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Answer Key: Tax Tides and Spend Strides: 10th Grade Fiscal Policy Quiz

Evaluate how 10 diverse fiscal levers influence national stability through 10 analytical scenarios and data-dri-
ven applications.

1. The 'Laffer Curve' is a theoretical framework often used by supply-side economists to argue which
of the following regarding taxation?

Answer: A) Lowering tax rates can potentially increase total tax revenue by incentivizing investment.

The Laffer Curve suggests there is an optimal tax rate that maximizes revenue; if rates are too high, they discourage
economic activity, so cutting them might actually increase the tax base.

2. A nation experiencing ‘demand-pull' inflation would likely utilize a contractionary fiscal policy, such
as decreasing government spending, to cool the economy.

Answer: A) True

Contractionary fiscal policy is designed to reduce the money supply or aggregate demand to combat rising prices
and prevent an economy from overheating.

3. When the government spends more than it collects in tax revenue within a single fiscal year, it creates
a

Answer: B) Budget Deficit

A budget deficit occurs when expenditures exceed revenue. This is distinct from the national debt, which is the
accumulation of yearly deficits over time.

4. Which of the following serves as an 'automatic stabilizer' in the U.S. economy, requiring no new
legislation to mitigate economic swings?

Answer: C) Unemployment insurance benefits

Unemployment insurance is an automatic stabilizer because it naturally increases during downturns without con-
gressional action, providing a floor for consumer spending.

5. A regressive tax, such as a flat sales tax on groceries, generally places a higher financial burden on
low-income earners relative to their total income.

Answer: A) True
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Regressive taxes take a larger percentage of income from low-income earners than from high-income earners
because the lower-income group must spend a larger share of their earnings on taxed essentials.

6. The 'Multiplier Effect' suggests that an initial $1 billion in government infrastructure spending will
resultin

Answer: C) A total increase in GDP greater than the initial $1 billion

The multiplier effect occurs because initial government spending becomes income for workers and businesses, who
then spend it elsewhere, creating a cycle of economic activity.

7. During a period of 'stagflation’' (stagnant growth and high inflation), why is fiscal policy particularly
difficult to implement?

Answer: A) Expansionary policy to fix growth may worsen inflation.

Stagflation presents a dilemma: tools used to stimulate the economy (like more spending) usually increase inflation,
while tools to fight inflation (like cutting spending) can worsen unemployment.

8. Social Security and Medicare are categorized as spending because the government is legally
required to fund them for all eligible citizens.

Answer: B) Mandatory

Mandatory spending is mandated by law. Unlike discretionary spending (like education or defense), it does not need
to be approved through an annual appropriations bill.

9. Fiscal policy is managed primarily by a nation's Central Bank, which adjusts interest rates to control
the money supply.

Answer: B) False

Fiscal policy is managed by the executive and legislative branches (the government) through taxing and spending.
Interest rates and money supply are part of 'Monetary Policy.'

10. If a government wants to encourage the production of 'green’ energy as part of its fiscal strategy,
which tool is it most likely to use?

Answer: C) Providing tax credits and subsidies to solar panel manufacturers

Subsidies and tax credits are fiscal tools used to lower production costs for specific industries, incentivizing growth
in those sectors.
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