Question 1:
1. When the Federal Reserve reduces its policy interest rate, how if at all, is the IS curve affected? Briefly explain.

If the interest rate is increased by Fed, eventually there will an impact in the IS curve. At lower interest rates, the equilibrium output of goods in the market will be higher. The IS curve will shift forward causing inflation in the market. For example, as interest rates go down, it becomes easier to invest, because consumers are more likely to buy products and services. And higher demand for goods and services could drive higher wages and other costs, affecting inflation.

2. “If nominal GDP rises, velocity must rise”. Is this statement true, false or uncertain? Explain your answer.
This statement is false. Velocity, divided by the money supply, is equal to nominal GDP. If nominal GDP increases but the supply of money increases by an even larger number, pace may decrease.

3. If households and firms believe the economy will be in a recession in the future, will this necessarily cause a recession, or have any impact on output at all?

According to Keynes, these are "animal spirits" and may very well trigger a contraction. This could dramatically reduce autonomous consumption and autonomous expected spending if convictions are high enough to the point that equilibrium performance declines significantly, leading to a recession.
Question 2

In each of the cases below, determine whether the IS curve shifts to the right or left, does not shift, or is indeterminate in the direction of shift.

a. The real interest rate rises.

If the real interest rate rises there will not be any shift in the IS curve as the movement is along the IS curve.
b. The marginal propensity to consume declines.

As the MPC declines there will be a change in the slope of the curve so the IS curve will shift to left.
c. Financial frictions increase.

As the financial friction increase, the IS curve will shift to left due to reduced growth of business as well as economic fluctuations.
d. Autonomous consumption decreases.

If autonomous consumption decreases the IS curve will shift to left because the factors like influencing income gets impacted and the consumption reduces. 
e. Both taxes and government spending decrease by the same amount.

If both taxes and government spending decrease by the same amount the IS curve shifts to left. 
f. The sensitivity of net exports to changes in the real interest rate decreases.

If the changes in the real interest rate decreases the IS curves shifts to right as there will be a net exports will increase keeping other factor constant.
g. The government provides tax incentives for research and development programs for firms.

For the above situation the IS curve shifts to right as this increases autonomous investment, which increases planned investment. 
