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When the government increases spending ,

it makes demand in the economy CAE) increase .
So

,
when demand in the

economy increase , firms will produce more output CHAE ) .
Thus

,
This raises output

and income (Y ) . After that
, people have more income (Y )

,
they want to spend money .

It makes money demand increasing and raises the interest rate Ci ) .
Therefore

,

higher interest rate Cil discourages investment CI ) . Lowering investment CI) makes

demand in the economy decrease and makes output falls ( Y)
.
All of these

make the new equilibrium has higher output and higher interest rate
.
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For fiscal policy ,

when the government increases spending ,

it makes demand in the economy CAE) increase .
So

,
when demand in the

economy increase , firms will produce more output CHAE ) .
Thus

,
This raises output

and income (Y ) . After that
, people have more income (Y )

,
they want to spend money

It makes money demand increasing and raises the interest rate Ci ) .
Therefore

,

higher interest rate Cil discourages investment CI ) . Lowering investment CI) makes

demand in the economy decrease and makes output falls ( Y)
.
For monetary policy ,

the central bank increases money supply ( Ms) ,
bond issuers lower the

interest rate lit . Next
, lowering interest rate cis makes investment L2) increasing .

It also raises demand in the economy ( AE) . Firms will produce more output .

All of these make new equilibrium has higher output CY ) but lower interest rate Ci )

for avoid the crowding out effect
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First
, starting poring below LM Line so bank should raise interest rate

.

When interest rate increase discourages investment CI) . with lower

investment
,
income & output falls (4) . After that

, money demand will decrease

due to income decrease .
It affects to lower in interest rate Ci ) .

Lastly
,
At the lower interest rate Ci )

,
Firms increase investment

.

This also raise demand in the economy .

Firms produce more to supply

at the higher demand . All of these show my current point will adjust

towards the general equilibrium .



a) Money demand decrease
,
it makes output decrease

with lowering output CY ) ,

it makes Lo falls which makes

AD decrease
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