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AY1. 1.1.)
A"

1.2.) ☐,
=-3 ; AY = - g 1.3.) = 120=5

☐G=5iAG=5

⇒ AY = 5×5--25 ⇒ AT =

-9

-3
=3

2. 2. 1) AE=CtI+G 2.2) AE=C+I+G
Y=AE AE=Co+GY - C ,T+I+G
Y*=C+I+G AE :(Co - Cat -11--1-6) -1 GY
y*= ↳ + C,(Y - T)-11+6 as I is injection i FFI = [ slope g-AEY(1-G) = Co - 41-+1--1-6
⇒ ✗

*
=

h f co- C,T+I +G) 261 AE=CtI+G
G-Col AE = (co - [it +ItG) ecil

At - MPC2.3) AE=C+I+G as T is leakage i =

, - slope AEAE __ (co -GTTI -167+44
" 2.5.) BBM : A¥g+A±

1- C
,

as G is injection i ☐¥g= g. dopeyaf AT =L - C
,

2.6. / BBM is a change in a agg . output when both G -9T increase by 1 unit-

3. 3. 1.) Y=AE=C+I+G 3.2) FE Y=AE

= 300+0.75 (4-50)-150+50 µy=g62e
-7%

Y=AE= 362+0.754 1

⇒ 4%1450 362
. I

1
,

y
4=1450

3.3.) StT=I+G ( leakage __ injection 3-4) STI sY -T -- Cts ( saving function)

Y -C=StT
-
i. slope -_ 0-25

Y -C -_ I -16 TO I
1

Y - C --50+50=100 1

Y- (300+0.756)=100
-31715 1

,

y1650
Y - 300-0.7514-507=100

0.254 = 362.5 ⇒ 4+1=1450 Intercept : Saving function : Yd=CeS⇐Y-1--1+5
⇒ Y-50=300-10.754-507-15

⇒ 5=-312.5+0.254



3.5) Gnew = 50+50=100 3. 6.) BBM=^¥G*+¥,¥= !:{ =L
1-
new

= 50+50=100

Y=AE=C+IeG
• if the government spend and lump-sum tax increase by 1

=300+0.7514 -1007+50+100 income will increase by 1 .
4=375+0.754 .

thus
,
to build more road

,
Government increase their spending

⇒ Y*= 1500 by 50 , and tax by 50, so the equilibrium output my
increase by 50

.

Yo +50=11new
⇒ YÉew= 1450+50

= 1500

4. 6. 1.) AE=CtI+G-✗ - M 6.2)A-t-C-I-Gtx-MY.AE
AE= Co +44 - C ,T+I+G+X-(Moen,y )

Y*=C+I+Gt✗ -M AE=(co-czt-I-G-ix-mf-C.nl-17,4
Y*= Co-1C,(Y - T) -11+6+4-(Moin,4) as I is injection ; d" t

II
=

1- slope g-AEY(him
,
- G) = Co - GT-11--1-6-111 - Mo
⇒ ✗

*
=

1 (co- C,T+I+G+X- Mo) 4. 4.)
AE=CtI +6 -1km

(t -1M, - Col AE = (co-cit-I-G-X-mlecil-M.it
as 1- is leakage ;

AI = - MPCa.3) AE=CtI+G+× -M

d - C
,

AT 1- slope AEAE :(co-ci-I-G-ni-MI-c.it -Mil
2.g.) BBM : ☐n÷g+¥¥=

" "
y, G is injection i ☐¥= g- slope ofAE

AE y=pE5- 5. 1) . 4=AE=C+I -16+4 -M
= 200+0.7-(4-50) -175+75-1 50-(50+0.14) shorted

"

*E

⇒ Y -10.14-0.74=315 If. ,

0.44=315--14%785.5 ! I
i. →

1

300 7.87.5 4
At 4=300

;
YCCEI

; there is a shortage .
Inventory inclines , push to increase more production.

yt' d h h
=

h5.£ ¥I= e- C.+ M
,
=L-0.7+0.1=2-5 ¥% =L -Gem,

1-0.7+0.1=2-5
Yt

F-
=

"

y-o.no. ,=
- 1.75

1- G-1M,
=

-0.2

A AYBBM = ☐÷ +

☐+
= 2.5-1.75=0-25



5. 3
. ¥÷ : when investment increase by I, output will increase by 2. I

¥÷ : when government spending increase bye , output will increase by 2.5

T¥ : when tax increase by 1 , output will decrease by 1.25

BBM : when -government spending 4 tax increase by 1 , output will increase
by 0.75.

5.4. Un'employment rate is below the natural rate of

unemployment, which mean , we are in inflation
gap . The economy is growing too fast f- ocereupby
the solution is the policy to raise tax or cut

down govt spending. Y* → YF

5.5 AE t.PE

If AE

1

i

← I
'

y600 787.5

5. 6. Ayte
AT

= 2.5 ⇒ AG =
-187.5
g.g-

= - 75 (G spending should decrease 75)

☐y*5-7

☐y
=
- 1.75⇒ AT= -187-5

- , .gg
= 107.192 (T should increase by 107.1921

5. 8 . N¥¥- = 2. b-⇒II= -75 ( I should decrease by 7-5)

5. 9 . %g + = 0.75 ( decrease both by 250)

6. Role of automatic stabilizer is to reduce the fluctuation of economy.

y
>
table

- During good time → High Y.AE
⇒
f

• govt should raise tax or reduce govt . spending to help slow econ down.

- During bad time → low Y, AEbad time

• govt should reduce tax or raise govt. spending to help boast the economy.



7. 7.1 Leakage = injection
(Eqlny

saving = investment

-200-10.54 = 50

⇒ 4+1=500

7.2. Saving = - 200+0.57*1
= -200-10.5/5007

⇒ s* = 50

7.3. People save more 100

⇒ Snew = 100+5
= 100-200+0.54

= -100 +0.57

• S=I

-100-10.54=50

⇒Y*= -300

7.4. Saving = -100+0.54*1
= -100-10.51300)

⇒ 5$
= 50

7.5. STI paradox of thrift : People save more → Economy slowdownS,

T so ↳ less income (Yt)

People save more by too [ So→ S,)
I 1

i , Output decrease by 200 (500 → 3001-100 f l
l l

-20°
! L t

300 500 Y


