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a) crowding - out effect occurs when GT but discourage investor to investment
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According to the graph , Government spending increase will make AET

and is curve also shift to the right and income change Yi to Yz
.

and there will not in equilibrium . to adjust to the equilibrium
interest rate have to rise

.
So
,
this is a crowding out effect

b) to avoid the crowding out effect , the contractionany fiscal policy will decrease

government spending that make output and income falls .

To explain in term of money market, when people have low income
, they will buy

less good & service .
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2) According to the graph ,

the orange point
is only on the is curve mean that it's not

< n
in the general equilibrium point .

u

v

"

•

^

to adjust to the general equilibrium ,
bank have

>

>
• to raise interest rate that makes investment

is lower and output and income will falls .

Then after that the bank haveto reduce
y

interest rate to increase investment that

raise output and income soon . Finally ,

it

will be a circle dynamic and adjust to

general equilibrium of 2 markets .

This process
called dynamic in COB -WEB

model .



9) Price falls make less in money demand on hold cash less which make L fans .
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fall in liquidity clot means that Money demand in the

economy falls end shift to the left > resulting in falls

in output CAE's and income ( y
'

)
. Change in Money

AD demand cause movement along LM curve and
AD
'

AD will shift down .
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