
Answer

1.

1. 1
.
Gov . multiplier = 5 ; AG : 5

⇒ A¥= 5 ⇒ A-4=25

1. 2
. Tax multiplier =-3 , AY = -9

⇒
-9

ay
=-3 ⇒ AT =3

1.3
.

A-4=10 , AI =3

⇒ Investment multiplier =
10

2=5

2 .
Y = C. + I + G ,

[ = Co-1C, LY -T)

2.1
. Equilibrium output Y*

Y= Co-1414- T) + I -16

= Co + GY -41--1-11-6

Y - C,Y= Co - Cit + I-16

11-414 = Co - GT -11--16

y =
Co -GTTI -16

=
1 ( co - GT+I -167

1-C, T - C ,

2. 2
.

A" l

AI
=

7- Slop of AE
← slope of AE

AE = (+ It G = Co -1414-1-1 +I -16=6+44-GTTI -16

⇒ AY 1

AI
=

1- C,

I
2. 3 .

AY

A-G= 7- Slop of AE
← slope of AE

AE = (+ It G = Co -1414-1-1 +I -16=6+44-GTTI -16

⇒ AY 1

6=7-4

2.3
.

AY

g.1-
=

- G

1- Slope of AE
← slope of AE

AE :(+ It G = Co -1414-T) +I -16=6+44-GTTI -16

- Ci
⇒ 9¥ -- a - a

2. 5
.

BBM =

A" -1^-4 =
1-4

AT
= F- c, + ¥4 e- aAG

BBM tells how much output change when both G spending ✗ T change at the same amount.



3.

3. 1
.
Find equilibrium output

AE = C + I 1- G

= 300+0.7514-501 + 50+50

= 400 -10.754-37.5 = 362.5 +0.754

Y = A-E 1=7 Y = 362.5+0.754

0.254 = 362.5 ⇒ 4=362-5
0.25

= 1450

Y=AE
\

AE= 362.5+0.754

I

1
362.5

I

1

I

1450

Y= Cts ⇒ s= Y - C

3.3 leakage = injection ~

Y-T

S -1T = I + G

Y -T = Cts

Y- C = 'S -1T

y - C = I-16=50-150--100

4=1001-300+0.7514-50) = 362.5 -10.754

Y=
362.5
0.25=1450

3.4 . Draw saving graph
5=-312.51-0.254

Yd= Cts = Y -T

•

50
I =-50

300+0.7514-501=4-50-5
•
0

5=4-50- (300-37.5+0.754) slope -_ 0.25

5=0.254 -312.5
-312.5-



3. 5 Y : AE

AE = 300 -10.7514-1001-150+100

= 375+0.754

Y = AE ⇐7 4=375-10.754

0.254 = 375

Y! 1500

3.6 From 2.5 BBM =

A" A"

AG
+

Ag
= I

: . if gov. raise tax by 1 ✗ increase spending bye

Y * will increase by 1 .

If gov raise tax and increase spending by 50 ⇒ 4$ will increase by 50

Old Y
*
= 14501-50 = 1500 = New Y*

4. Y = C + I t G + X - M
,
C = Co +City-T) and M=Mo + Mily)

AE = Cot GY - GT -1 I -1Gt ✗ - Mo - MY

Y = Co - GT 1- I -1Gt ✗ - Mo 1- (G-MDY

Y- Ki-Mi't = Co - GT 1- I -1Gt X- Mo

Y Ll - (G-Mill = Co - GT 1- I -1Gt X- Mo

y =
Co - GT 1- I -1Gt ✗ - Mo

=

1 ( co - at +I -1Gt X- Mo)
1- Cit Mi 1- CAM,

4. 2 . AY /AI =
1

1- slope of AE

AE = Cot GY - GT -1 I -1Gt ✗ - Mo - MY

→ slope of AE
AE: co - GT 1- I -1Gt ✗ - Mo 1- (G-MAY

I⇒ ^÷I= y -G-1M
,

4. 3
AY

AG
= f-slope of AE

AE = Cot GY - GT -1 I -1Gt ✗ - Mo - MY

→ slope of AE
AE: co - GT 1- I -1Gt ✗ - Mo 1- (G-MAY

⇒ ÷; f-crim ,



4. 3 . AY

ay
=

- G

1- slope of AE

AE = Cot C, Y - GT + I -1Gt ✗ - Mo - MY

→ slope of AE
AE: co - GT 1- I -1Gt ✗ - Mo 1- (G-MAY

⇒ AI =
- c,

AT 1 - G-1M,

11 . 5 BBM =
AY
+
AY d - C , l - C,

AG AT
=

1-Gtm,
+

1-Gtmi 1- C, -1M,

5 . C = 200 -10.74 d) , I = 75 ,
6=75 ,T=5O ,

✗ = 50 ,
M = 501-0.14

5. 1 . Find equilibrium (by Y=AE)

AE = 200-10.714-50) -175+75 -150-50-0.14

= 315+0.64

Y = AE ⇒ 4=3151-0.64

0.44=315 ⇒ 4--3%4=787.5

4=300 is not an equilibrium . If 4=300 , there will be shortage , and it needs adjustment process toward

equilibrium .
Y can move to Y* by increasing production or government lower taxes and increase

Tts spending.

5.2
.

A- Y l 1 ,

AI
=

l- C , -1M ,
=

g- 0.7+0.1
=

0.4
= £5

Ay
1 1

=
1

AG
=

1- Ci +Mi
=

g- 0.7+0.1 0.4
= £5

AY
1-
=

- G
=

- 0.7

1-4+9 1-0.7+0.1
= -1.75

5.3 . Interpret multiplier

-
Investment multiplier : If investment changes by 1 unit , equilibrium output changes by 2.5

.

Government multiplier : If government spending changes by 1 unit , equilibrium output changes by 2.5.

-
Tax multiplier : If tax changes by 1 unit

, equilibrium output changes by -1.75 .

5.4 . If full -employment output 141--1=600 , the economy currently is experiencing inflationary gap.



y : AE
HAE AE = 3151-0.64

5. 5
.

I

1

I
315

inflation-1

any gap 1
' i

1 > y
'1=600 787.5

5.6
.
If governments wants to correct the output gap by moving economy to the full

- employment

level and wants to adjust only its spending G :

Government multiplier :
AY

g=
2.5 ; A-4=600-787.5 = -187.5

⇒ AG =
AY -187.5

= -75
2.5

=

25 Equilibrium saving lneu)
5.7

.
If gov . wants to adjust only taxes

5=-100-10.54 = -100 -10.51300) = 50

1¥ = -7.75 ⇒
-AY - 187.5

- 1.75
= AT =) = 107.14

- 1.75 When people save more , output decrease
5.8

.
If gov. want to boost only investment

economy slow down
,

less income to people .
AY

= 2.5 ⇒ AI =
AY

=

-187.5

2.s
=
- 75

A-I 2.5 51

5.9
. Using BBM : so

9
AY AY I

g ,
= 2. 5- 1.75 = 0.75

; i 1=50
AG

+

1 !
If Git t by 1 unit

,
AYT by 0.75 : ← :

300 500
- 100If AYI by 187.5 ⇒ Get to by 250

- 200
7. I 5=-200+0.54 and I = 50

S = I

- 200-10.54 = 50

*

0.54=250 ⇒ 4=250 = 500
0-5

7. 2
.
Find equilibrium saving

5=-200 -10.54 = -200 -10.515001=50

→ save more

7.3
.

5=-200-10.54+100

- 100-10.54=50 =) 0.54 = 150 =) y? 150
*

O .g
= 300


