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- when G & T increased by 1 unit, Y increased by
1 unit .

So
,
If the government raises government
spending and net taxes by 50 units

,
the

equilibrium output will increase 50 units

The new equilibrium output = 1450+50 = 1,500
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5. 1) Y = AE
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i. 4=300 is not an equilibrium , Y < y*
• The adjustment towards equilibrium

- when we produce the aggregate output less than the equilibrium ,
we will have shortage .

Firms will sale inventories that make unsold output
declined .

This is a signal that will encourage
firms to increase their output and it will move automatically towards

equilibrium .
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• : when the investment increased by 1 unit , the aggregate output will
increase 2.5 units .
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i. when government spending increased by 1 unit , the aggregate
output will increase 2.5 units .
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When both government spending and tax are increased by a unit at the
same time

,
the aggregate output will increase 0.75 units

.



5. 3)

Investment multiplier : when the investment increased by 1 unit , the aggregate
output will increase 2.5 units .

Government spending multiplier : when government spending increased by 1
unit

,
the aggregate output will increase 2.5 units .

Tax multiplier : when tax increased by i unit
.
the aggregate output will

decrease 1.75 units .

•Balanced - budget multiplier • when both government spending and tax are increased

by a unit at the same time
,
the aggregate output

will increase 0.75 units
.

5. 4) . the full - employment output is 600
- the equilibrium = 787.5

• In this time
,
we have inflationary gap , yf < yt, because we are

producing too much and we want to close inflationary gap down .

we can close this by using contractionary fiscal policy , increasing tax
and reducing government spending .
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7. 1) Saving = investment 7.3) increasing saving by 100
-
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7. 5) According to the paradox of thrift , when people save

their money more which is leakage ,
the aggregate expenditure will

decrease
. Decreasing the aggregate output , people now have lower

income and then saving they make become smaller.


