Final Exam Quiz

THOSE WHO COPY YOUR FRIENDS OR LET YOUR FRIENDS COPY YOU WILL BE AWARDED ZERO.
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Submission Guide: You can upload up to 3 files on Moodle. If the whole file is too large, you should
break it down and upload 3 files, each containing 1 question.

Question 1

Draw 3 diagrams (Keynesian Cross, Money Market, IS-LM) to show and briefly explain the followings:

a. The crowding-out effect when the government increases its spending
b. Another policy that can be used to avoid the crowding-out effect

Question 2

Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general

equilibrium point). end@enaa uflanaguudu IS usa LM nlildansnnsinaisuasgaingn

Use the diagram that you draw to briefly explain how the two markets at your current point will adjust
towards the general equilibrium.

Question 3

Assume that the liquidity preference function (real money demand) is given by the L(Y, i) = Lo + LyY — Lii.
Note that Lo is autonomous money demand, while other terms are the same as in the lecture slides.
Now suppose that L, falls.

a. Give ONE reason why this may happen.
b. Show and briefly explain the effect of the fall in Lo on the 4 diagrams (Keynesian Cross, Money
Market, IS-LM, AD).
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explanation

when 1he governmeﬁ spending  incveater |, thir makes
demand i ptonamy (AE) dvives wp and alte  ovtput and inceme (y)
deve vp 100, And then  Money demand will be rayed becuse
of the increasing In Y. when miney demand cune increases,
the interest rate will raire. The higher interest rqfe  maker
the lower nvertment in private vectr Ccrowding - ovt effect)
ind then he demand in economy (AE) and mcame and  output
(y) will decreasre becawse of higher interest rate.
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Explaination

To ovoid crowding - ovt  effect , the government heve o achieve both pulicy
fistdl 3 monetary policy. Starting wilh dhe qwernment tpending increases this makes
demand i ptonamy (AE) dvives w and alse  output and inceme (y)
drve vp 0. And then Money demand will be rayed beuse
of the increasing In Y. when money demand (e increaser,
the inferest rate will raire. Then income and quipet ) retm to
decrease . When ihe central bak Ufe  expanfimary monetary policy, it
redvcer intevest vate  for increasing money supply. Finally in good
and revvice morket , when lower Interest rate it makes investment (1)
and demand in econamy (AE) and qlgg iheome and oulpt rerease.



Question 2

Draw the IS-LM diagram. Pick ANY point on either the IS curve or the LM curve (NOT the general
equilibrium point). g1d@anqa i lanegudu IS wia LM Alildqasnnsinatsuadsainsin

Use the diagram that you draw to briefly explain how the two markets at your current point will adjust
towards the general equilibrium.
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Explaination

e starling point is on 1§ cuve  which means that in good 4 service
market get into equilibrivm §0  we have fo  qdjust equilibriom in  maney
market (LM Curve) . From Jlarting paint | it slayr below LM curve

S0 the interest rate vhould be increase. The higher interest refe
makes lower inverfment (1) and quipt and income () in Good 3
fervice market. And then when ouiput and imcome (y) decline |,
money demand will decreage and interest rate will decrease too,
Eventually , when inlerest rate decreages it leads o higher
investment (1) and  higher Quipet gnd income ™ good 1 servie market
In conrequence , the point  which 1 choore Wil adjust toward
the geneval  equilibriym.



Question 3

Assume that the liquidity preference function (real money demand) is given by the L(Y, i) = Lo + LyY — Lii.
Note that Lo is autonomous money demand, while other terms are the same as in the lecture slides.
Now suppose that L, falls.

a. Give ONE reason why this may happen.

b. Show and briefly explain the effect of the fall in Lo on the 4 diagrams (Keynesian Cross, Money
Market, IS-LM, AD).

\ AE

q of |
Maney
| LM P
3
IS AD' AD
Y, Y Y

1) when L, fallr , the ofher variable will fall oo
T4 maker mgney demand  decrease

b) when dhe money demand  decreases , the inleres! rafe
will falls W mmey market. And in Good and Jevvice
market , the AE will shift down | it maker output
decrease . when  change i vy it makes movement

dling the wrve 1 LM curve. Then AD curve
will vhift  down.



