Question 9 Answer the following questions.

Country A is a closed economy with no government. The marginal propensity to save in the country is 0.25.

9.1 Calculate the value of the (investment) multiplier.

MPS+MPC = 1  0254MPC=1 MPC= 0.5
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9.2 Due to the initial investment made by firms and the multiplier effect, the (equilibrium) output in the economy

has increased by $200m. Calculate the value of the initial investment.

L urur S Y T R A A A LT LT T £ 1 £

Country B is an open economy with government.
9.3 Do you think the multiplier effect in Country B will be larger than that of Country A? Why or why not?
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