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1. Suppose an economy currently has negative cyclical unemployment.

a) What would be a fiscal policy that the government could implement?

b) What would be the effect on the economy, assuming an increase in tax of $10 billion, and the MPC = 0.8. 

c) What effect would this have on the money market? Draw a graph and show the effect on the equilibrium quantity of money and the nominal interest rate.











































































































































































































































































































































d) If the government, instead of fiscal policy chose to engage in open market operations, what open market operation would they chose?






