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Basic Tools for Government Policies

5. Economic instruments:

These tools focus mostly on the how
the government can improve
macroeconomic conditions:

the state of the overall national
economy.

They are less suitable for specific
issues such as education or
immigration.
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Basic Tools for Government Policies
5. Economic instruments:

A. Monetary policy: Federal Reserve
alters amount of money in economy:
more money stimulates economy but
risks inflation

Basic Tools for Government Policies

Monetary policy: Federal Reserve
influences money supply by:

1. Open Market Operations: buying and
selling U.S. Treasury and federal agency
securities in the open market

2. Discount window lending. Federal
Reserve can vary rates charged when
lending banks money at “discount window”

3. Reserve requirements. Requirements on
the amount of funds that banks must hold in
reserve against deposits




+ Economic instruments:
B. Fiscal policfv]: changing money
supply through taxing and spending

John Maynard Keynes: deficits
stimulate the economy, surpluses
slow it down

If we are entering a recession, such
as in 2008-9, the government should
“stimulate” things by spending more
and taxing less
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« Economic instruments:
C. Guarantees and insurance

- Can apply so specific issues,
such as farming

D. 2008: bailouts!: Extremely rare,
but some consider this an
important precendent




