
pavarisa 6404640721

a common price that clear two or more market

2 Commodity market and money market

interest rate
commodity market

negative

interest rate output higher interest rate discourage
investor from investment and decrease output

money market
positive

interest rate output higher level of income makes

people have more demand

commodity

Y= AE

money

Md = Ms

movement movement

shift left -

shift right -

shift right
-

-

shift left

- shift right



At y=AE Is curve

aez lower interest rate encourage investors to invest more .

therefore
, aggregate expenditure rises and output increases

.
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In the other hand
,
if i is high ,

it will discourage investors and

I leads to lower output .

I 1
1 1 i Ms i LM

i §
"

"
i

"

ii. - - - - iz - - - - - - y
- -

I 1 i. - - - - in - - - - -
,
- T
- -

i
, -
- - too - - - t - - - l l

l I Mdz I t

iz - - f- -- - t - - - ma
l l

l t
Is Q Of ! I

y"
y ,

y
money Y

, Yz

LM curve

when money demand is high , they have to higher interest rate
in order to close inflationary gap

4. 1) Ly denotes the sensitivity of Md to changes in Y

Li denotes the sensitivity of Ma to changes in i

I , denotes the sensitivity of investment to changes in interest rate

4.2) I, negative because when i increse
,
it will discourage investment

Li negative because when i increse , ppl will demand less money
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Hope of Is depends on M and I , . Form ,
if multiplier is high ,

Is curve will

flat . In the same way ,
if I

,
is high , stop will flat .

Slope of LM depends on ly and Li . If His high , lm curve will

steep , but if Li is high , LM curve will flat



crowding out effect is a problem of fiscal policy when gov . increases
its spending or reduce tax

GM : GM → At p → Y l
suppose the gov . increases it spending :

mm : yr → Mdr → in

LM
GM : i M → Id → AE d → Yd

from graphs , gov. increase government spending leads to
increase in AE and output . this cause the graph shift to
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the right . Then it makes an increase in interest rate which
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will discourage investors . Therefore , Y

' will move to Y " .
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this is crowding - out effect.
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from graph , when CB decrease Ms ,the
curve will shift left which cause fever

Md of interest rate to rise . therefore , investors
will invest less lead to a drop in AE .
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8.1) commodity market is in equilibrium , but
money market is not .

8.4 18 increase interest rate and it will discourage investor . hence ,

lower At and Y . this create movement along curve ,
so the gov.

will use contractiondry fiscal policy , increase tax , make A E and Y
decrease . The 1s curve will shift left toward general equilibrium
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LM flat → fiscal policy is more effectiveif i
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LM steep → monetary policy is more effective
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Y = 100+0.5×-0.5140) +80-1001+40
100 I = 200+0.54

i = 200+0.54
700

Md = Ms 200 I = 0-54-200
i = 0.54-200LCY
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I )=M_p 200
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0.54=-600
✗* = -300 i* = 0.5


