Problem I: Short answers (5 points)
1. “The Keynesian multiplier is always great than 1 if T = 0 and G = 0.” True or false? Why?
Ans    False because if MPC=0 Keynesian multiplier will not be greater than 1

2. “There is no private savings at the Keynesian equilibrium.” True or false? Why?
Ans     False because at the Keynesian equilibrium Saving must be equal to Investment does not have            to be 0

3. 3. Let’s say there is no government spending and taxes, and no imports and exports. The consumption function is given by C = c0 + c1Y , and I (investment) is given. The economy is graphically visualised as below: There is a $2 billion increase in investment. The marginal propensity to consume is 0.5. Which of the following statement is correct? (multiple correct answers may be possible)
 ANS   A).False because E is not new equilibrium
            B).False because Delta Y is equal to 4
            C).True because 1/1-MPC = 1/1-0.5=2
            D). True because from Y=C+I and C=C0+MPC(Y) the answer will be 1.5 billions.

4. . The Keynesian multiplier says that an increase in investment or government spending can lead to an even higher increase in total output. Explain how with intuition how it works, and how does it relate to the MPC.
Ans     When the government spending , The total output will be increased because AE=C+I+G+(x-m) that mean if G increased AE will increased .Government spending  relate to the MPC because IF Government spending, the economy will grow multiple. Government spending will be other income and one person income will be another person income and so on in the High MPC country.

5. . The fiscal (government spendign) multiplier tends to be high during a recession, but they tend to be low (perhaps even lower than one) during an expansion. How could we explain this phenomenon?
Ans      During recession Government must increase spending because It will help economic to grow from the formula AE=C+I+G+(x-m) and during expansion government must decrease spending to slow down the economic.

Problem II: The Keynesian Cross in a small closed and open economy (10 points)
             Assume that, in a closed economy: C = 500 + 0.5YD I = 100 T = 80 G = 200
1(0.5 point) Solve for (i) equilibrium consumption; (ii) “planned” aggregate expenditure (aggregate demand); (iii) disposible income. Characterise the equilibrium.
ANS .i).C=500+0.5(1440-80)       
             C=1220
             AE=Y=1250
   ii).Y=C+I+G
        Y=500+0.5(Y-80)+100+200
         Y=800+0.5y-40
         0.5y=760
         Y=1520
   iii).Yd=1360

 2. (0.5 point) Graph – with proper labels – the equilibrium output and expenditure

	AE	y=AE


	AE=760+0.5y


780


	1520	Y
	AE=500+0.5(y-80)+100+200
                    AE=800+0.5y-40



3. (1 point) Solve for the equilibrium private savings and public savings.
ANS 
Saving=S=Y-C
                  S=1520-1220
                  S=300
    Private saving
    Public saving=P=T-C
                            P=80-120
                            P=-120 Budget Deficit




4. (1 point) Calculate the Keynesian multiplier, as well as the autonomous spending. What do they mean?
Ans
The Keynesian multiplier=1/1-MPC
                                                 =1/1-0.5
                                                  =2
   Meaning if the autonomous spending increase by one dollar, Aggregate output will be twice.
   Autonomous spending=760
   Is Essential spending in order to live from formula  C=C0+MPC(Y-T)


5. (1 point) It is election year, and the incumbent government increases their government spending from 200 to 300. Find the new equilibrium demand, output, consumption, and disposable income. How much does each increase? Graph these changes. Why would the government want to do this?
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	1520
       Delta Y=1720-1520=200
       Delta C=1320-1230=100
       Delta Yd=1640-1440=200
:Government Spending for increase stimulate the economic.

Now let’s consider a small open economy where the exchange rate and interest rate are pegged on the US.
 C = c0 + c1(Y − T) I = d0 + d1Y − d2r M = m1Y X = x1Y W 
Let r be the exogenous interest rate, and Y W the level of foreign outputs. G is exogenous.

 6. (1 point) All coefficients (e.g. c1, d1, d2) are positive. According to your understanding, what is d1 and d2? What are the reasons for the signs before them (plus or minus)?
ANS     d1 is income increase
                      Investment increase
   d1 marginal propensity to invest MPI
  d2 is R increase
            I decrease
  Sensitivity of R effect investment

 7. (3 points) What is the effect of lower government spending (G ↓) on the budget balance, G−T = G−tY ? Assuming that 1 − c1(1 − t) − d1 + m1  < 1, and the linear tax rate t is constant.
Ans
Y=C+I+G+(X-M)
G-T=G-ty
T=ty
Y=(C0+C1(Y-tY))+d0+d1Y-d2r+G+X1Y^w-M1Y
Y=C0+C1Y-C1+Y+d0+d1Y-d2r+G+X1Y^w-M1Y
Y1-C1Y+C1tY-d1Y+M1Y=C0+d0-d2r+G+X1Yw
Y(1-C1+C1t-d1+M1)= C0+d0-d2r+G+X1Yw
Y= C0+d0-d2r+G+X1Yw / (1-C1+C1t-d1+M1)
Delta Y=Delta G / (1-C1+C1t-d1+M1)

 8. (2 points) Suppose that the government is budget balanced – given by G = T = tY . Find the equilibrium output in this economy. How does the equilibrium output change when foreign output increases? Tip: replace G and T by tY
Ans
Y=(C0+C1(Y-tY))+d0+d1Y-d2r+G+X1Y^w-M1Y
Y=(C0+C1(Y-tY))+d0+d1Y-d2r+tY+X1Y^w-M1Y
Y-C1Y-C1tY-d1Y-tY+M1Y=C0+d0-d2r+X1Y^w
Y(1-C1-C1t-d1-t+M1)= C0+d0-d2r+X1Y^w
Y*= C0+d0-d2r+X1Y^w / (1-C1-C1t-d1-t+M1)
If Delta Y^w increase = Delta Y will be increase by X1 / (1-C1-C1t-d1-t+M1) multiply by Delta Y^w
Problem IV: “you shall earn your bread in sweat” (5 points)

Based on your mandatory reading written by Michal Kalecki in 1943, titled Political Aspects of Full Employment, consider the text below. The referenced work asked a perplexing question. “The entrepreneurs in the slump are longing for a boom; why do they not gladly accept the synthetic boom which the government is able to offer them?” Summarise the main reasons given.
 My question is this. Does the same phenomenon (existence of political obstacles from capitalists against full employment economic policy) happens in Thailand? If not, explain; and if so, do the same reasons apply? Are there any other reasons you think are more accurate? word count: 600 words (±20 words are allowed)

Essay

        The existence of political obstacles from capitalists against full employment economic policy is happen in Thailand because not every person in the country is benefit from Full Employment. The  person who benefit from full employment the most  is the lower-lower middle class people in the society and the person who didn’t gain much benefit is the employer in the society.

[bookmark: _GoBack]        If Full employment benefit every person in the country, Thailand Government should made that policy long time ago. That  mean Full employment doesn’t benefit every person for example My Family Business can hire worker at the lower price when unemployed rate is high because my father company has more bargaining power than the workers and the workers have no other job to work, so the workers have to accept the lower wages rather than nothing. In other case when the unemployment is low My family business has to pay higher wages for the workers because the workers have more bargaining power than my father company because the workers have many more work to choose from but my father has no workers left to choose from, so my father has to offer the higher wages to the workers rather than not have enough workers to run the business.

     In some case some company got benefit from high unemployment for example in Great depression in 1930s, Ford motor company can hire workers at very low wages because the workers have no job left to choose from, so the capital of producing Ford model T (The most mass producing car model ever)At very low price and that is the first time that the middle-class people can afford a car. It will be impossible if at that time the US has low unemployment rate and Ford motor company has to offer more wages to the workers, so the price of cars would  be impossible for the middle class people to afford it.

             Not every people in the country got benefit from Full employment , so the Entrepreneur will try anything to keep unemployment rate high so, they can offer lower wages to the workers. They may try to give money to the government and trick the government to keep unemployment rate high by using the contraction policy.

            In conclusion employers benefit from high unemployment because it keeps workers under control. They are less inclined to strike, to quit their jobs to look for a better ones, and unable to demand wage increases. This holds down employer costs and increases their profits.



