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injechon o the  CGircular Flow (prevent inflation)

To prevent outpat from being too high in an expangion.

b) C, veprasents MPS -margindl propensity To Save , when the MP
i higher , they will consume less byt vave mor¢.
Thu', tht Qssumphon makes o6ense.
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There ig a negative relafion betwetn req| GDP and interedt rafe
when inferest rate incrbage, by 1 unit
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when mPG is high the 1§ cuve will be Flat, in this question
MPG which ig Gy , if Gy ig high the tax maltiplier will ke |arger.
The flat TS caryt , which Should has smal\ numerator
I-140y1 T~ Gy | masing the tax multiplier big:

f) LIRS
m - U
-
% : Lole"Llr

r’= LoP+ L\P, - Mo = LL‘I' ELY - Mo
) L L L P
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W curye Flak when L islow and Ly is high
Has inttrest vale  has low sensiﬂvm' 10 changt in rea| GDP
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when G, =0 , the denominator will be |3

50, the mw\hp\m will be bigger both on &Y* qand _Adqu
A§, °



k) oy - L,P
ag,  O-GTirqILPH (C1T,)Le
U" s cz‘l'Ig
Mo (-G Tyt QP +(Cr T, )P
Redl Qe inoreastd by 100 => ay* - 100
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|} shpt of IS curve = 1ra2Ta-Gy ; flope of LM curvt = L1
G+ 1, L2
If ndition from K) shope of LM =0 does not hold,
they have to use both fiscal and mongtary policies

r Government useS fiscal policy
L' by incredsing government spending.
leads 0 in(reast in real GPp which
makes the TV carve hift fo the right
howtver, inferest rate increage
Central bank uses monetdry policy by
Y increafing_roney_supply which leads to
decrease in interest vate .
The decling in interest ratb erxourage
the private confumphon Cauie the
oufput high®r Thus, the LM Curve shift
Qeim 10 fhe i ahf
To conclude, the real GDP increages while
intereSt rqfe tay$ the Same.




