
Fiscal and Monetary Policy 
Tools 

Self Test 



Use taxes (fiscal policy tool) to 

end a recession. 

1st Economic Situation 



#1 What does Congress need to do with 
aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#1 What does Congress need to do with 
aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#2 What should Congress do with taxes 
to change the aggregate demand? 

A. Increase taxes B. Decrease taxes 



#2 What should Congress do with taxes 
to change the aggregate demand? 

A. Increase taxes B. Decrease taxes 



#3 How will this change in taxes affect 
consumers’ disposable income? 

A. Disposable income 
will increase 

B. Disposable income 
will decrease 



#3 How will this change in taxes affect 
consumers’ disposable income? 

A. Disposable income 
will increase 

B. Disposable income 
will decrease 



#4 How will this change in disposable 
income affect consumer spending in the 

economy? 
A. Spending will 

increase 

 

 

 

B. Spending will 
decrease 

 

 

 



#4 How will this change in disposable 
income affect consumer spending in the 

economy? 
A. Spending will 

increase 

 

 

 

B. Spending will 
decrease 

 

 

 



Use open market operations 
(monetary policy tool) to end a 

recession. 

2nd Economic Situation 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 
A. Increase the money 

supply 

 

 

 

B. Decrease the 
money supply 

 

 

 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 
A. Increase the money 

supply 

 

 

 

B. Decrease the 
money supply 

 

 

 



#3 What should the Fed do with bonds to 
change the money supply? 

A. Buy bonds B. Sell bonds 



#3 What should the Fed do with bonds to 
change the money supply? 

A. Buy bonds B. Sell bonds 



#4 How will this bond action affect the 
reserves available for loan at banks? 

A. Reserves will 
increase 

 

 

 

B. Reserves will 
decrease 

 

 

 



#4 How will this bond action affect the 
reserves available for loan at banks? 

A. Reserves will 
increase 

 

 

 

B. Reserves will 
decrease 

 

 

 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates B. Reduce interest 
rates 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates B. Reduce interest 
rates 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing 

 

 

 

B. Decrease borrowing 

 

 

 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing 

 

 

 

B. Decrease borrowing 

 

 

 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 
A. Spending will 

increase 

 

 

 

B. Spending will 
decrease 

 

 

 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 
A. Spending will 

increase 

 

 

 

B. Spending will 
decrease 

 

 

 



Use government spending (fiscal 

policy tool) to end inflation. 

3rd Economic Situation 



#1 What does Congress need to do with 
aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#1 What does Congress need to do with 
aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#2 What should Congress do with 
government spending to change the 

aggregate demand? 
A. Increase 

government 
spending 

B. Decrease 
government 
spending 



#2 What should Congress do with 
government spending to change the 

aggregate demand? 
A. Increase 

government 
spending 

B. Decrease 
government 
spending 



#3 How will this change in aggregate 
demand affect firms’ production and 

employment of workers? 
A. Production and 

employment will 
rise 

B. Production and 
employment will 
fall 



#3 How will this change in aggregate 
demand affect firms’ production and 

employment of workers? 
A. Production and 

employment will 
rise 

B. Production and 
employment will 
fall 



#4 How will this change in production 
and employment affect consumers’ 

disposable income? 
A. Disposable income 

will increase 
B. Disposable income 

will decrease 



#4 How will this change in production 
and employment affect consumers’ 

disposable income? 
A. Disposable income 

will increase 
B. Disposable income 

will decrease 



#5 How will this change in disposable 
income affect consumer spending in the 

economy? 
A. Spending will 

increase 
B. Spending will 

decrease 



#5 How will this change in disposable 
income affect consumer spending in the 

economy? 
A. Spending will 

increase 
B. Spending will 

decrease 



Use the discount rate (monetary 

policy tool) to end inflation. 

4th Economic Situation 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 

A. Increase the money 
supply 

B. Decrease the 
money supply 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 

A. Increase the money 
supply 

B. Decrease the 
money supply 



#3 What should the Fed do with the 
discount rate to change the money 

supply? 

A. Raise the discount 
rate 

B. Reduce the 
discount rate 



#3 What should the Fed do with the 
discount rate to change the money 

supply? 

A. Raise the discount 
rate 

B. Reduce the 
discount rate 



#4 How will this discount rate change 
affect the willingness of banks to borrow 

from the Fed and so make reserves 
available for banks to loan? 

A. Increase reserves B. Decrease reserves 



#4 How will this discount rate change 
affect the willingness of banks to borrow 

from the Fed and so make reserves 
available for banks to loan? 

A. Increase reserves B. Decrease reserves 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates 

 

 

 

B. Reduce interest 
rates 

 

 

 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates 

 

 

 

B. Reduce interest 
rates 

 

 

 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing B. Decrease borrowing 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing B. Decrease borrowing 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 

A. Spending will 
increase 

B. Spending will 
decrease 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 

A. Spending will 
increase 

B. Spending will 
decrease 



Use the reserve requirement 
(monetary policy tool) to end 

inflation. 

5th Economic Situation 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#1 What does the Federal Reserve need 
to do with aggregate demand? 

A. Increase aggregate 
demand 

B. Decrease aggregate 
demand 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 

A. Increase the money 
supply 

B. Decrease the 
money supply 



#2 What does the Fed need to do with 
the money supply to change the 

aggregate demand? 

A. Increase the money 
supply 

B. Decrease the 
money supply 



#3 What should the Fed do with the 
reserve requirement to change the 

money supply? 

A. Raise the reserve 
requirement  

B. Reduce the reserve 
requirement  



#3 What should the Fed do with the 
reserve requirement to change the 

money supply? 

A. Raise the reserve 
requirement  

B. Reduce the reserve 
requirement  



#4 How will this reserve requirement 
change affect the reserves available for 

banks to loan? 

A. Increase reserves B. Decrease reserves 



#4 How will this reserve requirement 
change affect the reserves available for 

banks to loan? 

A. Increase reserves B. Decrease reserves 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates 

 

 

 

B. Reduce interest 
rates 

 

 

 



#5 How will this change in the money 
supply affect interest rates? 

A. Raise interest rates 

 

 

 

B. Reduce interest 
rates 

 

 

 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing B. Decrease borrowing 



#6 How will this change in interest rates 
affect the amount of money borrowed? 

A. Increase borrowing B. Decrease borrowing 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 
A. Spending will 

increase 
B. Spending will 

decrease 



#7 How will this change in borrowing 
affect consumer spending in the 

economy? 
A. Spending will 

increase 
B. Spending will 

decrease 



How did you do? 


