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).

V\ M PaﬂL Jorn 510 464041



X1) V:AE’ :
AE / t

EkPle""lov\ D192 i3 vhea governtueat increan ih spending , yovr derand in
econoh\’ vi\\ MNerease (AET) '}\\L-F‘.rh requm\ b\l Proo\vc_‘.g Mot
223 is becous ewryme i vicher ) QVeryone  wank Money o :pc-A "
theic daily 1 50 morey derend incrense leed to rmisc in interest vk
ond J‘-;cwmac. invator to mvest and a5 o vesult AE decrase
mL'wS mavked eq,u‘.libvltm row to Eg

b\ Expons'nmw\‘ Mm‘i‘or\( pO‘ic\/
When eentn) bonle incrosc Froney NPPL/ ,bond isruer will lovas ikt wite
Buaw-. g‘? Jowrs~ et vuke A P°°P\° wurt +o invest mere. Firm inevease
invest Men) M\Aiua demond in econorw vaise. Firm proalv:g rove to .NPP\, ot
ki&k&v JLW
0s o nsuH-\ a New eqvi\ibrim hﬂu— kisku- Ou‘\'rv\' Lu\' lowe.- 'lh"‘efu" rek



az) i

im

Q3) 4 Moh«, svppk( decvease,

b) owhonoters Honey dlerund Lo V

AE

N=AE

<—
\.(
IS -Lm Lmg (P
\\
Y

Islm

Ad\jw"‘ F'Or'\ HVL Po’m'}

W hon 1o N‘\SU.\“‘ both terket bebvw dhe
M cowvwe . B becavse extess in me
derwnd | 50 ks whe of bond should
incrnan above the 15 corve. I's because in
G&S r\o-lu‘l' when m“'rw”l 15 o Hoyw AE Fiem
should P«Jva\. less to redvee mvestmet the blve
pomt will dhift fo dhe loft,

bovw\, M\‘!—"
4
P\ﬂ\\, G o‘P ha\c\,
P AD

At sope lewl of incore | interest rade lower

LM shif} dowm



