the unemployment rate.

6) Supply siders argue that policies pursued by the Reagan administration after 1981 undermined the effect of the 1981 tax cuts.  Which of the following policies has been cited by supply siders?

A) Some of the incentives to business investment were reversed.

B) The minimum wage was increased.

C) Government expenditures decreased along with the decrease in revenues.

D) Trade protectionist legislation was passed.

7) Supply side economists believe that decreases in marginal tax rates will lead to revenue increases because

A) after tax incomes will increase as will work effort and saving.

B) a rightward shift in SAS will force people into higher tax brackets.

C) a leftward shift of LAS will mean more revenue per unit of output.

D) None of the above

8) A cut in income taxes tends to

A) temporarily shift the short-run Phillips curve and to permanently increase aggregate demand.

B) permanently shift the short-run Phillips curve and to temporarily increase aggregate demand.

C) temporarily shift both the short-run Phillips curve and aggregate nominal demand.

D) permanently shift both the short-run Phillips curve and aggregate demand.

9) Which of the following policies would NOT affect the natural unemployment rate?

A) a reduction in minimum wages

B) an increase in public-service employment

C) an increase in subsidized private employment

D) a reduction sales taxes

10) A falling natural-employment deficit indicates that

A) the growth rate in the economy has increased.

B) the government is following a restrictive fiscal policy.

C) the government is following an expansionary fiscal policy.

D) the actual surplus is rising.

11) If a society's rate of time preference increases, as may have occurred in the U.S. during the 1970s, then, ceteris paribus, per capita

A) current consumption increases, future consumption decreases and economic growth accelerates in the long run.

B) current consumption decreases, future consumption increases and economic growth decelerates in the short run.

C) current consumption increases, future consumption decreases and economic growth decelerates in the long run.

D) current consumption increases, future consumption decreases and economic growth stabilizes in the long run.

12) If a society's rate of time preference increases, as may have occurred in the U.S. during the 1970s, then, ceteris paribus, per capita

A) private savings increase.

B) private savings decrease.

C) personal consumption decreases.

D) B and C are both correct.

13) Savings in the U.S. is "too low" if

A) the rate of return on investment exceeds the rate of time preference.

B) the rate of return on investment is less than the rate of time preference.

C) per capita capital is growing faster than population growth.

D) None of the above.

14) A decrease in deficit spending or an increase in the government surplus will lead to

A) accelerated economic growth if the money supply is increased to stabilize the output ratio.

B) accelerated economic growth if the money supply is decreased to stabilize the output ratio.

C) a recession if the money supply is increased to stabilize the output ratio.

D) a recession if the money supply grows at a fixed rate.

15) A greater reduction in the government's deficit spending would stimulate investment if it were achieved by which of the following changes, ceteris paribus?

A) an increase in the income tax rate on interest payments

B) a decrease in the income tax rate on transfer payments

C) an increase in sales taxes on consumption goods

D) a decrease in sales taxes on consumption goods

16) Private savings and thus investment could be increased by which of the following government policies, ceteris paribus?

A) elimination of the corporate income tax

B) allowing corporations to use "replacement cost accounting"

C) exemption of interest earnings from income taxation

D) All of the above.

17) A major side-effect of a stimulative fiscal policy is that it will

A) discriminate in favor of housing.

B) crowd out private expenditures.

C) increase the natural rate of unemployment.

D) permanently raise the rate of inflation.

18) The tax cuts in 1981 and 1982 did not lead to growth in GDP as did the tax cuts in 1964.  One reason for this difference was that

A) the 1981-82 tax cuts concentrated on personal tax cuts, but the 1964 cuts were for both personal and corporate taxpayers.

B) the saving rate increased in 1981-82, but it decreased in 1964.

C) expansionary monetary policy accompanied the 1964 tax cuts, but the 1981-82 cuts were accompanied by restrictive monetary policy.

D) tax indexation was built into the 1981-82 tax-cut program, but in 1964 there was no indexation.

19) The government can meet its interest bill without having to levy taxes if it issues more bonds and if the

A) economy's real growth rate of output is greater than the real interest rate.

B) economy's real growth rate of output is equal to the nominal interest rate.

C) economy's real growth rate of output equals or exceeds its real interest rate.

D) economy's nominal growth rate of output equals or exceeds its real interest rate.

20) Government debt places a burden on future generations if

A) the debt is used to fund the current consumption of its citizens.

B) the debt is used to fund the production of investment goods.

C) the debt is used to fund schools and highways.

D) All of the above are correct.

21) "In the 1980's the pain which results from a large government deficit was deferred, placed on future taxpayers since foreigners loaned money to the government to pay the debt."  Gordon suggests that this "pain" maybe deferred forever if

A) the government uses the "deficit funds" to provide taxpayers increased future benefits from which to pay the interest to foreigners.

B) monetary policy is tighter in the future.

C) fiscal policy is tighter in the future.

D) B and C are correct.

22) The conditions for joining the “Euro” single-currency block led a number of European countries to ____________ and consequently reduce their debt-GDP ratios.

A) tighten monetary policy 

B) loosen monetary policy

C) loosen fiscal policy 

D) tighten fiscal policy

23) The national debt must eventually be paid off to

A) ourselves, which implies we collectively can expect an increase in income in the future.

B) the government, which implies additional revenue to the government in the future.

C) foreigners, which means a loss of freedom in the future.

D) no one, as long as there is confidence in the continuing viability of the government's taxing powers.

24) A true and unambiguous burden on future generations will be created whenever government deficit spending

A) increases the ratio of government expenditure to GDP.

B) pays for goods that yield no future benefits.

C) is used as part of a countercyclical fiscal expansion.

D) pays for capital expenditures.

25) If the economy is growing 5% a year and GDP is $1000 billion, the additional revenues available to meet interest payments on the government deficit would be, ceteris paribus,

A) 50.

B) 500.

C) it depends upon the amount of new debt issued.

D) there would be no additional revenues.

26) If the economy is growing 3% a year and the government increases the ratio of interest on the national debt to GDP, we may conclude that

A) the output ratio will fall.

B) additional interest payments exceed 3% of GDP.

C) tax revenues will fall.

D) the Laffer curve will be inoperable.

27) Gordon reports that during the Reagan administration the increase in spending as a percent of GDP, was primarily attributable to

A) increases in military spending.

B) increases in general administrative expenses.

C) increases in agricultural subsidy expenditures.

D) increases in social security and medicare expenditures.

28) The argument that households will increase savings to pay increases in future taxes which result from a tax cut financed from deficit spending

A) assumes that people do not budget bequests for their children.

B) is a new Keynesian argument.

C) is the Barro-Ricardo Equivalence Theorem.

D) was proved by data in the 1980s.

Figure 12-1
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29) The Laffer curve shown in Figure 12-1 suggests that from some critical point

A) C, an increase in marginal tax rates will lower tax revenues

B) B, an increase in marginal tax rates will lower tax revenues

C) D, a decrease in marginal tax rates will lower tax revenues

D) All of the above.

30) The Reagan administration argued in the early 1980s that the U.S. economy was at point _____ in Figure 12-1.

A) B

B) C

C) D

D) E

31) Gordon suggests that the behavior of budget deficits in the early 1980s indicates that the U.S. economy was at point _____ in Figure 12-1.

A) B

B) C

C) D

D) E

Figure 12-2, below, displays two time paths of consumption, C and C', which may characterize a country according to its growth policies.
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32) Referring to Figure 12-2, we may conclude

A) Path C' represents the effects of a policy to lower savings from time to t1 forward.

B) Path C' represents the effects of a policy to lower savings from time t0 to t1.

C) Path C represents the effects of a policy to lower savings from time t1 forward.

D) Path C' represents the effects of a policy to lower savings from time to t1.

33) We may conclude if our present path in Figure 12-2 is C, that

A) from t0 to t1 policies may be adopted to lower savings.

B) from t0 to t1 policies may be adopted to raise savings.

C) prior to t0 policies may be adopted to lower savings.

D) after t1 policies may be adopted to increase savings.

34) If the country in Figure 12-2

A) imposes a consumption tax at t1 its consumption path will be C'.

B) imposes a higher tax at to pay for social security, its consumption path will be C'.

C) imposes a consumption tax at to its consumption path will be C'.

D) none of the above.

35) Society's rate of time preference refers to

A) the preference people have for leisure compared to working.

B) the rate at which corporations can depreciate "preferred" capital goods.

C) the extra amount people would be willing to pay to have consumption now instead of in the  future.

D) the preferred rate of economic growth.

36) A country saves too little if

A) its rate of time preference is greater than the national rate of return on investment.

B) its rate of time preference is less than the national rate of return on investment.

C) its rate of investment is less than the real interest rate.

D) its rate of investment is less than the nominal interest rate.

37) National saving is

A) the sum of private saving and government saving.

B) reduced by government budget deficits.

C) the sum of private saving and the government budget deficit or surplus.

D) all of the above.

38) Which of the following policies is likely to generate the smallest increase in national saving?

A) an increase in income taxes

B) an increase in consumption taxes

C) a cut in government transfer payments

D) None of the above policies will increase national saving.

39) Which of the following is least likely to increase the ratio of investment to real GDP?  A reduction in _______.

A) transfer payments

B) subsidies to farms and corporations

C) defense outlays

D) spending on highways

40) Over a decade or longer, a government budget deficit

A) reduces national saving and stimulates economic growth.

B) reduces national saving and economic growth.

C) increases national saving and economic growth.

D) increases national saving and economic growth.

41) Government debt which pays for _____ is a burden in that it yields no _____ benefits.

A) hospitals, future

B) ammunition for military target practice, current

C) social security benefits, future

D) public universities, current

42) If the inflation rate is 7 percent, real GDP growth is 2 percent, and the current budget deficit is $100 billion, what must the current national debt be if the debt-GDP ratio is to remain the same?

A) $1,111 billion

B) $2,000 billion

C) $1,429 billion

D) $5,000 billion

43) In the period from 1990 to 1994, which of the following countries experienced a drop in national debt as percentage of GDP?

A) Italy

B) United States

C) Germany

D) none of the above

44) The debt-GDP ratio

A) fell sharply after 1997 due to a high output ratio and higher income tax rates.

B) rose from 1981-1992 due to large budget deficits.

C) began to decline in 1993.

D) all of the above.

45) The debt-GDP ratio was lower in 1997 than it was during

A) the Civil War.

B) World War I.

C) World War II.

D) all of the above.

46) Which of the following is not an expected consequence of balancing the federal government's budget?

A) increased private investment

B) increased borrowing from foreigners

C) reduced interest payment to foreigners

D) B and C.

47) During 1998-2001 the government budget

A) moved deeper into deficit and caused a substantial increase in borrowing from foreign investors.

B) moved into surplus but the beneficial effect was largely offset by a drop in household saving.

C) was balanced and the inflow of capital from foreign lenders was finally stopped.

D) moved into surplus and resulted in large capital outflows from the U.S.

.

48) A sharp reduction in the U.S. debt-GDP ratio occurred

A) after 1997.

B) between 1996 and 1997.

C) between 1994 and 1995.

D) between 1993 and 1995.

.

49) In 1980-96 the ratio of Federal expenditures to GDP peaked at _____.

A) 18.1%

B) 20.1%

C) 23.2%

D) 25.3%

.

50) The gap between Federal expenditures and Federal revenues after 1980 was caused primarily by

A) the recessions which occurred in the 1980s.

B) a substantial decrease in Federal revenues.

C) a substantial increase in Federal expenditures.

D) rising interest rates which made caused investment and growth to collapse.

.

51) Changes in tax laws in 1993 

A) reduced Federal revenues by making the tax code more regressive.

B) reduced Federal revenues by making the tax code more progressive.

C) increased Federal revenues by making the tax code more regressive.

D) increased Federal revenues by making the tax code more progressive.

.

52) Between 1995 and 1998 Federal tax revenues from  ________ increased sharply.

A) the personal income tax

B) the corporate profits tax

C) social insurance taxes

D) All of the above.

53) Which of the following contributed to the sharp increase in Federal tax revenues between 1995 and 2001?

A) An increase in income tax rates.

B) A sustained economic expansion.

C) Increased income inequality.

D) All of the above.

54) In the debate over U.S. federal budget deficits, the "pussycats" believe that

A) increased domestic private investment requires a cut in the deficit.

B) borrowing form foreigners in the 1980s was a sign of economic strength.

C) deficits create political pressure to slow the growth of government spending programs.

D) a sizeable deficit cannot be tolerated.

55) As it is currently calculated, Gordon thinks that national saving is

A) overstated.

B) understated.

C) accurately measured.

D) so ambiguous that it is impossible to say in what direction its inaccuracies lie.

56) Society's rate of time preference is

A) the extra amount people would be willing to pay to have consumption goods in the future instead of now.

B) the value that people place on the time saved by purchasing capital goods rather than consumer  goods.

C) the extra amount people would be willing to pay to have consumption goods now instead of the future.

D) is negative if people prefer present consumption to future consumption.

57) In the IS-LM model, we can be at natural real GDP with a low interest rate given the combination of _______ fiscal policy and _______ monetary policy.

A) tight, tight

B) tight, easy

C) easy, tight

D) easy, easy

58) Suppose the economy is at the natural real GDP.  Changing macroeconomic policy to lower the interest rate while not affecting output means shifting the IS curve to the _______ and the LM curve to the ________.

A) right, right

B) right, left

C) left, right

D) left, left

59) The IS-LM model tells us that output remains constant when a tax cut is combined with ____________ in the money supply, with the interest rate ____________ its initial level.

A) an increase, rising above

B) an increase, falling below

C) a decrease, rising above

D) a decrease, falling below

60) A growing consensus among economists is that _________ policy is better suited for controlling GDP because of the promptness of ____________ in making policy decisions.

A) monetary, the Federal Reserve

B) monetary, Congress

C) fiscal, the Federal Reserve

D) fiscal, Congress

61) Government spending and taxation determine the position of the ____ curve and, where that curve intersects the vertical line at YN, the ____________ target of monetary policy.

A) IS, inflation rate

B) IS, real interest rate

C) LM, inflation rate

D) LM, real interest rate

62) If a teenager is willing to pay up to $208 to get a bicycle today rather than waiting a year for it and paying $200, her "rate of time preference" must be

A) $8.

B) 8 percent.

C) 4 percent.

D) -4 percent.

E) -8 percent.

63) When the rate of return on the last dollar of investment is above the rate of time preference, an economy is currently investing too _________ and saving too ________.

A) much, much

B) much, little

C) little, much

D) little, little

64) When the rate of return on the last dollar of investment is below the rate of time preference, an economy is currently investing too _________ and consuming too ________.

A) much, much

B) much, little

C) little, much

D) little, little

65) Evidence shows that the rate of return on private investment in the U.S. is ______ the rate of time preference, meaning that there is too ______ saving and too ______ current consumption.

A) above, much, little

B) above, little, much

C) below, much, little

D) below, much, much

E) below, little, little

66) In the U.S. it is clear that if a dollar were diverted from present consumption to present investment, the return on that investment would be ______________ to reward the deferral of consumption, meaning that overall economic welfare would rise with ___________ in national saving.

A) insufficient, an increase

B) insufficient, a decrease

C) more than sufficient, an increase

D) more than sufficient, a decrease

67) To raise economic growth, a tighter fiscal policy should be accompanied by a _______ money supply in order to keep the ___________ from falling.

A) larger, output ratio

B) larger, real interest rate

C) smaller, output ratio

D) smaller, real interest rate

68) Suppose that a change in the fiscal/monetary policy mix shifts the IS and LM curves downward by exactly the same amount.  The _____ in national saving is accompanied by ___________ domestic investment due to the __________ in the interest rate.

A) fall, equally lower, lower

B) fall, unchanged, unchanged

C) rise, unchanged, unchanged

D) rise, equally higher, lower

E) rise, equally lower, higher

69) A fiscal policy designed for maximum stimulus of economic growth must discourage current _____________ and thus makes for, at least in the short run, a ______ even income distribution.

A) consumption, less

B) consumption, more

C) private saving, less

D) private saving, more

70) Elimination of the corporate income tax would _________ government saving and probably ________ private business saving.

A) increase, increase

B) increase, decrease

C) decrease, increase

D) decrease, decrease

71) A change in corporate tax law such that depreciation is based on current replacement cost would ________ government saving and probably _________ private business saving.

A) increase, increase

B) increase, decrease

C) decrease, increase

D) decrease, decrease

72) Suppose that interest income is exempted from taxation, which costs the Treasury $100 billion in tax revenues, while at the same time transfer payments are reduced by $100 billion. Together, these two changes in fiscal policy ____________ national saving while moving the distribution of income toward greater __________ .

A) reduce, equality

B) reduce, inequality

C) increase, equality

D) increase, inequality

E) do not affect, equality

73) The government deficit does not place a burden on future generations when

A) taxes are eventually raised to pay interest on the additional debt.

B) the borrowed funds are used for productive government investment.

C) borrowing from foreigners offsets the deficit, so that private investment is not crowded-out.

D) the borrowed funds are transferred to the purchase of nondurable consumer goods.

74) Borrowing to fund investment projects until the marginal rate of return falls to _________ is optimizing investment strategy for ___________________.

A) the borrowing rate, businesses and governments

B) the borrowing rate, businesses but not governments

C) the borrowing rate, governments but not businesses

D) zero, businesses and governments

E) zero, governments but not businesses

75) Suppose the government borrows to purchase military ammunition which is immediately used up in target practice.  The rate of return on this investment is ____, and in this case the government debt _____ a burden on future taxpayers.

A) r, is not

B) r, is

C) 0, is not

D) -r, is not

E) -r, is

76) If the federal government borrows to build a new dam in North Dakota with a rate of return above the borrowing rate, and later raises federal income taxes to pay the interest, future welfare in the U.S. is

A) redistributed and lowered overall.

B) redistributed but not lowered overall.

C) not redistributed but lowered overall.

D) not redistributed and not lowered overall.

77) If the U.S. government sells bonds to fund improvements in infrastructure, and the bonds are bought by foreigners, the burden on future U.S. taxpayers

A) is not increased so long as the return on the improvements is at or above the borrowing cost.

B) is not increased so long as the return on the improvements is below the borrowing cost.

C) is not increased so long as the return on the improvements is above zero.

D) is increased regardless of the borrowing cost and the return on the improvements.

78) The "allowable deficit" that causes no change in the debt-GDP ratio is equal to the ____________ times _____________.

A) interest rate, outstanding national debt

B) interest rate, nominal GDP

C) rate of nominal GDP growth, outstanding national debt

D) rate of nominal GDP growth, nominal GDP

79) With inflation of 5 percent, real GDP growth of 3 percent, and an outstanding national debt of $3400 billion, the "allowable deficit" that holds the debt-GDP ratio constant is

A) $272 billion.

B) $68 billion.

C) $170 billion.

D) $175.1 billion.

E) $510 billion.

80) The "solvency condition" states that the debt-GDP ratio will rise continuously so long as

A) the real GDP growth rate exceeds the real interest rate.

B) the real interest rate exceeds the real GDP growth rate.

C) the real interest rate exceeds the nominal interest rate.

D) the nominal interest rate exceeds the cost of borrowing.

81) The government can continuously issue new bonds to pay the interest on its outstanding bonds so long as

A) the real GDP growth rate exceeds the real interest rate.

B) the real interest rate exceeds the real GDP growth rate.

C) the real interest rate exceeds the nominal interest rate.

D) the nominal interest rate exceeds the cost of borrowing.

82) Throughout U.S. history, the debt-GDP ratio has jumped sharply higher during

A) cyclical expansions.

B) stock market crashes.

C) wars.

D) Presidential election years.

83) In a recession, automatic stabilization ________ tax revenues and ________ the debt-GDP ratio.

A) lowers, raises

B) lowers, lowers

C) raises, raises

D) raises, lowers

84) From the end of the World War II, the debt-GDP ratio in the U.S. fell almost without interruption to a low point in ______, which marked the beginning of a long-run climb.

A) 1955

B) 1962

C) 1974

D) 1984

E) 1990

85) The rise in the U.S. debt-GDP ratio after 1980 must be blamed primarily on a _______ ratio of ____________ to GDP.

A) rising, government expenditures

B) rising, tax revenues

C) falling, government expenditures

D) falling, tax revenues

86) A central cause of the rising debt-GDP ratio in the U.S. during the 1980s and 1990s was

A) the tax cuts of the early 1980s.

B) continuous increases in the military portion of the federal budget.

C) overly-generous indexation of social security benefits.

D) deficit-reduction targets.

87) An annually balanced federal budget ___________ macro- stabilization policy by requiring ________ fiscal policy during recessions.

A) inhibits, tighter

B) inhibits, easier

C) assists, tighter

D) assists, easier

88) Most economists would consider it sensible for the federal government to __________ its current operating and capital expenditure budgets and then ______________________________.

A) consolidate, never borrow to fund it

B) consolidate, borrow what is necessary to fund it

C) separate, borrow what is necessary to fund the current operating budget.

D) separate, borrow what is necessary to fund the capital expenditure budget.

89) The one uncontroversial statement at the foundation of "supply-side" theory is that

A) cutting income tax rates raises the tax base by enough to increase tax revenues.

B) income taxes reduce the after-tax reward to work and saving.

C) reducing income taxes would significantly increase work effort.

D) reducing income taxes would significantly increase personal saving.

90) In the wake of the Reagan "supply-side" tax cuts of the early 1980s, growth in the labor-force participation rate _________ and the personal saving rate __________.

A) increased, rose

B) increased, fell

C) decreased, rose

D) decreased, fell

91) The "Laffer curve" is the relationship between

A) the tax rate and tax revenue.

B) the tax rate and the structural budget deficit.

C) the interest rate and tax revenue.

D) the unemployment rate and the inflation rate.

E) the money growth rate and the interest rate.

92) If the economy is to the right of the peak of the Laffer curve,

A) an interest rate reduction increases money growth.

B) an interest rate reduction decreases money growth.

C) a tax rate cut increases tax revenue.

D) a tax rate cut decreases tax revenue.

93) Supply-side theorists presented evidence that after the 1964 tax cut, tax revenues _________. But at the time, ____________ monetary policy helped to produce that result, a factor ignored or not understood by the Reagan administration.

A) increased, an expansionary

B) increased, a contractionary

C) decreased, an expansionary

D) decreased, a contractionary

94) The "Barro-Ricardo Equivalence Theorem" argues that ________________________ stimulate the economy in the short run.

A) government expenditure increases will

B) government expenditure increases will not

C) tax cuts will

D) tax cuts will not

95) According to the Barro-Ricardo Equivalence Theory, a tax cut that increases the deficit will end up mainly increasing current __________ and so is ________ in raising output in the short run.

A) consumption, very effective

B) consumption, ineffective

C) government expenditures, very effective

D) saving, very effective

E) saving, ineffective

96) Economist Robert Barro drew attention to how people _______________________ to argue that tax cuts _________ saving and thus are ___________ as a stabilization tool.

A) leave bequests to their children, decrease, effective

B) leave bequests to their children, increase, ineffective

C) leave bequests to their children, do not affect, ineffective

D) save more when the interest rate rises, do not affect, effective

E) save more when the interest rate rises, do not affect, ineffective

97) Suppose that many families consider consumer durables such as houses and cars as potential bequests.  This __________ Barro's argument that current tax cuts, which imply _______ future taxes, mainly go to increasing _______________________.

A) strengthens, higher, saving for future generations

B) strengthens, lower, current consumer spending

C) weakens, higher, saving for future generations

D) weakens, higher, current consumer spending

E) weakens, lower, saving for future generations

98) The personal saving rate in the U.S. _______ after the tax cuts of the early 1980s, evidence _________ the Barro-Ricardo Equivalence Theory.

A) rose, supporting

B) rose, opposing

C) fell, supporting

D) fell, opposing

99) The Social Security System

A) pays benefits to people which are directly related to how much they contributed during working years.

B) collects money from an individual and uses the accrued interest on those funds to pay the person’s retirement benefits.

C) is based on a “pay-as-you-go” principle.

D) All of the above.

.

100) Under the current Social Security System,

A) only tax rates are changed yearly to help cover changes increases in benefits.

B) only benefits are changed to balance the budget of the Social Security System.

C) benefits are changed only to reflect the preceding year’s inflation.

D) tax rates and benefits are changed yearly to balance the budget of the Social Security System.

.

101) At present, the Social Security System

A) takes in more revenue than it spends on benefits.

B) takes in less revenue than it spends on benefits.

C) equates the revenue that it receives and the amount it spends on benefits.

D) has no idea of just how much revenue it taking in.

.

102) According to current projections, the Social Security trust fund will grow to a maximum size in the year ______ and then run out of assets in the year _____.

A) 2004, 2020

B) 2021, 2038

C) 2022, 2030

D) 2032, 2042

.

103) In 1950 there were _____ workers per Social Security recipient, but by 2030 there will be _____ workers per recipient.

A) 16, 2

B) 8, 1

C) 42, 10

D) 5, 2

104) In 2001, the Federal government’s on-budget revenues and expenditures

A) resulted in a deficit which was larger than the surplus in the Social Security trust fund.

B) resulted in a deficit which was smaller than the surplus in the Social Security trust fund.

C) resulted in a surplus which was larger than the deficit in the Social Security trust fund.

D) resulted in a surplus which was smaller than the deficit in the Social Security trust fund.

.

105) From 1998 to 2001 the _____ in the Social Security trust fund caused the outstanding government debt in the hands of the public to _____.

A) deficit, increase

B) deficit, shrink

C) surplus, increase

D) surplus, shrink

.

106) Which of the following will cause the date that the Social Security trust fund runs out of money to pushed further into the future?

A) A decrease in the rate of real GDP growth.

B) An increase in the population growth rate.

C) A decrease in the growth of the real wage.

D) All of the above.

.

107) Direct investment in the stock market by the Social Security trust fund

A) does not require that new money be brought into the system.

B) would be more cost-effective than creating private accounts for each person in the Social Security system.

C) would cause the government indirectly to own substantial parts of  American companies.

D) All of the above.

.
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