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1. Answer the following questions. 6 4' Q 4 6 4‘0 q S 2

1.1 Suppose Govt Multiplier is 5 and AG = 5. Find AY.
1.2 Suppose Tax Multiplier is -3 and AY =-9. Find AT.
1.3 Suppose AY = 10 and Al = 2. Find Investment Multiplier.
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2. FromY=C+1+ Gwhere C=Co+Ci(Y-T),find
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2.6  Explain what the BBM is.
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2.6 B8M s 3 change fn dggreqate guiput when both G and T increase by 1 unit.



TC1 6 (neX¥m) 30 AE= Y = 300+ 0.35 (Y- $0)«50 +50
3. Assume a closed economy with government. The country has the following . d
components of aggregate expenditure. ‘ ' 400 11, :}S 1 ] 3} S b Y . 3(’1 5 b .35 Y
€ =300+ 0.75(Yd) 1=50 0.25Y:360.5
G=50 T =50 (lump-sum tax) \(“: LS = 1350
3.1 UsetheY = AE (standard) approach to find the equilibrium output. W
3.2 Draw the Keynesian Cross, and find the intercept on the vertical axis and
the slope of the AE schedule. LIt 1 v= AL
3.3  Use the Leakage = Injection (or saving/investment) approach to find the AE: 3615 +0. 15y
equilibrium level of output. t
(Hint: the equilibrium conditionis S+ T =1+ G, withYd=Y-T=C+5) =7 JS‘“I‘ 2 0.75
3.4 Draw the saving/investment curve to show the equilibrium. 0.5

3.5 Suppose that the government decides to build more roads, raising

55 dEe e

government spending by 50 units, but this project is to be financed by

Y®: 1450

the increase in net taxes of 50 units. Use the Y = AE (standard) approach
to find the new equilibrium output. 1Y $+T :71+6 - @ C | eakage - l'“'le(-\—"oh]
3.6 Use the Balanced-Budget Multiplier (BBM) derived from Question 2.5 to ! .
-1 :C+s -0 [33‘4!7\3 funthon ]

find the new equilibrium output.
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4. FromY=C+1+G+ (X-M)
where C = Co + C1(Y - T) and M = Mo + M1(Y), find
4.1 Equilibrium Output Y*

42  AY/AI
43  AY/AG
44  AY/AT

4.5 Balanced-Budget Multiplier (BBM)
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5. Assume an open economy with government. The country has the following
components of aggregate expenditure.

C = 200 + 0.7(Yd) 1=75 G=75
o~ mem
T=-50  MPC X =50 M=50+0.1Y

5.1 UsetheY = AE approach to find the equilibrium. Is Y =300 an

equilibrium? If it is not, explain the adjustment process towards
equilibrium.
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adjustment protess
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In this case‘ﬁ Y= 300, Y ¢ AE.

Shoviage happen , inventories ¥
In ordey to adjust towards eqbm,
business need to produce more,

CH Uuliipiiuiig,

5.2 Based on what you have derived in Question 4, calculate the investment,

government spending, tax, and balanced-budget multipliers.
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5.3 Interpret the value of each of the multipliers.

I wultiplier = 2.5 means  when T 14 wait Y1 2.9 unity
b 1 1S 14
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when § 11wt Y4 2.9 unifs
when T 1A wnit Y {135 units
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Suppose that the full-employment output (Y) is 600;

5.4  What type of output gap is the economy currently experiencing?

5.5 Draw the Keynesian Cross. [dentify its slope and intercept. Also,

illustrate the output gap.
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Now, government wants to correct the output gap by moving the economy to the
full-employment level, and is considering different policies.

- i - ing questi 5.6) av* .
(Hint: use the multipliers from Question 5.2 to answer the following questions) . 2. 3
5.6 If the government wants to adjust only its spending (G), how much G
should be changed? S
5.7 If the government wants to adjust only its net taxes (T), how much T _A 6 z A Y Ch 1 g} , S ) } S #
should be changed?
2.9 2.5

5.8 If the government wants to boost only investment (I), how much I
should be changed?

5.9 Ifthe government wants to implement a balanced-budget policy, what ( - Vy‘ Q an S '.e ‘lu t [ )
should the government do with G and T?
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6. Explain the role of Import as an automatic stabilizer. If the government wants to
further stabilize the economy, is there anything that the government can do with

its tax system? Explain.

Avtimatic Stabilizer = Campanent in AE To stabilize  the HOP
Import /intome -1ax are 3utomatic  stabilizer

Role of awlomatic stabilizer is reduce the fluctudtion of ecinomy

Real GdP l =Yr

bqﬁ\‘“‘e \ = UN
\ actmal autput
a4 time
Time

D\uing qood time 2 High Y, AE
¥ S0 the gow raise ax and import to reduce income which helgs to Slow down the economy during peak time.

DUriy\s bad timg = Low Y , At
Y §o the gov. reduce ¥ax and impert o increase fncome (Y) which helpe Yo beost Hhe ecanomy during
the economic  recession.
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7. LetS=-200+ 0.5Y and I = 50, be the saving function and investment.

g

F1) At egbm. leakage = injection

saving = inyvestment
7.1  Use the saving/investment approach to find the equilibrium output.
7.2 Find the equilibrium saving. (Hint: substitute Y* into S) =00 + 0. S Y| ¢ S Q
LYY o
Suppose people decide to save more, increasing autonomous saving by 100. Y N 1 S 0 < S 00
7.3 Use the saving/investment approach to find the new equilibrium output. 0. S

7.4  Find the new equilibrium saving. (Hint: substitute new Y* into S)

7.5 Comment on your result.
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