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N . dat s the Fiod responds to 3 tax increase depends on

hoey the cencral bank respond=. n
[ panel (a) the Fed holds che oy
supply constanc. In panel (b) che Fad
holds the interess rate constanc by
redwcing che money supphy. In panel
[c) the Fed holds the level of imncome
corstant by raising the money supply.
In each case, the econoamy mowes
from point & to point B.
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Fig. 5.9 Fiscal policy under
flexible exchange rates
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Fig. 10.1 Receipis and expenditures of the US government
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Fig. 10.2 Receipts and expenditures of the US government as percentages of the GDP
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