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	Definition
	-  Change in government spending or taxes to shift aggregate demand in the appropriate direction
	-  Change in the money supply to shift aggregate demand in the appropriate direction

	WHO USES?


	Congress through changes in the law
	The Federal Reserve Bank (The Fed)

	In a Recession
	1)  Increase Government Spending

2)  Cut Taxes
	1)  Buy bonds/securities

2)  Lower Discount Rate

3)  Lower Reserve Requirements

	In an Inflationary Gap


	1)  Cut government spending

2)  Increase taxes
	1)  Sell bonds/securities

2)  Raise discount rate

3)  Raise Reserve Requirements

	Most Common Method


	Equally common
	Open market operations

	Target in AD
	Government and Consumption
	Investment and Consumption, (indirectly net exports)



	Makes changes through


	-  Direct effect on Government spending

-  change in taxes -> change in disposable income -> change in consumption -> change in AD

	-  change in MS -> change in interest rate -> change in Investment/Consumption -> change in in AD

-  change in domestic Investment -> change in foreign investment -> change in Xn -> change in AD



	Multipliers
	-  Spending multiplier = 1/MPS
- Tax multiplier = -MPC/MPS


	-  Money multiplier = 1/reserve req.

	PROS
	-  more predictable
-  has “automatic” stabilizers such as progressive taxes, welfare…


	-  done by economists
-  independent of government

-  can be implemented quickly

	CONS
	-  government spending requires a lengthy budget debate
- taxes require new laws (time lags)

-  non-experts changing economy

-often causes deficits, can lead to crowding out


	-  money supply is extremely sensitive
- limited in scope

-  unpredictable because of leaks, profit-maximizing banks



	Supporters
	-  Keynes
	-  Monetarists, new classicalists


