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Crowding out effec]

V) Monatoyy policy can W usel to @iminate crowding oui effect
Good matket &1 -5 act (AE 2 0E)—2 Y1 (v Y,)

Expans (onary monetaky Policy : when MA
Momoy warket Y1 9 mdt = 4

woney warket MY 2 1Y
When G increase, Y increases to Y, at €,

6oods warkel ¢ W 2 11 acd Y4
Hewever, becatse of higher i at €, ,

] So the W’“"‘* will be \\\Sher and  lower  interest rqfp
wvestment falls. As o vesult, Y, decrwase to Y3

Bestion 2

M A, There is oateSS Supply n  mowey wmarket.
where | is Vigh, Bond price is cheayper.
Dowand for woney for specolution i low  because

the opportumty cost for hoMing  womey 15 high

when (s \ﬂgh,

People buy mere bonds tor specylative furpose.

i adyusts o equilibrigm (i\ll),

Question 3

A) Lower liguidity means demand for cash decrease.

This may be because of drop in price leve)
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