




a.) Due to the fact that the

equation of the government is
G-- Go - bit

,
This means that

this government spending will decrease

as the GDPIY) increases. However ,

in the real world , this doesn't make sense

because practically the government spending
will expand simultaneously as the GDP

increases.

B.) ( = Cot ( it'd - Car

In this case the Ci is the coefficient of r Iinterest rate)
which is reversely related to consumption . Therefore

, when interest rate ( r) increases,

the consumption will decreases due to the substitution effect
. ( People will save more

money)

C.) Is Equation
Y = [ 1- I 1- G

Y: cot lit'd - Czr t Iot -1,4 - IN 1- Go - G , Y

Yd= Y- Toi Y= Co + c. ( Y- to ) - Gr 1- Io +Iii - Izrt Go - G. Y

Y : Co 1- Cif - Cio - Czv + Io 1- IIY - Izr 1-Go - bit

Y - GY - Il 't 1- G. Y = Co - Cito - Czr t Io - Izrt Go

Y( l - C , - I , + G ,) = (o - Cio - Gr 1- Io - Izr +Go

y= Co - Cito - Czr t Io - Izr +Go

11 - Ci - Iit Gi )

• Slope of Is : 1¥ =

- G - Iz
⇒ Interest rate is negatively correlated to the

11 - c , - IHGD level of GDP (Y)

D.) when IS is flat
, income (Y) is highly sensitive to changes in interest rater

slope of IS = A¥ =
( I - G-I' 1-G.)
- Cz -Iz

•

•

• For IS to be

= (f) I -11-4 t I , -G) flat
, Cztiz has

to be large(f) (12+-1-2)

=
- l t Ci 1- Il - Gi

Cz 1--1-2



e.) Tax multiplier : AY =
- c ,

ATo ( 1 - C , - I ,
+ G

,
I

i. When the IS slope is flat
,
tax multiplier will be larger , and inversely

(MPC9) C- MPC )
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-120
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i. Suppose that -9=0 , the multiplier is larger than the government case being purely
exogenous

because 04641
.





i. ) YA = def / A
,
) = Co -Cito -1-1-0+60 cat -1-2

det(A) Lop - Ms
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,
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,
-16 ,
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j . ) Y* = ICC
.
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