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LM ( money market)

IS ( keynasian cross )
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4. 1 Ii - sensitivity of investment to Dini

Ly = Sensitivity of money demand to 1) in y

Li = Sensitivity of money demand to 1) in i

4. 2 because it is a change in interest rate and interest

rate effect the output
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① the sensitivity of investment to A in i

this means

I interest rate = Tff Investment

this will make IS flat

not sensitivity at investment to 1) in

ifinterest rate : in Investment

this will make Is steep

② the multiplier

large multiplier

9 Investment = 999 y
this will make IS flat

small multiplier

9 Investment = 9 y

this will make Is steep
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At first the government increase the G it makes the

AE and Y increase Then Y increase the Money demand

and interest rates increase
. After the i increase the

I decrease - Then
.

I decrease equal AE and y decrease

to conclude GA = i 9 = I &

public sector spending (f) reduce the private setorinvetmet

due to the raise on interest rate


