
Economics 
Unit 7 – Government’s Role in the Economy 

EDLINE Test Study Guide 
 

The Unit 7 test is a 25-question multiple-choice and will be taken on EDLINE. It is worth 50 
points and will count as a Test grade. On the test, you will be required to do the following: 
 
 Given a scenario illustrating a specific item of government spending, identify which of the 

following types of government spending is illustrated: 
o mandatory 
o discretionary 

 Identify the characteristics of transfer payments as it relates to: 
o Who the money is taken from 
o Who the money is given to 
o Whether the money is paid due to economic activity or not 
o Whether or not a transfer payment is a form of redistribution of wealth 

 Identify how government borrowing (debt) is a “tax on future generations” 
 Identify which of the following payroll taxes is paid by the employee, employer, or both: 

o Social Security Tax 
o Medicare Tax 
o Unemployment Insurance Tax 

 Given a tax on a specific item used by consumers and/or businesses, identify that it is an 
excise tax 

 Given a scenario illustrating government spending relative to its revenues, identify which of 
the following is illustrated by the scenario: 

o deficit 
o surplus 
o national debt 

 Identify how the US government borrows money from itself when the US Treasury borrows 
money from various programs’ trust funds 

 Identify what the government does with the following fiscal policy tools when it wants to 
implement expansionary fiscal policy: 

o Tax Rates 
o Government Spending 

 Identify characteristics of John Maynard Keynes as they relate to: 
o Demand-side economics 
o “Animal spirits” 
o “Priming the pump” to get the economy improving 

 Identify characteristics of Milton Friedman as they relate to: 
o Supply-side economics 
o What the incentives (or disincentives) created by government tax and regulatory 

policy do to economic activity 
o What the government can do with tax and regulatory policy to encourage 

investment 



 Identify what is illustrated by the Laffer Curve 
 Identify the name of the central banking system in the US 
 Identify the characteristics of the Board of Governors as they relate to: 

o How many members are on the Board 
o How long the members are on the Board 
o How the members get put on the Board 
o What their responsibility is in relation to the US financial services system 
o What their responsibility is in relation to monetary policy 

 Identify who member banks contact when they need coins & currency 
 Identify what will happen to prices in the economy if there is there is too much money in 

the money supply relative to the amount of goods & services available for purchase 
 Identify what the Federal Reserve will do with bonds if it wants to increase the money 

supply 
 Identify what the Federal Reserve will do with bonds if it wants to decrease the money 

supply 
 Identify the importance of the Fed’s discount rate as it relates to: 

o Other interest rates in the economy 
o What effect low interest rates have on the likelihood that businesses & individuals 

will borrow 
o What effect low interest rates have on the amount that businesses & individuals will 

borrow 
 Identify the purpose of the legal system in the US as it relates to property rights 
 Identify the legality of the following activities in competitive markets: 

o Bid rigging 
o Market division 
o Price Fixing 

 Identify how regulations & over-regulation become a “hidden tax” 
 Identify the two ways government promotes positive externalities 
 Identify the two ways government discourages negative externalities 


