
Name:_______________ 
     ID:_________________ 

Page 1 of 3 
  

 

 

 
      EE320(sec 046402) 
       Semester 1/2020 
 

                                                                 Quiz#2 
 

Consider a simple Keynesian model: 

𝑌 = 𝐶 + 𝐼 + 𝐺 + 𝑋 −𝑀 

𝐶 = 10 + 0.8𝑌. 

𝑌. = 𝑌 − 𝑇 + 𝑅 

𝑇 = 30 

𝑅 = 𝑅2 

𝐼 = 25 + 0.1𝑌 

𝐺 = 𝐺2 

𝑋 = 85 

𝑀 = 40 + 0.2𝑌 

 

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

as endogenous variables. Then rewrite the simplified model in the matrix form. 

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

(3.) Let 𝑅2 = 20 and 𝐺2 = 24, what are the value of equilibrium 𝑌, 𝑀, and  

trade balance 𝑋 −𝑀? 

(4.) In the time of economic recession, government can increase government spending 𝐺2 or 

increase government transfer 𝑅2 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 ∆𝐺 = 15, what would be the new equilibrium income 

and trade balance. 
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