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After studying this chapter, you will be able to

= Describe the structure of the Federal
Reserve System (the Fed), and the tools
used by the Fed to conduct monetary policy

= Explain what an open market operation is,
how it works, and how it changes the
guantity of money

= Explain how the Fed influences interest
rates

= Explain how the Fed’s actions influence
spending plans, real GDP, and the price
level
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After studying this chapter, you will be
able to

= Understand what fiscal policy is
and how it impacts the economy

= Apply fiscal policy to economic
booms and busts to solve those
Issues effectively
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Fiscal Policy Monetary Policy
b Taxes Spending Interest Money Supply
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The most important Federal Reserve monetary
policy goal is achieving price level stability
Monetary Policy
Full Employment Alteration of the money in circulation to
influence the state of the economy
Inflation in Check
Sustainable
Growth
Maintaining the
Monetary System
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Who is Responsible
for the Monetary
Policy
A CENTRAL BANK/ i Al Lalall Al sa 1l Glidl /5 3 el il
Federal Bank is the R i R
public authority that u ) 52 plance (8 Alfiana Al
regulates a nation’s
depository institutions EUROPEAN CENTRAL BANK
and controls the o
quantity of money. {&3“5/’%34{(/
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It 1S an Independent s /”E Banc Ceannais na hEireann “j "")‘ l““ =
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circulation, and interest rate through 1) 98] SO0 A (e 0L
3 tools:
1) Discount Rate 2 il &MY\M (2
2) Deposit Reserve da sidal) (3 gl Clilee (3
3) Open Market Operation
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A decrease in the discount rate makes

Discount
banks more willing to borrow from the Fed. rate
This causes banks to increase lending.

causing the money supply to expand.

the Discount Rate Discount
rate

An iNncrease |n the discount rate makes
banks less willing to borrow from the Fed.

v
supply
This causes banks to reduce lending in

order to build reserves, causing the money supply to contract.
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1) Discount Rate (-Ve).

 The discount rate is the interest rate at which the Fed stands ready to lend reserves
to depository institutions
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2) Deposit Reserve (-Ve).

e Required reserve ratio are the
total amount of reserves that
banks are required to keep.

e The Central banks set the
required reserve ratios, which are
the minimum percentages of
deposits that depository
Institutions must hold as reserves

e The higher RRR, the lower
available loans for people,
causing decrease in money

supply, and increase in interest
rate
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« Open market operations are used ; )
_ arbaii] ol (S5 da gl (3 gud) Clilee a2A05 o
mainly to regulate the money g Gk oo LBl palll (g el
: - d.\ﬂ %) 4\_1.035;]\ L_\\M\/A_d\.d\ LS\JJY\ &\J.uj
supply in an economy by selling U yll 5 55 ) i
and buying government
securities/ bonds by the central
bank of a nation
J
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To control Recession =
— increase the money supply W\ sk v 255, Ao Bkl
— the equilibrium interest rate %ﬁ}% (] e W) (ym g yzall 3L — o
decreases il I o) siall 5Al e mladsl s e
— people prefer to hold money an) 2l Lleia ¥l il Jady — o
(sell bonds) (ol
— the central bank buys back AP g Rl il ek —
bonds from commercial banks. Aol ) e calan)

0 7 $900 950 Quantity of money, M

(billions of dollars)
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Tools monetary policy

3) Open Market Operation

To control Expansion/
Inflation

— decrease the money
supply

— the equilibrium interest
rate increases

— people prefer to hold
bonds (buy bonds)

—the central bank sells
bonds to commercial
banks

Interest

rate, i

NS,  MS,

1. When the Cantral
bank decreases the
money supply from
MS, lo MS; ..

$850 900 Quantity of money, M

(billions of dollars)
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Types of monetary policies:

. Contractionary
Expansionary Monetary
Monetary Policy
Policy
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1) Expansionary MP

At the time of recession, and Unemployment

1. CB buys bonds through open market
operations
2. CB reduces discount rate
3. CBreduces RRR
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Output (GDP), and Prices (inflation)1
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Long-run
Ceentral bank policy | aggregate
causes the AD supply, LEAS

Price level || curve to shift to Short-run Pr
(GDP deflator, || the right. e amte (GDP
2005 = 100) ggrag 200

supply. SRAS

100 f T
OB |-
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| Aggregate
:[ P demand. AL,
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{billions of 2005 US dollars)

{a) Expansionary monetary policy
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2) Contractionary MP
At the time of expansion, and inflation
1. CB sells bonds through open market _
operations o ) 8 g8 ol dlady) i Tl o Jaal
2. CBincreases discount rate PEPCh
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Central banmk palicy
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(b)) Contractionary moneatary policy
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What is meant by monetary policy? 04583 Al 3 gualal) La
A. The process by which the Parliament controls the gl g pmall 3 Glad pll Lgy aSaty Sl dnlaal)
money supply Al Agaal) ddalud) g s 38 Al i) Ly aSaty i Alendl
B. The process by which the central bank or monetary 8l (g mall B La
authority of a country controls the supply of money sl g yeal) 8 gal) (3 pudl Ly Sty L lenll o

C. The process by which International Market controls the
money supply
D. None of the above

é.\uLQA;‘;.JAY b

A Y (5275 guad (LB 8 BAAN s (a8A) 1)
If interest rate decreases in an economy, it will
A. Decrease the investment expenditure in the economy ALY & g laiin¥) lay) paladd) e

do Sall 8 (30 im gl Sl salyy o

slasdy) 8 SMeiu) iy Balbh) e

C. Increase the consumption expenditure in the LBy & A Jlaa) iy e
economy

D. Increase the total savings in the economy

B. Increase the loan repayment by the government
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If the economy experiences an expansionary
gap and the Fed sells US government

~

(_gw‘x\@ﬁ@bmsuhmmme@,mysg Alai®y) agdi 13y

securities in the open market, then . L O Ao gl (5 guad) (B Ay e e gSall ALl

A. money supply increases, investment S Rl 213 5 ¢ LY 313 35 2 m g paall 3y o
increases, aggregate demand increases SIS Qllall a3y g Bl jaa Ao g gl a g pmall Aoy e

B. money supply increases, the interest rate A Qllall a8l ¢ BAE jrw (médiy g (g8l g rall (8l e
increases, and the aggregate demand ASY Qthl) (it g QL) gadddsg (galill gag pall paddl o
increases

C. money supply decreases, the interest rate Sl Aabaedd) 930y 3131 ud L Laa
decreases, and the aggregate demand falls R Gk%\}‘ R

D. money supply decreases, the investment
decreases, and the aggregate demand
decreases

Joadll Jina 5l a, (BLisY) Sle sl o

Jlal) () GulSa Ay pa Jara o
A gidal) (3 gl Glilee o

Which of the following is not a monetary

policy instrument?

A. Reserve requirement ratio.

B. Interest on reserve. (Discount rate) _
\ C. Capital gains tax rate. )
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Which of the following is not one of the Fed’s
monetary policy tools?

A. Buying bonds on the open market

B. Selling bonds on the open market

C. Raising or lowering taxes

D. Raising or lowering the reserve requirement
ratio

An open market purchase by the Fed

A. increases bank reserves, loans, and deposits,
and thus increases the money supply.

B. decreases bank reserves, loans, and deposits,
and thus decreases the money supply.

C. increases bank reserves, loans, and deposits,
and thus decreases the money supply.

D. decreases bank reserves, loans, and
deposits, and thus increases the money

\ supply.
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Suppose the Fed wanted to engage in an
expansionary monetary policy. Which of the
following should it do?

A. Sell bonds on the open market.

B. Increase the reserve requirement ratio.

C. Increase the discount rate.

D. Buy bonds on the open market.

Expansionary Monetary policy is a monetary
policy designed to decrease activity in the
economy.

A. True
B. False

\_ « False, Contractionary MP

~
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. Fiscal _Policy is determined by [ AasSadl B e Al Aulpal) p2at oy o
government/ congress/ president pladiuly (Gl bl Gt )l /(s s 550
(Fiscal Authorities) using Taxes and e DB (a Sal Fasy) 5 il juall
the government expenditure to byl “JJ.JL“JE
Influence economic conditions Ll o
Jordill sl Jiadill (5 gla Jy )23 @
e Goals: Ja\<l)
e Boosting employment level to 5 bl Ciad adall Jas e
achieve Full Employment i) el le Blisl o
e Inflation in Check
e Maintain Sustainable Growth
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G-T = Al gall daladl 43 51 gall = 31 55
(T>G) e sSadl FAY) ana e Sl cudl pdall ana 1S 12 oiadld Alla (L8 daladl 453 gall

(G>T)l_piall ana o Sl e pSadl GUEY) ana SIS 13 s Ul 2 dalad) 2531 gall

(G=T)—=3! _piall an= E#ES;J'I dll&-]‘g1 ana (g ghed 2o ajiﬁﬂh?émﬁ_gdﬁ Acalad) 43 3) gall
e = 7 gaall

Government Budget= G -T

- If Expenditure more than Revenue (G =T), Budget Deficit,

- If Expenditure less than Revenue G < T, there would be a BEudget
surplus

- If EXxpenditure equals Revenue G = T, there would be a BEudget
balance
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Economic Expansion Economic Contraction
(Inflation) (Deflation) &
/ Contractionary Fiscal Policy Expansionary Fiscal Policy
(Decrease Government (Increase Government Spending
Spending and Increase taxes) and Decrease Taxes)
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Expansionary fiscal policy

When

Stimulate the economy during the recession
(during Budget surplus)

Action

T4 or Gt

results

T4: consumer spending?
G1: Business investment 1

AD curve increases and shift to the right

effect

Real GDP 1
Price level 1

Employment 1

\_
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T or G4
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Contractionary fiscal policy

Stimulate the economy during inflation (during
When | Budget Deficit)

o il s g oLt Y] ) il o Jaal

Action Tt or Gl o al
T1: consumer spendingy
GJ: Business investment 4 T4 or G¥
results

AD curve decreases and shift to the left
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------ is known as the policies that fiscal Aalal) cildabal) WAL Al ciliabead) Wil il
authorities adopt ddlall ALl .
A. Public policy allal) dubd) o
B. Fiscal policy La sSall i) o
C. Government policies i e o, L5 Y
G .

D. None of the above hd
Fiscal policy is defined as the policy under L s () Aabpad) gy Adlal) sl i
which _ _ ) yuzall ol gof A Sall aadiing o
A. The government uses instruments of taxation o sSall Gyl il gal da gSall aasins o
B. The government uses instruments of Aoy Aol (e Biie 30na m e A Sall o

Government spending e JS
C. Government has a predetermined purpose of i e

economic policy
D. All of the above
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Which of the following are the tools of
fiscal policy?

A. Taxation

B. Government research

C. Government borrowing

D. None of the above

Which of the following objectives are
achieved by fiscal policy?

A. Economic stability

B. Achieving high level of employment
C. Accelerating economic growth

D. All of the above
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Budget is an instrument of A Sall aal) Aol o
A. Monetary policy of the government Lo Sall 4y lall dududl o
. Commercial policy of the government Lo gSall 4_,31_4\ Z\.ut_;..m .

B
g. Fiscal policy of the government da Sall JLall yd i s o

. Money-saving policy of the government

Fiscal policy creates a surplus, when the total---- - Had] 058 Latie (Laild Adlall Audpud) (3145
O sbia ol ¥l lea) g claiill o
A. Expenditure and total receipts same CIlEAL) cpa JST cilal ) e
B. Receipts more than Expenditure Y e Jled culsasl) e
C. Expenditure over Receipts s diaidie dllea) culail) g culal ) e

D. Receipts and total Expenditure very low

: bhiall clddll) e JB) dagSall il Jlaa) S Ladis
When the governments total revenue is less than 4 - Gr JA Aagtadl @il (Alaa) G

the planned expenditure, it is called---- Rk uif- Gl
A. Revenue deficit ‘f‘ﬂba‘;“ e e
B. Budget shortfall ) L) gall ali o
C. Fiscal deficit Ajlgall e Jas .
D. Deficit financing anll Qi e
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The major government policies that can
be used to pursue its macroeconomic
goals are fiscal policy and debt policy.
False

et Lgaladiind) ¢Sy (A1 A 1) e gSad) ciladpedd)
Al g Allal) Al A A4Sl Ayalai®y) Lgdiaa)

)

An open market purchase by the Fed
decreases bank reserves, loans, and
deposits, and thus decreases the money
supply. False

Monetary policy involves the use of
Interest rates to influence the level of
GDP. True

Monetary policy of a country is managed

by commercial banks. False

il Jalia¥) Jd ¢pe da giball (5 gudl £ i dles
Al cadlaglly g Rl g o gl ciladalial (e JIAS
ARl a e (e JIi

ol BAAY sl aladind o g ghati 4083 Al
Q,JLA%Y\ ‘”,J;d\ @L'\S\ (S §hmita UJQ
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Capital gains tax rate is a monetary
policy instrument. False

A0a8s Al 3131 g Adlad ) caulSall Ay puaa Jana

Expansionary Monetary policy is a
monetary policy designed to increase
activity in the economy. True

If GDP is raising and the unemployment
rate is decreasing, the actions would
Monetary Policy take to try to fix this
economic situation is increasing the
Discount rate. True

If the economy is in an inflationary
period, the most likely action would
Fiscal Policy take is decreasing taxes.
False

3L ) daaan i Al (A A gil) i) )
ALyl gl

Al Janag A Alaal) Asall 3l oS 1)
Ay ) WAST L2l clp) Y ol (alll,
e 33 A aiBY) gl 134 7 Ma) A glaal

_amii\

Yiaia) <Y ¢f ﬁ\m W b b & aLaidy) (il 1)
il pudal) (aandan g Adlal) Auluwd) 53355
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If GDP is decreasing and the Aad) Jara g (aldad) A Jlaay) Aaal) gl gl 1)
unemployment rate is increasing, The  4dlall dubadd) W3ATL Al Sip) aY) 1B (plEs ) A
actions would Fiscal Policy take to try caddi A (5 3LaBY) gl 13 73la) Al glaal
to fix this economic situation is e ssall )
decreasing government spending.
False
If Fiscal Policy is trying to promote sadll g IR 33l Jglad dallal) deslpaad) cils 13
stability and economic growth through Ao (oA 838 (il pal) 8L A (e (g 2buaitY)
tax rises, this is an Expansionary Fiscal At 55 Aglla
Policy. False
Fiscal policy is known as the policies WL Al clabaed) Ll Ao ol Adlal) duipud)
that fiscal authorities adopt. True Adlal) el
If the government wants to increase coAial) laay) aal) malil) 83 dagSall 210 13)
Real GDP, so it will decrease tax rate. A pal) Jara (il o giid
True
\_ - _/
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« To conclude this lecture, it is essential to highlight how
monetary and fiscal policies are practically implemented
by governments and central banks to stabilize and
stimulate the economy in real-world scenarios.

« 1. Monetary Policy in Practice:

« Central banks such as the Central Bank of Egypt or the U.S

Federal Reserve use monetary tools to manage inflation

control money supply, and influence economic growth

« During recessions, expansionary monetary policy is applied
by lowering interest rates and increasing money supply to

stimulate borrowing, spending, and investment
« Conversely, in periods of high inflation, contractionary
monetary policy is enacted by raising interest rates to reduce

consumer demand and cool down the economy
¢ Practical Example: In 2020, during the COVID-19 crisis,

many central banks reduced interest rates and launched
guantitative easing programs to inject liquidity into the

markets.
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« 2. Fiscal Policy in Practice:

« Governments intervene directly in the economy
through public spending and taxation decisions.

« To counter economic downturns, expansionary fiscal
policy may involve increased spending on
infrastructure, health, or education, as well as tax cuts
to boost aggregate demand.

 Alternatively, contractionary fiscal policy may be used
to reduce budget deficits or control inflation by cutting
public expenditure or raising taxes.

« ¢ Practical Example: In Egypt, the government used
publlc spending and social protection programs as
expansionary fiscal measures to mitigate the social
impact of economic reforms
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"Monetary and fiscal policies are not just
academic concepts — they are powerful
tools that shape economies and touch the
lives of people every day. Whether it's
controlling Inflation, managing
unemployment, or boosting growth, the
thoughtful application of these tools Is
essential for achieving economic stability
and prosperity."
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