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1. Draw an AS/AD graph and indicate an economy at less than full employment.

a. Describe the two fiscal policy options used to resolve this problem and illustrate the change either option produces on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

b. Assuming you start from a balanced budget, draw a loanable funds graph and indicate the effect of these options on the interest rate.

c. Describe the interest rate’s effect on investment.

d. Describe the interest rate’s effect on the demand for the dollar.

e. Assume you are comparing the $ to the Yen, illustrate the effect in d) on a foreign exchange graph.

f. Describe the effect of the change in the demand of the dollar on the value of the dollar.

g. Describe the effect of the change in the demand of the dollar on capital flows.

h. Describe the effect of the change in the demand of the dollar on U.S. exports.

i. Describe the effect of the change in the demand of the dollar on U.S. imports.

j. Draw a short run Phillips Curve and illustrate the effect of the fiscal policy described in a) on the graph.

k. List three criticisms of fiscal policy.

2. Draw an AS/AD graph and indicate an economy experiencing inflation.

a. Describe the two fiscal policy options used to resolve this problem and illustrate the change either option produces on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

b. Assuming you start from a balanced budget, draw a loanable funds graph and indicate the effect of these options on the interest rate.

c. Describe the interest rate’s effect on investment.

d. Describe the interest rate’s effect on the demand for the dollar.

e. Assume you are comparing the $ to the Yen, illustrate the effect in d) on a foreign exchange graph.

f. Describe the effect of the change in the demand of the dollar on the value of the dollar.

g. Describe the effect of the change in the demand of the dollar on capital flows.

h. Describe the effect of the change in the demand of the dollar on U.S. exports.

i. Describe the effect of the change in the demand of the dollar on U.S. imports.

j. Draw a short run Phillips Curve and illustrate the effect of the fiscal policy described in a) on the graph.

3. Draw an AS/AD graph and indicate an economy at less than full employment.

a. Describe the three monetary policy options used to resolve this problem

b. Draw a money market graph and illustrate the effect of any of these options on the interest rate.

c. Draw an investment demand graph and illustrate the effect of the change in the interest rate on investment.

d. Indicate the effect of the change in investment on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

e. Describe the interest rate’s effect on the demand for the dollar.

f. Assume you are comparing the $ to the Yen, illustrate the effect in e) on a foreign exchange graph.

g. Describe the effect of the change in the demand of the dollar on the value of the dollar.

h. Describe the effect of the change in the demand of the dollar on capital flows.

i. Describe the effect of the change in the demand of the dollar on U.S. exports.

j. Describe the effect of the change in the demand of the dollar on U.S. imports.

k. Draw a short run Phillips Curve and illustrate the effect of the monetary policy described in a) on the graph.

l. List two criticisms of monetary policy.

4. Draw an AS/AD graph and indicate an economy experiencing inflation.

a. Describe the three monetary policy options used to resolve this problem

b. Draw a money market graph and illustrate the effect of any of these options on the interest rate.

c. Draw an investment demand graph and illustrate the effect of the change in the interest rate on investment.

d. Indicate the effect of the change in investment on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

e. Describe the interest rate’s effect on the demand for the dollar.

f. Assume you are comparing the $ to the Yen, illustrate the effect in e) on a foreign exchange graph.

g. Describe the effect of the change in the demand of the dollar on the value of the dollar.

h. Describe the effect of the change in the demand of the dollar on capital flows.

i. Describe the effect of the change in the demand of the dollar on U.S. exports.

j. Describe the effect of the change in the demand of the dollar on U.S. imports.

k. Draw a short run Phillips Curve and illustrate the effect of the monetary policy described in a) on the graph.

5. Draw an AS/AD graph and indicate an economy at less than full employment.

a. Illustrate on the AS/AD graph, the classical wage-price adjustment that occurs in the long run.

i. Describe the adjustment’s effect on price.

ii. Describe the adjustment’s effect on GDP.

iii. Describe the adjustment’s effect on unemployment.

6. Draw an AS/AD graph and indicate an economy experiencing inflation.

a. Illustrate on the AS/AD graph, the classical wage-price adjustment that occurs in the long run.

i. Describe the adjustment’s effect on price.

ii. Describe the adjustment’s effect on GDP.

iii. Describe the adjustment’s effect on unemployment.

7. Draw an AS/AD graph and indicate an economy at full employment.

a. Describe one reason that would increase short run aggregate supply.

b. Indicate the effect of this short run aggregate supply increase on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

c. Draw a short run Phillips Curve and illustrate the effect of the short run aggregate supply increase on the graph.

8. Draw an AS/AD graph and indicate an economy at full employment.

a. Describe one reason that would decrease short run aggregate supply.

b. Indicate the effect of this short run aggregate supply decrease on the AS/AD graph.

i. Describe the effect on price.

ii. Describe the effect on GDP.

iii. Describe the effect on unemployment.

c. Draw a short run Phillips Curve and illustrate the effect of the short run aggregate supply decrease on the graph.

9. Assume marginal propensity to consume equals 0.8.

a. Calculate the size of the simple spending multiplier.

b. Calculate the size of the tax multiplier.

c. If you use government spending only, calculate the change in government spending necessary to close a recessionary GDP gap of 1000.

d. If you use taxes only, calculate the change in taxes necessary to close a recessionary GDP gap of 1000.
e. Calculate the changes in taxes and government spending necessary to close a recessionary GDP gap of 1000 while keeping your economy at a balanced budget.
10. Assume the reserve ratio is 20% and demand deposits are $100.
a. How much money is created from the demand deposit?

b. Calculate the excess reserve.

c. Calculate the required reserve.

d. Calculate maximum money creation in the banking system.
e. List two reasons why money creation may be less than maximum potential money creation.

f. Calculate the amount of the new demand deposits that can created throughout the banking industry.

g. Now assume instead of a demand deposit the fed buys a bond for $100.  How much money is created from the bond purchase alone?
h. How much money can be created from the bond purchase throughout the banking industry?

