Quiz EE212

Time allowed: 1 hour from 19.00 — 20.00

Submission time: 15 minutes

Latest submission by 20.15

Do not write too much. Brief explanation is sufficient.

1. Use TWO relevant diagrams to explain how the IS curve is derived
from the goods market.

2. Use TWO relevant diagrams to explain how the LM curve is
derived from the money market.

3. Use relevant diagrams to explain how the AD curve is derived from
the 1S-LM model.

4. Use relevant diagrams to explain how the SRAS curve is derived
from the labor demand and the production function.
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() Derive IS from Keynesian Cross (Goods- Market)
I§ Curve

Keynesian Cross (Goods-Market )
A
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Y=AE
ME= coeIciee Ty
AE, = C+I(iy)+ 6
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Suppose i decrease fromdis to iy
Lower interest rate encourages
investors to invest more.
Then AE raises, and Y also raises

iy =T AET-YE

@ Derive LM from Money Mariet
Money Markeb
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Suppose. i increase from iy to iy
Mg will drop, S0 we have to increase
income to Shift My to the right

monty Yy

When i chginge Y has to change tap in order for the equality to hold
Whenever i goes up, Y has to gots up as well

because When it >Md ¥

and when Y= M4

The two Change in Md cancel out each other, so My remains the same and equal to Mg

Yyt - Mdt

it > Mgd } Ma= Ms

@ Derive AD frgm LM
1S-LM

AD curve

Mone\g Market (LM): P?-'.gu - it
Goods Market (IS): it > IV = AEL~> Y

AD relationship: P> Y

In money market an increase in price (P) will
reduce the real money supply (M=)

Smaller real Mg will drive up interest rate (i)
Higher i discourages investment (I)

Lower I reduces output (V)

Interest rate links two markets and
make the AD downward sloping
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@ Derived SRAS from labor demand & production function

Labor demand diagram
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When price increase, real wage become cheaper. So firms demand more [abor.
When labor increase, the production increase and |ead t0 increase in output (V)

M-»%»-’ labor demand4 > LT > Y1



