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Fiscal policy - Keynes 
 

 

 Expansionary fiscal policy (recession) 
 

  G+ or taxes- 
 

AD 

Y (output, income) 

AD 1 = C + I + G + NX 

Y (output, income) 

Full employment AD 2 

Y 1 Y 2 
 
 

 Contractionary fiscal policy (boom) 
 

  G- or taxes+ 
 

AD 
AD 1 = C + I + G + NX 

Y (output, income) 

Full employment 

AD 2 

Y 2 Y 1 
 
AD = Aggregate demand C = Consumption 
I = Investment G = Government spending 
NX = Net exports (= exports - imports)  
 


