Quick Revision Free Response Questions:
Unit 3 Graphs:After Fiscal Policy

Show either a negative or positive output gap using the AD/AS graph







After no government intervention at all in the long run


Explain why this shift occurs?





Unit 3 FR Question:
The economy of Newland is in short-run macroeconomic equilibrium. The current real output is $400
billion, and the full employment output is $500 billion. The marginal propensity to consume is 0.8.
(a) Is the economy experiencing a recessionary output gap or an inflationary output gap? Explain.
(b) Assume Newland’s government is considering taking action to close the output gap identified in part (a).
(i) Calculate the minimum change and indicate the direction of change in government spending required
to shift the aggregate demand curve to close the output gap. Show your work.
(ii) If instead Newland’s government changes taxes without changing government spending, calculate
the minimum change and indicate the direction of change in taxes required to shift the aggregate
demand curve to close the output gap. Show your work.
(c) Which fiscal policy action, changing government spending or changing taxes, is more effective in
closing the output gap? Explain.
(d) Assume instead Newland’s government decides not to take any policy action. Will short-run
aggregate supply increase, decrease, or stay the same in the long run? Explain.



Unit 4 Graphs:
Effect on AD/AS Graph
Money Market Graph with increased MS







Type of Discount Rate Change
Type of RRR change
Type of OMO



Loanable Funds Market
Ample Reserves Graph with Expansionary MP
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Unit 4 FR Question:
Commercial banks in Country A hold no excess reserves. The required reserve ratio is 0.1. The central
bank of Country A has become concerned about a steep decline in investment spending.
(a) Calculate the simple money multiplier. Show your work.
(b) Identify an open market operation that Country A’s central bank is likely to implement to address
the decline in investment spending.
(c) Draw a correctly labeled graph of the money market and show the effect of the central bank’s policy
identified in part (b) on the nominal interest rate.
(d) Explain the effect of the change in part (c) on aggregate demand in the short run. 
e) If $100 of money is already in the money supply, how much can the MS increase if the banking system loans the maximum amount of money.
f) If $100 of money is put into the money supply (eg. the Fed buys bonds), how much can the MS increase if the banking system loans the maximum amount of money? 

