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1.1) LHS VS . RHS
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2 Y¢ ะ Y- T

a) Itmakes sensesincewhenincome.increases.government hasto
decrease governmentspending inorderto preventtoomuch money
ihjectiohtothe circulqr flow lprevent inflqtion)

Toprevent outputfrombeingtoohigh inanexpansion .

b) czrepresents MPS ะmarginal propensity TOSave , whenthe MPS
is higher , theywillconsumeless bytsqve more .

Thus
,
the qssumptionmakessensอ .

อ1 derive IS equation
y = 0 + I + G

Y = Cot GH-Tol - Czr + Iot IN - Iztt Go- GN
Y = Cot GY -ผู้1อ - Czr + Iot IN - Izr + Go - GY

Y-GY.IN +GN ะ Co -9To - Czr + Io - Izrt Go

y
* = Co - GTo - Czr + Io - Izrt Go

1- g- Iเ + Gเ
There isanegativerelation between real GDP dnd inlerestrqte
wheninterestrate increqse by 1 แnit

real GDP will decreasc by ht ±ะ units
1-G-±เtGา



d) slope IJ alrve = tr = า- อา - ±า+ Gา = -1+ อา + Iา - Gา

oy* -0[Iz Cz+ Iz

• Itwill be flqt when 02+ Izis Iarge i

thus
.
reql GDP is highsensitivetoohange of interestrate

☒ or when -1+ อา+ Ircy is Smqll , the IS curve will beflqt

e) Slope IJ alrve = tr = า- อา - Iา+ Gา = -1+ อา + Iา - G,
"""

oy* -0[Iz Cz+ Iz

cy * =
- อา ⇐ tqx multiplier

4To 1-G-Iา+Gา
sm๚

smdll denominator ⇒ Iarge multipliet

when mpo ishigh the IS ourvewillbeflqt.in this question
mPOwhiohish.it highighthe taxmultiplierwill belarger .
Thl flqt IS curve ,

whioh Should hqs small numlrqtor
1-1 +แ +ผู้ 4,1 mqking thetqx multiplier big.

f) LS = Ld
MS ะ Ld
P

Mo = LothY - Lzt
p

r
*
= LoPt 4PY - Mo = Lo + Lา Y - Mo

LzP Lz Lz Lzp

Thereis apositive relationbetween interestrateandreal GDP
when outputihcreqses by า unit

,
interestratealsoincrease byh

g) slope of LM curve = dt = h

dY• Lz

Lmcurve Hat when hislow qnd Lzishigh
thus interest rqte hastowsensitivitytochange in reat GDP



h) endo ะ C. Ydir . I.GiY
• Y = Cotgy -ผู้1อ - Czr + Iot IN - Izr + Go - GY
Y - GY + Czt -IN + Izt + Gเ Y = Co -ำTot Iot Go ⇐ LHS vs . RHS

( 1-G-Iา+ Gg) Y + lcztIzlt = Co -ำTot Iot Go
• r = LoPt 4PY - Mo

LzP

- 4PY t LzPr
ะ LoP - Mo ⇐ LHSvs.RHSA.tl= d

[ 1-ำ-IHG า 02+Iz | [ = fo -ำTo + Iot Go|
- 4P Lzp LoP - Mo

i ) y
*
= 1A า | = Co -ำTot Iot Go 02+Iz = (co -ำTot Iot Go )LzP
1A 1 ↳P - Mo hp - ¢2+ Iz) Lo P + (Gzt IzlMo

1-G-IHG า 02+Iz 11 -G-Iเ+G.) LzPt (CztI2)↳P
- LgP LzP

r
*
= | Az / = 1-G-IHG า Co -ำTot Iot Go = (1-ำ-IstG1)Lop - 11-G-I,+ GPMo
1 A / -

4PLoP-Moz_tlco-GTotIotGoIL1P1-G-t.itG , อ2+Iz 11 -G-Iเ+G.) Lzp + (CztI2)↳P
- LgP LzP
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= fco -ำTot Iot Go )LzP - ¢2+ Iz) Lo P + (Gzt IzlMo
11 -G-Iเ+G.) LzPt (CztI2)↳P
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-GTอ+ IotGo ) LาP

11 -G-Iเ+G.) LzPt (CztI2)↳P

4YP = LzP = Lz
4Go l1-G-Iเ+G.) LzPt (CztI2)↳P 11 -G-Iเ+G.)Lzt (CztI2)↳
dy* = CztI2
AMo 11 -G-Iเ+G.) LzPt (CztI2)↳P
ft
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= = Lๅ
4Go

4 P
l1-G-IHGเ1LzPt (CztI2)↳P l1-G-Iเ+G.)Lzt (CztI2)↳

dt* =
- 1 tG tIrGา

0Mo 11 -G-IHGเ1LzPt (CztI2)↳P

when G เ ะ 0 เ thedenominatorwillbe HH
รอ , the multiplier willbe bigger both 0h เYึ and 4ขึ

LGo 0Go



k) 4YP = Lz P

4Go l1-G-Iเ+G.) LzPt (CztI2)↳P

dy* = CztI2
AMo 11 -G-Iเ+G.) LzPt (CztI2)↳P
Reql GPP inoreqsbd by 100 ⇒ dy

*
.
. เออ

Fiscql policy ะ dGo = 100 [11 -G-IHGเ1Lzpt 1GtI2)4P]
Lzp

Monetqry policy ะ 4Mo = 100 [ 11 -G-Iา+G.) Lzp +1GtI2)↳P]
Czt Iz
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Itwould work dueto

ohange in government expenditure
" underthe conditionthdt

Slope of LM = 0 which mlqn 4 = 0
Is IS

'

y



1) slope of IS curve = -1+ อา + Iา - Gา ; slope of LM cyrvl = h

Cz+ Iz Lz

If conditionfrom k) slopeof LM ะ 0 doesnot hold
,

they hqveto yse both fisoqlandmonetarypolioies
r Governmentusesfiscal pdioy

LM LM
'

byincreqsinggovernment spending
Ieadsto increase in real GPP whioh

7

>

mqkesthe IS curve Shiftto theright
- . . . . . . . ..

.;
. . . . . ..

.

. however.interestrateincreasl
ะ ะ Central bank uses monetary polioy byi its IS

'

ะ ะ y inoreasing money supply whiohleadsto
r ms mj decrease in interestrate .

Thededine ininterestrate encourage
theprivate consumption cause theii.

. . ..

output highlt , thys.theLMcu.ru shift
md tothe rightQofM

Tocondude
,
thereal GDP increqseswhile

interest rate staysthesame.


