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1) Find the equations and draw graphs for the IS and LM schedules. What property is

shared by all points along the IS schedule? Along the LM schedule?
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Supposethat a closedeconomyhasthe followingfeatures: r R9ur ,

C 60+0.8yd
r LN'\= 30

I = 150- 10r

G = 250

T = 200

MS = 100
I / ""

Md = 40 + 0.1Y - 10r baO 1)00



2) Determine the equilibrium level of income and interest rate in this economy. Explain

\" what happens when income is 1500and interest rate is equal to 5.
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~qrl<.eA ~O'\.= 50, equilibrium income will also increase by 50." Do you agree with this

statement? Why or why not? Provide your calculation and economic reasoning.
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4) Suppose instead of fiscal policy, the government uses expansionary monetary policy

and increasesmoney supply to 130. Find the new equilibrium level of income (Y)

and interestrate (r). Provide economic reasons for the change in income.
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