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).



Cl’)alnon Sr'r"PaYm Saan
@ ) 6304640193

Norm:m\' ‘wierest rnte

AE (LT 4d)
Es I e
i
', c+T,+6,
[
. [
hWf - - - - - ! I
[ T
l [}
|<—
' [
I |
@UV\W'}("}Y off /'/\omy [ |
LMY’L’ Auvmm;l for money Prom Government Y1 Y, y
ook do rise ia imterest rabe ‘ ’
| ) 5 ¢ When G!_' nerease fo dz/ 0+I_’1-G!1 [ine

shiff 0’7 +o 4+T1*d; line
However, if cayse money demand  andk
Tnderest rrte terest Ly rise up, investment Porlle
This (avtes 0\97"5,{/@ demon) line
shift down Fo ¢+Iz+ dz anl
Equlibrivm now of 3

When @—4\771 o Yy at Eg
However, hecayse of ther P oat £, investment Rl

A o regp”) YZ decrences to Yj

b ) MW%MW F@{J&f

(Expomhionaly)



*bank rise inderest rede
: -p?rm Yvo»l\)ct l(SS

* honk Jawtv )
' f“rm Perutf, Wiov €

Continue 4o cycle bl aXJ'vsf toward E_c,ui/fbr.'um /w:'nf



s y U )
'

(/7 Pl mo (2 ! l;eCﬁlU € (7 (ﬂ oaAn A N
7

S’

"(\

0\)



