Exercise walk-through

Fiscal and Monetary Policy
Actions in the Short Run

AP Macroeconomics



Long-Run Consequences of Stabilization Policies

- Combining policy

Fiscal and monetary policy together

Both tools move aggregate demand

The monetary chain runs: To fight a deep recession, cut
— both push AD right, so the
MSt=il= 1= AD — effects add up.
Two goals of stabilization policy : Combined policy closes a gap faster than

full employment and price stability. either tool alone.



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the two goals of stabilization policy.

2.2 State one fiscal and one monetary tool used to fight a recession.

2.3 State which policy is run by the central bank.



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the two goals of stabilization policy. 2]

2.1

o full employment and price stability

2.2 State one fiscal and one monetary tool used to fight a recession. 2]

2.2

o fiscal: increase government spending (or cut taxes); monetary: cut interest rates (buy
bonds)

2.3 State which policy is run by the central bank. 1]

2.3

« monetary policy



AP Macroeconomics

Exercises 3.1-3.2

3.1 Stabilization policy aims for full employment and

D A high inflation
B price stability
C a trade surplus
D low saving

3.2 Both expansionary fiscal and expansionary monetary policy shift AD
D A to the left

B to the right

C not at all

D downward



AP Macroeconomics

Exercises 3.1-3.2

3.1 Stabilization policy aims for full employment and

D A high inflation
B price stability
C a trade surplus
D low saving

3.1B

 price stability.

3.2 Both expansionary fiscal and expansionary monetary policy shift AD
D A to the left

B to the right

C not at all

D downward

3.2 B

e to the right.



AP Macroeconomics

Exercise 3.3 (a)

3.3 An economy is in a deep recession.

(a) Name an expansionary fiscal action.



AP Macroeconomics

Exercise 3.3 (a)

3.3 An economy is in a deep recession.

(a) Name an expansionary fiscal action.

(a)

e increase government spending or cut taxes



AP Macroeconomics

Exercise 3.3 (b)

3.3 An economy is in a deep recession.

(b) Name an expansionary monetary action.



AP Macroeconomics

Exercise 3.3 (b)

3.3 An economy is in a deep recession.

(b) Name an expansionary monetary action.

(b)

e buy bonds / cut interest rates



AP Macroeconomics

Exercise 3.3 (¢)

3.3 An economy is in a deep recession.

(c) State the combined effect on AD.



AP Macroeconomics

Exercise 3.3 (¢)

3.3 An economy is in a deep recession.

(c) State the combined effect on AD.

()

o AD shifts right (increases)



