[image: ][bookmark: _GoBack]Check your understanding: 1.a. expansionary b. expansionary c. contractionary
2. it is immediate ie. No time lag.
3. a. PL increases and in LR the wages also increase, which decreases SRAS. 
4. b. No, not valid. FP or MP can be a valid tool to move AD.
MC: 1.e 2.e 3.b 4.b 5.a
Tackle the test: Free Response. 2.a. draw negative output gap. b. Expansionary
c. Decrease taxes, increase Gov spending, increase gov transfers
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Solutions sppear tthe backofhe ook,

Check Your Understanding

1. In each of the following cases, determine whether the policy is
an expansionary or contractionary fiscal policy.

a. Several milicary bases around the country, which together
employ tens o thousands of people,are closed.

b The number of weeks an unemployed person i cligible for
‘unemployment benefits is increased.

. The federal tax on gasoline s increased.

2. Explain why federal disastr relief, which quickly disburses
funds to victims of nacuraldisasters such as hurricanes, floods,
and large-scale crop failures, will stabilize the economy more
effectively after  disaster than relief that must be legislated.

APReview

3. Suppose someone says, “Using monetary or fiscal policy to
pump up the cconom is counterproductive—you get a bricf
high, but then you have the pain of inflation.”

2. Explain what this means in terms of the AD-AS model.
b. I this  valid argumen against stabilization policy? Why
orwhy not?

Tackle the Test: Multiple-Choice Questions
1. Which of the following contributes tothe lagin implementing
fiscal poliey?
1. It takes time for Congress and the President to pass.
spending and tax changes.
IL Current economic data take time to collect and analyze.
ML I cakes time coreaize an output gap exists.
a lonly
b. Honly
< Monly
4 Land llonly
© LiLandm
2 Which ofthe following is a government ransfer program?
2 Social Sccurity
b. Medicare/Medicaid
<. uncmployment insurance

& food stamps
e allof the above

3. Which of the following s n example of expansionary fscal policy?

e increasing the money supply
4. Which of the following is a fiscal polcy that i appropriate to
combat inflation?
2 decreasing taxes
b decreasing government spending
<. increasing government transfers
& increasing interest rates
<. expansionary fiscal policy
5. Anincome tax rebate is an example of
a an expansionary fiscal policy.
b a contractionary fiscal policy.
< an expansionary monetary policy.
. a contractionary monesary policy.
e none of the above.
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2 a Draw a correctly labeled graph showing an economy
expericncing a recessionary gap.
b. What type of fiscal policy is appropriacein this sicuation?
<. Give an example of what the government could do to
implement the type of policy you listed in part b.
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Tackle the Test: Free-Response Questions

Yo% Real GOP.

1. Refer to the graph above.
. What type of gap exists in this cconomy?
b. What type of fscal policy is appropriate in this situation?
€. Listthe three variables the government can change o
implement fiscal policy.
d. How would the government change each of the three
variables to implement the policy you listed in part b.




