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      EE320(sec 046402) 
       Semester 1/2020 
 

                                                                 Quiz#2 
 
Consider a simple Keynesian model: 

! = # + % + & + ' −) 

# = 10 + 0.8!. 

!. = ! − / + 0 

/ = 30 

0 = 02 

% = 25 + 0.1! 

& = &2 

' = 85 

) = 40 + 0.2! 

 

(1.) Simplify the model into a 2-variable system of equations where only ! and ) are included 

as endogenous variables. Then rewrite the simplified model in the matrix for;;m. 

(2.) Solve for equilibrium national income ! and import ) by using Inverse matrix. 

(3.) Let 02 = 20 and &2 = 24, what are the value of equilibrium !, ), and trade balance ' −
)? 

(4.) In the time of economic recession, government can increase government spending &2 or 

increase government transfer 02 to households.  

(4.1) Do you think that the two policies will have the same impact to equilibrium 

national income? Please explain by using the concept of multipliers. 

(4.2) Do you think that the two policies will have the same impact to equilibrium trade 

balance? Please explain by using the concept of multipliers. 

(4.3) How do the multipliers relate to the elements of the inverse matrix? 

(5.) Continuing from question (3.), if ∆& = 15, what would be the new equilibrium income 

and trade balance. 
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4 701 0.8 Y 30 1Ro 125 0.14 Go 185 M

Y lot 0.8T 24 to 8Ro 125 10.7T 1 Go 185 M

0.14 1M 0.8 Rot Go 196 7

0.244M 40 2

From G k 2

is

I
0.7 7 0.8Ro Go196I

M 0.2 I 40

o o.ae o zj
Q8Ro Go196
40M

Y 0.8Ro 1 Go 196 40
0.3

M 0.2 8R Go196 4
0.3

Y 0.8 Zo 1241 96 40 320
0.3

M 0.2 0.860 124 196 4 704
0.3

X Mt 85 104 19
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DY I
DGo 0.3

BY 0.8
DRO 0.3

No the impactsof thetwopolicieson Y aredifferentbecause DI t DY
DG DRO

4.20 D X M DM 0.2
DGo DQ 0.3

DLX M DM 0.208
D Ro Dro 0.3

No the impactsof thetwopolicieson Y aredifferentbecause DI BY
DGo DRO

R hasn'tgot a directimpact on Y but has to workthrough an increase
4.30 Each element of the inverse matrix is multiplier or is inconsumption

a partof multiplier

If DG 75 BY 75 50 o Y Gj 320 50 370
0.3

If DG 15 IX M 0.1 15 10
3

o X M Iq 19 10 29


