Running head: Macroeconomics Questions 
Macroeconomics Questions
















Macroeconomics Questions
Institution Affiliation 
Students Name
Date




Macroeconomics Questions
Multiple choice Question 
1. A, 2. E, 3. A, 4. C, 5. A, 6. C, 7. D.
Short- Answer and algebraic Questions
Assignment 1
a) Tax cut caused the IS curve of the US economy to move to the right side. Therefore, this caused the US economy to change its equilibrium position by raising the rate of the interest as well as increasing the level of national income in the marketplace. Also, as a result of tax reductions, the crowding-out effect was experienced, especially on private investment sectors due to the rise in the rate of interest that caused some of the income to be wiped out. However, the US government could have intervened in the economy to reduce inflationary pressures and this likely caused an increase in the rate of personal taxes to reduce the level of disposable income of the US people. On the flip side, reduction of taxes caused the LM curve of the US economy to shift leftwards, and this causes an increase in the rate of interest and decline in the level of income of the US people. But this effect seems to have an advantage to the economy of the US because the rise in the rate of interest brought about reduction in the level of investment as well as consumption that helped to control inflation.

b) The effect that appeared as a result of the tax cut in the equilibrium income was the increase in the level of national income in the US economy. The major overhaul of the US economy that happened during that year as a result of tax cut caused an increase in the level of investment as more people were able to get access to loans at a lower interest rate, and this only can happen in the short run period because in the future effects of tax cut is actually unnoticeable.

c) The reform pertaining tax cut in the US had a lot of changes, with some of its main objectives being promoting reduction of investment tax like reducing income tax for small business and eliminating tax from the income of foreign cooperate US shareholders. All this was to boost the investment sector in the US.  
On the other side of consumption, the tax cut aimed at reducing individual income as well as increasing child tax credit. By doing so, the pay was raised in the economy and that people had to spend and increase the level of consumption in the US.
Lastly, the effect of the tax cut system on inflation is unpredictable, but for the meantime, it brings about positive results without any means that could easily cause a rise. But most of the prominent economist has argued that after about seven years to come the US economy might be falling in a trap of inflation because there will be a high supply of money in the economy and the rate at which they are being collected will not be able to reduce it. This is just because of the tax cut system that has almost favored all parts of the US economy.  

d) The effect of a tax cut in 2018 would have caused the US real exchange rate by increasing the value of the dollar. The tax cut would at first increase export sales and reduce importation; therefore, this would increase dollar demand and reduce foreign currencies demand in the US. The changes in demand for the currency would raise the value of the dollar relative to foreign currencies by roughly the amount of the rate of tax. Also, most of the Imports would become cheap in dollar terms. In this case, Importers would not raise prices charged, especially to consumers in the US, and they would not realize profit quickly. As a result, most of the neighboring states will not be in a position to make business agreements with the US; thus, at last, would cause a trade deficit in the US.


e) The positive effect of the tax cut is that these companies were able to produce more local products to the economy of the US as well as promoting more economic activity such as manufacturing in the US. As a result of the increased level of production also profit increased that could be used to generate more production resources. The disadvantage side of tax cut on companies is that many other companies were created that resulted to stiff competition in the state since many investors from different countries had that freedom to start their own company in the US. Additionally, there are various mechanisms by which tax cut impacted earnings in the US; for instance, in the business sector, there are much tax cut through a pass where the majority of corporate provisions are available. However, tax reduction impacted earnings in a positive way whereby it provided a better advantage to more people to increase income.
 
f) Another mechanism that could be shown is the response of the companies to the incentives placed to raise investment that could lead to higher production and increased salaries of workers.
Assignment 2 
a) Business investment was affected and that companies were purchasing materials that could be used in making new consumer goods at a higher cost that made it produce productsproducts that replaced the existing items.
Personal consumption expenditure, government spending, and net export
State and local 
b) In the short-term floating exchange rate currency reflect speculation and supply and demand for the currency. If the policies by the Riksbank switch to systems whereby if the supply of currency exceeds the demand, the currency will fall, and if demand exceeds the supply, the currency will rise. So, Riksbank should have a favorable policy that controls money circulation to avoid inflation.  
It is violated because no money market security representing an equilibrium condition under which investors will be indifferent to interest rates available on the bank.
c) The holding of financial assets by the bank in that period aimed at improving the level of investment and to achieve investment goal that was set at the beginning of 2017.
d) In this case, the level of private consumption would ultimately reduce because those who already had mortgages will continue to pay back their loans as they used to do before the quantitative easing because their income will be reduced too.
Yes, the article is correct because if peoples income generally reduces as a result of mortgages and loans then eventually, the demand will automatically reduce because there will be low purchasing power.
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