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Final Exam Quiz

THOSE WHO COPY YOUR FRIENDS OR LET YOUR FRIENDS COPY YOU WILL BE AWARDED ZERO.

o auanlduaruzasuinneuianmenlasaantedlns ASIHYeHo AL NN I HaN BRI UZASY

unpasadne ludusaldadlinlasasnntadmel
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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).



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
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b. Another policy that can be used to avoid the crowding-out effect
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Question 2

Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general
equilibrium point). tndn@enqmluuildneguudu 1S uia LM nlaildqnfnnsinaraeigainsin

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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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).

Ly, 1) Lot by -Lid
Loif qutonopmous money deman 4 (md
iy Ly autolonious  woney demand (md)

(qn deweae, ov shitt to the lett fecaufe,
+ho PV@.{.@V@V\(Q that make PQGP[Q

— holding 1e5S gl From Fhelr peyyonal

FACtow, Incomg (craufe of inome) when
) d We vithew , we want o buy meve goods
M

money lut when we poovewn; we want 1o fave

move money gnd have ey Puwhqn‘rg
power Fo buy Comm o dities,



mohey wmarket . mohey Maket

Mm§ '
\ T T

| . \
—-—--—FL\ I&--~__\\

M
md’ d M
" M
il M My

nhtobm o Monqy maLket you (ah jep

from diggram # md chitt down md tomd’
the fntevest Rote will decweqse x

The LM (urve Jhidt eFt when the money Npply [ Real money balonces) detveqe
woalpe st it when woney demand dorresse

I6 [ LM

M,

M Shidt Fight when
monty demand deweqre ¥

Interm of I0-(m
meney dewmand I Feloted to LA turve
Jowhen weney demand derveqre the thterest

Rate TS aljo deceQse . So +he tm turve Will
Shitt o ¥ Rfght



Keynasign (1§
AT

Aty

Ja /i

W kum of  Keynegian  tof | when DUrgnomoU
money d2mand deveafe to Aogquegate Expendituve

I decvreqe and y ave alfo dorreqje

(auje of Tnom@ (y) If people have
leSS Thcovne the aggregate expendituve
ol demand Qve delueafe ¥



d M= m:w=w=mi\
Pt;:/:\ﬂd\v = b= L= yA= AF
'NE

y >/

when prite level

"l
decveqse

l
73

h Y,
i+t LM (yrire
) money market @) shitt
M

prite. level

€
Pl \\ FL
P, \ A

" Yo

3 dewived to

AD (uvire

putput




