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Answer each question separately; each answer has to be at least 200 words. Please use the resources provided.
1. Discuss the circular flow of money and income through the four basic markets of (a) goods and services, (b) resource markets, (c) loanable fund, and (d) foreign exchange.
Goods and services, resource markets, loanable fund and foreign exchange constitute the four crucial macroeconomic markets that are used to describe the circular flow of income. This is a model of economy in which a representation of major exchanges is done. Resource markets entails markets for natural resources, physical capital and labor service. The nature of supply and demand is a main element that determines pricing. Business demands on products to develop goods and services as well as household supply labor in exchange for labor. Consequently, income is used for purposes of buying goods and services. Note should be taken that this income is taxed by the government and the proceeds used for servicing expenditures. National income is then obtained by adding up the household incomes and other resources. The loanable funds market brings households savings together with total foreign capital into balance with the borrowing by businesses and governments.  In a nutshell, owners of factors of production meaning households in economics sell resources to businesses, the businesses produce goods and services, households use the money obtained from sale of resources to buy goods and services then the government determine the flow of resources, goods, services and money in a market economy.

2. Identify a key factor related to the flow of money and income in two of the four identified markets. Read special Topic 5 (page 610) regarding the market crisis of 2008. Explain what caused the recession. Discuss how the economy reacted to the 2008 market crisis and continues to react to its impacts. 
The key factor relating to the flow of money and income in the markets is the free flow of products and markets. There are a number of elements that caused recession namely a fall in the housing prices, increase rate of default and foreclosures, collapse of investment banks that are large and the fact that the Federal Reserve and the U.S Treasury organized and issued huge bailouts. Housing prices greatly increased in early 2000s as compared to the 1990s to the extent that the increase between 2002 and 2006 was rated at 87%. However, a drastic change was recorded in towards the end of 2006 when the housing prices leveled off. This led to a decline in the housing price in the preceding year and 2008.
In regard to how the economy reacted to the 2008 market crisis and continues to react to its impacts, a number of effects have been observed. For example, the losses obtained caused the state to have no option but to reduce expenditure and public workforces. Changes have also been felt for businesses in terms of plans of expansion and compensation of workers. Plans of individual Americans were shattered for instance most of them could no longer buy houses again or even start families. The effects of the recession are still felt today where income, production and growth of jobs is still low. An attempt by the government to adopt policies has not yielded positive results yet since some of the policies have had negative impact on growth by destroying forces of supply and demand which are essential for a good functioning of a market economy.
3. Explain how you might prevent this type of problem from reoccurring. Support your response with research.
A re-examination of the role of state in the financial sector has to be done. Asli Demirguc-Kunt who is the research director of the World Bank as well as a co- author of a report ‘Global Financial development Report 2013: Rethinking the Role of the State in Finance.’ Advises the government ought to fully get involved in developing and managing of the financial sector as this contributes to maintenance of economic stability. The government’s involvement also is expected to promote economic growth and create jobs. To a smaller extent, the government should not get involved in some of the departments but stay keen on supervising these departments, ensuring competition that is healthy and facilitating access to financial services that is better. Stable banking systems are characterized by provision of credit in abundance as stated by Professor Henry Kaufman who is in charge of the financial institutions at the University of Columbia. Examples of countries that have stable banking systems due to provision of enough credits include Canada and Singapore.
Another helpful factor would be establishment and support of stable banking systems. This would be achieved by putting in place effective political bargains that would be made between bank shareholders, depositors, taxpayers, politicians and bankers.

4. Explain what a budget deficit is. Describe how under the Keynesian model budget deficits increase aggregate demand Evaluate whether or not fiscal stimulus will increase or decrease economic recovery.
Budget deficit refers to the amount by which government expenditure exceeds government revenue. This is caused when a government takes more than it receives, Budget deficit is represented as a percentage of GDP.  
Aggregate demand in the Keynesian government results from economic decisions made by the private and public sectors. The said decisions that in some cases behave erratically consist of monetary and fiscal policies.  For instance, monetary policy has adverse effects on the output and employment in the case that some of the prices remain put. Keynesian has been known to initiate adjustments instantly which lead to introduction of new money in the market that adjusts all prices by a percentage that is same.
As to whether or not fiscal stimulus will increase or decrease economic recovery, when public debt funds fiscal stimulus, an increase in economic recovery would be realized. Experience has demonstrated that excessive household debts leads to eruption of financial crisis that tends to have a slowing down effect on the economic recovery from a recession. As regards this, there is an argument in the public domain that fiscal stimulus is eminent in a recession case that does not involve consumer borrowing that is overboard. According, there is a notion that in increase in every dollar on government spending leads to an increase in gross domestic product by more than one dollar. Note must be taken that the stimulus might fail to produce the expected multiplier effect in the case that consumers use the money that they acquire from fiscal stimulus to pay the debts that they have instead of buying more goods and services.

