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Dr. Pantuosco
John M. Keynes was the first economist to popularize the idea of the government intervening in the economy to improve/ guide economic conditions. He was the person who said the government can use fiscal policy (taxes and government spending) or monetary policy (changes in the money supply) to impact GDP, prices, and unemployment.

The Classicalist who were before Keynes were believers in leaving the economy alone, and letting the markets self adjust. For example, if demand was slow, prices would drop and people would purchase the goods because the prices were so low. Everything was circular. They countered Keynes when Keynes suggested that the government can and should intervene when the economy needs to be tweaked.

1. According to Keynes, how would an increase in the money supply affect the GDP, unemployment rates, and inflation?

2. According to Keynes, how can decreasing taxes affect GDP?

3. According the Classical economists, how would a change in government spending affect GDP, unemployment and inflation?

4. Which of the tools used by Keynes is the least direct?

5. Explain what is meant by a government spending multiplier.

6. According the Classical economists, how would an increase in the money supply effect GDP?

7. Use the concept of crowding out to explain why an increase in government spending will not increase GDP.

8. Use the concept of crowding out to explain why an increase in taxes will not harm the economy (GDP, unemployment, inflation)?

9. According to the Keynesian economists, prices and wages are 

10. Explain the concept of a Phillips curve. 

11. What can cause a change along a Phillips curve, a shift in the aggregate demand curve or a shift in the aggregate supply curve. Explain

12. In the Classical theory explain how the economy adjusts back to the full employment level after an increase in the money supply.

13. What is higher the marginal propensity to consume for poor people or the marginal propensity to consume for rich people? Explain

14. With the above answer in mind, is it better for the economy for the government to tax rich people or poor people? Explain

15. Why do most tax breaks go toward the upper 50 percent of wage earners?

16. If the aggregate supply curve shifts left it will cause …..

17. If unemployment and inflation increase together it is known as 

18. The inverse relationship between unemployment and GDP is known as  

19. What are the three tools used by the Federal Reserve Bank to change the money supply?

20. What can the Federal Reserve Bank use these three tools to take money out of the economy?

21. What are Open Market Operations?

22. Name some ways the government can shift the aggregate supply curve to the right.

23. Name some reasons why the aggregate supply curve has shifted right without the government. 

24. Explain how money is created by banks.

