Chapter 22 Fiscal Policy and Monetary Policy
Study Guide

22.1  Fiscal Policy 
1. Fiscal policy refers to intentional changes or adjustments in                    and/or                    to achieve certain economic goals. 

2. Complete the following table.
	
	Explanation

	surplus budget
	the government’s                               is less than its                              

	               
	the government’s actual expenditure is less than its
actual revenue

	               
	the government’s planned expenditure is equal to its
planned revenue

	               
	the government’s planned expenditure is more than its planned revenue

	budget deficit
	the government’s                              is more than its                              


3. There are four basic principles of taxation put forward by Adam Smith:
-                  : Taxpayers’ tax payments should be in proportion to their income.
-                  : Rules and procedures about the processing of tax returns and the collection of tax should be clearly defined.
-                  : The methods of processing tax returns and paying tax should be as convenient as possible for both taxpayers and the government.
-                  : The cost of administering the tax system should be kept as low as possible.
4. Hong Kong adopts                                    principle, i.e. taxes are levied based on the source of income or where the income is generated.
5. In Hong Kong, salaries tax is (a direct tax / an indirect tax), the burden of which (can / cannot) be shifted to other parties.
6. The following table shows a tax of a country. 

	Income ($)
	10,000
	15,000
	20,000
	25,000

	Tax payment ($)
	1,500
	2,250
	3,000
	3,750


The above tax is a                            , because when income increases, the average tax rate                          .
7. The following table shows two different tax systems.
	
	Tax payment ($)

	Income ($)
	Tax system A
	Tax system B

	5,000
	80
	50

	7,000
	100
	140

	9,000
	120
	270


Tax system A is a (progressive tax / regressive tax / proportional tax) while tax system B is a (progressive tax / regressive tax / proportional tax). To improve income equality in society, (tax system A / tax system B) is a better choice.
8. State ONE example of expansionary fiscal policy and ONE example of contractionary fiscal policy.
22.2  Monetary Policy
9. Monetary policy refers to intentional changes in               and/or        
          by the central bank or the government to achieve certain economic goals. 
10. If the central bank wants to increase money supply, it can
(a) (buy / sell) government bonds;
(b) (raise / lower) the discount rate;
(c) (raise / lower) the required reserve ratio;
(d) print more money.
11. Suppose an economy is initially operating at the above full-employment equilibrium.
Suppose the central bank raises the discount rate. Show the effects of raising the discount rate on the price and output levels in the long run on the above diagram.
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