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The Keynesian Cross
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- An increase in government purchases shifts the
Is curve to the right .

The equilibrium moves from

A to B
.
Income rises from Y

,

to 42 and

the interest rate rises from i
,

to i
2 i

when the interest rises
,
firms cut back on

the investment plans, which discourage business

from making investment
.

- Expansionary monetary policy
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To adjust the
green point towards the equilibrium .

First
,
the level of production is below the equilibrium

so firm are encouraging to increase in production to
increase in output . Then, money mkt

will adjust
because there is excess in Md

,
so
interest rate

in bad should increase
.

When interest rate increase

then
,
output will decrease

.

At A
,
there will

be excess money supply , and the interest rate reduce



finally
,

when interest rate decrease
,

investment

will increase
.

thus I increase
,
and it reach

equilibrium .



⑨ to falls may arise from increasing in government
purchases .
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Assume that an increase in government purchases
or a decrease in taxes raises income ( Y

,

> Y
, ) in

Is -Ln model which 1M shift down
,
this

also shifts the AD curve to the right .


