
Macroeconomics 
- Fiscal and 
Monetary Policy

Fiscal and Monetary Policy
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Policymakers Investors

Search for appropriate actions to 
correct the economic course

Fine-tuning their portfolios to the 
prevailing economic winds

Growth in 
real GDP

Keeping inflation 
low and stable

Striving for full 
employment

Enhancing a nation's economic well-beingAim

Fiscal Policy Monetary Policy
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Fiscal Policy

Boost in government spending

Tax cuts

Expansionary Fiscal Policy1

Spur aggregate demand

Fuel consumption & investment

Curtail unemployment 

Government's approach to using its budgetary tools Spending Taxation

Fiscal Policy

Contractionary Fiscal Policy2

Economy is in an exuberant state and policymakers aim to temper it

Reducing government expenditure 

Increasing taxes 
Rein in excess liquidity

Government's approach to using its budgetary tools Spending Taxation
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Fiscal Policy

Manage growth dynamics Tackle unemployment Keep inflation in check

Healthcare Education Infrastructure

Government's approach to using its budgetary tools Spending Taxation

Channel resources to essential sectors: 

Fiscal Policy Monetary Policy
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Monetary Policy

INTEREST RATE 
CHANGES

FORWARD 
GUIDANCE

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

Monetary Policy

INTEREST RATE 
CHANGES

FORWARD 
GUIDANCE

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

Adjusting Benchmark Interest Rates

LOWER RATES 

Encourage borrowing & investment

HIGHER RATES 

Bolster growth

Temper an overly robust economy

Help manage inflation
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Monetary Policy

FORWARD 
GUIDANCE

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

INTEREST RATE 
CHANGES

Households Businesses

Central bank to communicate its monetary policy outlook

Investors

Shaping the economic expectations of:

Monetary Policy

FORWARD 
GUIDANCE

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

INTEREST RATE 
CHANGES

Daily transactions of government securities 

Money supply Short-term interest rates ADJUSTS

Increases liquidity Encourages 
economic activity

Central bank buying 
securities
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Monetary Policy

FORWARD 
GUIDANCE

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

INTEREST RATE 
CHANGES

OPEN MARKET 
OPERATIONS

Central banks dictate how much banks must hold in reserves

Expand ContractThe money available for banks to lend

If reserve requirements are increased

Less money available to lend

If reserve requirements are decreased

More money available to lend

Monetary Policy

FORWARD 
GUIDANCE

QUANTITATIVE 
EASING

INTEREST RATE 
CHANGES

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

Employed when traditional interest rate policies reach their limits

Central bank's purchase 
longer-term securities 

Boost the money supply and 
stimulate lending and investment
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Monetary Policy

FORWARD 
GUIDANCE

QUANTITATIVE 
EASING

INTEREST RATE 
CHANGES

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

Stressed economic 
situations

Uses newly 
created funds Very large size

Monetary Policy

INTEREST RATE 
CHANGES

FORWARD 
GUIDANCE

OPEN MARKET 
OPERATIONS

RESERVE 
REQUIREMENTS

QUANTITATIVE 
EASING

Preserve price stability 
by managing inflation

Mitigate economic 
fluctuations

Stimulate the economy to 
reduce unemployment and 

improve labor market health

Influence the exchange 
rate through interest 

rate adjustments
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Budget Deficits 
and Government Debt

Budget Deficits

Government 
expenditures > revenue 

Public services Infrastructure 
investments

Taxes Fees Other 
Sources
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Budget Deficits

Stimulating economic 
activity during downturns Escalating public debt

Borrow to bridge the gap

SPENDING REVENUE

Budget Deficits

Escalating public debt

Sustainability Avert constraints Future economic growth

Excessive borrowing Higher interest rates Deter private investment
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Debt to GDP ratio

Source: U.S. Department of the Treasury, Federal Debt, Total Public Debt, Quarterly [GFDEBTN] and U.S. Office of Management and Federal Reserve Bank
of St. Louis, Federal Debt as Percent of Gross Domestic Product [GFDEGDQ188S], retrieved from FRED, Federal Reserve Bank of St. Louis
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Contextualizing 
Debt

Assessing 
Sustainability

Economic Growth 
Implications

Facilitating 
Comparisons
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Evaluating absolute debt 
can be deceptive

Sizeable & robust 
economy

Can support a heavier debt 
burden more comfortably

Contextualizing 
Debt

Lower Debt-to-GDP Ratio

Country's creditworthiness ? 

Ascending Ratio Stable or Descending Ratio
Borrowing costs 

Attractiveness to investors

Bolster investor confidence
Heightened 
default risk

Stronger capacity to fulfill debt obligations

Assessing 
Sustainability
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The balance between debt and GDP 

Debt GDP

Significant 
repercussions for 
economic growth

High debt levels relative to GDP may weigh on economic expansion

Economic Growth 
Implications

Debt-to-GDP Ratio

Uniform metric Meaningful comparisons

Regardless of a country's economic scale or debt volume

Facilitating 
Comparisons
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Central Bank Monetary Policy

Savings Investments

The Pursuit of Price Stability

Inflation is kept to a minimal and steady rate

Wards off the economic uncertainties that can disrupt:

Spending behaviors

Stable prices Thriving economy
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GROWTH EMPLOYMENT FX STABILITY FINANCIAL 
STABILITY

Central banks act as 
custodians of economic prosperity

Adjusting interest rates

Fostering an environment where 
sustainable growth can flourish

ECONOMIC GROWTH

GROWTH EMPLOYMENT FX STABILITY FINANCIAL 
STABILITY
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Central banks also serve as 
advocates for employment

As many people as possible 
can find work

Full employment does not heat up 
inflation to unsustainable levels

EMPLOYMENT

GROWTH EMPLOYMENT FX STABILITY FINANCIAL 
STABILITY

EXCHANGE RATE STABILITY

Navigate the complexities of exchange rates

Smoothing out excessive fluctuations 

GROWTH EMPLOYMENT FX STABILITY FINANCIAL 
STABILITY
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FINANCIAL STABILITY

Vigilant against bubbles 
and crises 

Backbone of banking 
sector

Stand as guardians of 
our financial frontiers

GROWTH EMPLOYMENT FX STABILITY FINANCIAL 
STABILITY

Interest Rate Adjustments

To bolster economic growth Monetary policy easing

Borrowing costs for businesses 
and individuals decrease Interest earned on savings

LEADS TO:

Increased demand for corporate 
investment in goods and labor

Shift consumer behavior from 
savings towards physical assets 

(e.g. housing)

Reduce interest rates
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A central bank will tighten its policy, meaning it will increase interest rates

To prevent an overheating economy

How do central banks influence market interest rates? 

Central bank's policy interest rates

ESTR SOFR SONIA TONAR

EUROZONE U.S. UK JAPAN

1

2

3

Short-term money markets rates

Bank’s lending and deposit rates

Euro Short-Term 
Rate

Secured Overnight 
Financing Rate

Sterling Overnight 
Index Average

Tokyo Overnight 
Average Rate
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Trajectory of future interest rate adjustments 

Policy tightening 

Policy easing
Preemptive shifts in 
financial conditions

Lenders may adjust rates Future policy changes

Investors might
reconfigure their portfolios 

Clear and strategic 
communication by 

central banks

Prospects of

Additional Functions 
of Central Banks
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Central banks serve as the cornerstone of the financial system

Fortify the stability and soundness of financial system 

Drive and sustain economic development

Assist in the execution of the government’s fiscal policies

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics
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Banker to the Government

Management of the government's 
transactions and accounts

Orchestrating the issuance of government debt

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics

Banker to the banks

Safeguarding reserves Offering essential 
banking services

Clearing processes

Settlement processes

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics
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Regulation and supervision

Ensure that financial institutions remain:

Robust Compliant Within legal and 
regulatory frameworks

INCLUDES

Capital 
adequacy

Risk management 
practices

Consumer 
protection measures

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics

Lender of last resort

Protect against systemic financial distress

Solvent institutions in times of crisisEmergency liquidity 

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics
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Managing FX reserves

Guard over the nation's foreign reserves
Engage in strategic interventions in the forex markets 

Influence 
exchange rates Currency's stability Country's competitive 

edge on the global stage

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics

Payment systems oversight

Central Banks Ensure: 

Reliability Efficiency Security

National and electronic payment infrastructures

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics
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Financial stability

Identifying and addressing systemic risks 
that loom over the financial ecosystem

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics

Currency Issuance

Designing and distributing the national currency

Planning 
Circulation

of banknotes
and coins

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics
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Economic research and statistics

Offering critical insights into:

Economy Financial Markets Banking 
Structures

Informs policy decisions and enriches the 
public discourse on economic matters

Banker to the 
Government

Banker to 
the banks

Regulation and
supervision

Lender of 
last resort

Managing FX 
reserves

Central Bank Functions beyond monetary policy

Payment 
systems 

oversight

Financial 
stability

Currency 
Issuance

Economic 
research and 

statistics

Business Cycle vs. Market Cycle
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VSBUSINESS CYCLE MARKET CYCLE
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S&P 500 index

BUSINESS CYCLE
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Recessionary periods as declared by the NBER (National Bureau of Economic Research)

S&P 500 index

Describes the periodic expansion and contraction of economic activity that is inherent to an economy's nature

Fluctuations in consumer 
and business confidence

Shifts in monetary 
and fiscal policy

Unforeseen 
external shocks 

Drumbeat of technological 
advancements
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MARKET CYCLE
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S&P 500 index

Refers to the fluctuations in the prices of financial market assets

Stocks Bonds Commodities

MARKET CYCLE
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Benchmarks are subject to the ebb and flow of several variables:

Economic climate Corporate earnings reports Interest rate movements The broad spectrum 
of investor sentiment
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BUSINESS CYCLE MARKET CYCLEVS

0

20

40

60

80

100

120

0

1,000

2,000

3,000

4,000

5,000

6,000

02/07/2007 02/07/2009 02/07/2011 02/07/2013 02/07/2015 02/07/2017 02/07/2019 02/07/2021 02/07/2023

Recessionary periods as declared by the NBER (National Bureau of Economic Research)

S&P 500 index

Business and market cycle movements are not always in sync

Equity markets bottomed out and started to rise before the end of the recession

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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