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
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Question 2

Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general
equilibrium point). gndaenanluuilineguudu IS via LM dldldqnannsinarsrnsgainsv

Use the diagram that you draw to briefly explain how the two markets at your current point will adjust
towards the general equilibrium.
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