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Final Exam Quiz

THOSE WHO COPY YOUR FRIENDS OR LET YOUR FRIENDS COPY YOU WILL BE AWARDED ZERO.
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Submission Guide: You can upload up to 3 files on Moodle. If the whole file is too large, you should
break it down and upload 3 files, each containing 1 question.

Question 1

Draw 3 diagrams (Keynesian Cross, Money Market, IS-LM) to show and briefly explain the followings:

a. The crowding-out effect when the government increases its spending
b. Another policy that can be used to avoid the crowding-out effect

Question 2

Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general

equilibrium point). end@enaa uflanaguudu IS usa LM nlildansnnsinaisuasgaingn

Use the diagram that you draw to briefly explain how the two markets at your current point will adjust
towards the general equilibrium.

Question 3

Assume that the liquidity preference function (real money demand) is given by the L(Y, i) = Lo + LyY — Lii.
Note that Lo is autonomous money demand, while other terms are the same as in the lecture slides.
Now suppose that L, falls.

a. Give ONE reason why this may happen.
b. Show and briefly explain the effect of the fall in Lo on the 4 diagrams (Keynesian Cross, Money
Market, IS-LM, AD).
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Draw 3 diagrams (Keynesian Cross, Money Market, IS-LM) to show and briefly explain the followings:

a. The crowding-out effect when the government increases its spending
b. Another policy that can be used to avoid the crowding-out effect
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Crowding -out effect Is a problem of Fical policy

whewn govevnment increases its spending or

reduce tax.

From khe graph, fFirstly the government incveases its spending (61) it causes
A€ rises which output will vise as weli. Hence, thir represented by shifting
vightward of IScurve (s> (S at ¥/ Then in money market ; as 0utput
incvease, it leuds to shift wouey demand to the right so it also pushed up

Hhe interest level at i” (ncveasing in inrerest rate it will diScourage the
nvestor fram investing, hente the ac falls which output will drop From Y’ to ¥
This represent the crownding—out effect.

The cowtractionary Fiscal policy that decrease the government borrowing,
shifting supply Curve for bonds to the left. Intevest vare will drop, nducing

a greater quantity of invesrment. Or this Can call “Crowding in™
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Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general
equilibrium point). g1idenqaluuilanaguudu 1S wsa LM flildqnannsinarsansaainsvl

Use the diagram that you draw to briefly explain how the two markets at your current point will adjust
towards the general equilibrium.
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from (5 Curve is focus on Good § Servic€ market whicn 15 edach point

is equiliprium in good market and show the combination of i end y :y=AcC
for the negative velationship between i and y ; higher i reduces y because it
disCcourage investment. For example the point 1,23, %5 all sell §2 but if number 2
Change their mind the resr need to change the price follow number 2 . We need to change in
good 4 service market and the curve will be effeckive. In the good war ket

the intereit rate need to be less than A€ and both will make come increase.

and in the wmoney mareer the income increase | money demand will incvease
,and the intevest rate will in(vease alfo. After that in the good market the interect
vest should be increase and Wome decrease. The last part in money Mmarket
incovme s docrease +he money depand will gecrease and gnd als0 interese rate.

%0 it will adjust towards the equilibrium.
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Question 3

Assume that the liquidity preference function (real money demand) is given by the L(Y, i) = Lo + LyY — Li.
Note that Lo is autonomous money demand, while other terms are the same as in the lecture slides.
Now suppose that L, falls.

a. Give ONE reason why this may happen.

b. Show and briefly explain the effect of the fall in Lo on the 4 diagrams (Keynesian Cross, Money
Market, IS-LM, AD).

a. Lo is mean like C (constant) when the Lo is Falls mwedn the y-axis decrease.

the Lo falls it mean money demand decrease . the Lm shifts to the right
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