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Exercise 1: from p= ¢ (i, y, R)

Suppose that money multiplier does not vary too much with i, prove that
$ >0, %>0,and ¢; >0

Answer :

from L(p, i, y) = A (o, i) m(i) R(1-7)
-+ + +-  +

1) Differentiate w.r.t. i (assuming y and R are fixed):
ar

L%y - m(i)R(l—r)(/Ip %—/io+ﬂij+ﬂ(p,i)R(l—r)m’(i)

(L, -m@REL-7)4, )%—’i) = A(p,))RAL-7)M'(i) - L, + Am(i)R(L-7)

- + + + -
If m'(i) ~ 0,then a—p >0
8]
2 Differentiate w.r.t. y (assuming i and R are fixed):
P

L %’+ L, =2, %Om(i)R(l—r)

L, = %o(ﬂpm(i)R(l—r) -L,)

+ + -

o >0
3) Differentiate w.r.t. R (assuming i and y are fixed):
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