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Answer

2. a.  The assumption over the behavior of government does not make any sense in practice because 1 real life
69P consists of all type of expenditures including individval consumption , public spending , and privaie
spending therefore, o country's 6DP should not be died with government spending.

b. C, rvepresents the marginal propensity Yo consume depending on nominal interest vate.
1 implies that i the tnterest rate increases, the consumphion of individuals all phich
moy be doe Yo ndividal cot consumpiion o sawing.
c. derive IS equation
N:-C+r1+t6
= Cot GNd =Car + Go-GY + Lo tI N -Ix

C.D + CI L\"Tﬂ) - ct" + Gb —G'\l + 10 + 1;’ - Ilr

G+t CN-CGTo ~CiT + Go ’G|\I+ 1o 1y 'Iq,f

N 2 0o -CiTot Gt (C=Gy +I,)Y = ( CyrT)r

N - LC:"G(*L)" = CotGo= CTo- (Cz"']-,_)f

VL (641)] = Cot Go = CTo ~(CatTdr o Y= @60 ~CTo -(Cular
L1-(¢6,41)]
Inferprel  the detived 1S equation

From IS equation that had been derived akoove, we can see the negative relationship between
income or GOP () and inlerest rate (). I¥ merest rate i high, nvestment and consumption
will decrease . (- LC,+,) s negative slope o 1).

d. Calewlate the slope of IS curve.
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TS corve flat when investmentond consomption are censitive Yo change in  ipterest rade.
The Flal IS curve mplies that small changes 1n interest rate RIuill make big changes i 6P or
income ().

€. find 4ax moltiplier.
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The tax moltiplier depends on Slope of TS curve because if the sope IS curve s
large , the tax moltiplier will be small , which # Further makes the ovtput change o
litler due to smoll fax moltiplier.
P. Qerive LN equation.
Ll equation : [l 14
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from ¥he LM equation that has been derived akove, we can see that 1nterest wate and 69P
has positive relationship. for mdance, f anterest rale goes up, ovtput or @9 will increase

and \ice versa.



g Calculate the slope of I curve
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Flat L0 occure when Lg s lasge which means money demand (Nd) t sensitive to change
0 herest rade . So, 1 wlerest rate changes, fy dffer a lot which mokes ootpat 1Y)
adyust a lot oo Yo hold the equilibrivm w meney market (Nd: M)

h. Mrte IS and WM curve 0 modrix form.
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j. Calewlate moltiplier of Go and 4he muttiplier of Mo on both Y™ and. r* respectively .
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I the government sponding 15 purely exogenows i.e 6,=0 ,the moltipler will be bigger than

the government spending that i endagenous.
K. The government cannot successfully achieve both goals by simply relying on o single 4ype of
policy Tmplemented. This 15 because these 4wo geols are trade-0¥f to each other; ¥hod %, to

Merease  69P by tncreasing government spending, there will be higher mierest wibe.



L. To achieve both goal  simwltaneously, government can vse  expansionary fiscal policy and
expunsionary monetory golicy . By Tncreasing government expendriure | GDP il ke ncrensed , and by
Increasing  wmeney Supply , Thierest vate il be \owered,
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