
----------Name: 

Macro economics ·Key Graphs 

Short-Run Aggregate Supply The Business Cycle 
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Keynesian Range: Sticky wages make AD perfectly elastic · 
Intermediate Range: Upward sloping portion· 
Classical Range: At or near full employment and increase in 
AD results in hi h inflation. The car·can't o faster 
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Fisacl Policy · Monetary Policy 
Expansionary Tools- Expansionary Tools-

1. Increase Government Spending 1. Buy bonds, securities, treasuries 
2. Decrease Taxes 2. Decrease reserve requirement 

3. Decrease Discount rate 
Contractionary Tools- Contractionary Tools-

1. Decrease Government Spending 1. Sell bonds, securities, treasuries 
2. Increase Taxes 2. Increase reserve requirement 

3. Increase Discount rate 
Key Formulas: 

• GDP = C + I + G + (Exports-Imports) 
• Nominal GDP =Real GDP x Price Index/I 00 
• Unemployment rate = Unemployed/Labor force 
• Consumer Price Index = Price ofMarket Basket/Price ofBase Year MarketBasket x 100 
• Spending Multiplier = 1/MPS 
• Money/Monetary Multiplier = I/Reserve Requirement 
• Nominal Interest Rate = Real Interest rate+ Expected Inflation 

Real GDP 
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TlieKeynesian:ffhree Step_Tra)1~mission . 

_Shows the result of Monetary policy. A1_1 inc.rease__ c:ifthe i:p.qhey supply ca1_1.5.~ss interes( rates to fall causing investement 
· and coiisµmpiion· t9 R}.%~~~~- ,M9te 4'iv~~1:n_}~nt and consumption increases AD ah<fincre~~J)S, pric~ level and output. c·~·::, 
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Shows tradeoffs betwe~n inflation and unemployment. 

Shows that a significantincrease in_thetaxrate ·can decreaseTo decrease· inflation ymi'\vill get'soriie miempfoyinent·t ...,_.. . . , . 
the incentive to work •.causing a :fall hi tii:krevenue.and vice v~rsa. · 
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• If <lerili:md iot·t~ach~ go6'diiiici~as6s; the·dem~d for 

. ~ ' ·,: . .. ,_.. : ''.i ·. cfili.adi~ri'dollar~':hicrease~\;iµsihg it _k/~ppr~ciate . . 
Shows the supply and demand for loans and · 

. • IfCanadian~ waiir~¥fferent dirt6~6y fue'suBp1y ofequilibrium sets the real interest rate . . C.}· , -Canadian doll'ars available to exch;tiige increases. . 
e When the government borrows money to .-·· • · ·Jf thtdnterest·fate 1.nCanada is 'significantly highe~ than 

increase spending, Di,F increases causing· the U.S.,Jhe:Q. Amerjcanswilldemandmore_Canadian 
interest rate to increase and investment to fall. dollars to earn higher returns in Canadian banks. The 
This is CROWDING OUT. Canadian dollar a reciates: The U.S. dollar de reciates. 
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