 Flexible exchange rate  “e” is determined by market forces
· People buy foreign currency  selling CAD $  RER decreases
· People buy CAD $  RER increases

Fixed exchange rate  e  central bank  buys or sells CAD $ to stop exchange rate from changing

4 cases

Monetary policy, flexible exchange rates
· Refer to graphs in notebook

Fiscal policy with flexible exchange rate
· Refer to graphs

Monetary policy, fixed exchange rate
· Refer to graphs

Fiscal policy, fixed exchange rate
· Refer to graphs
· With fixed exchange rates, the government can use fiscal policy to change aggregate demand


· The government can control either money supply or exchange rate but not both
· Flexible exchange rates: cn use monetary policy to affect position of AD
· Fixed exchange rates: can use fiscal policy to affect position of AD

Summary
	
	Flexible ER
	Fixed ER

	Monetary policy
	1. Ms shifts, r not equal to rw
2.Md shifts (RER changes, NX changes)
	1. Ms shifts, r not equal to rw
2. Ms shifts, r = rw

	Fiscal policy
	1.Md shifts (increase G, increase Y) r not equal to rw
2. Md shifts (change in RER, change in NX)
r= rw
	1.Md shifts (increase G, increase Y) r not equal to rw
2.Ms shifts 
r = rw


When both money demand and money supply shifts, the policy works
· Flexible, monetary can change AD
· [bookmark: _GoBack]Fixed, fiscal policy can change AD

1. what shifts first
2. How do we get back to r  = rw
1. shifts
Movements along (slope)  decrease, sps (W/P) , P increases
SRAS
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