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A) crowding out Effect
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Crowding out effect

b) Monotony policy can be used to eliminate crowding. out effect
Good market 69 → AETCAE,→AEz)→Y9( Y,→Yz)

Expansionary monetary policy : when my

money market Yi → Mdt → in

money market
: my → it

when G increase , Y , increases to Yz at Ez .
Goods market : it → IT → AET Yr

However
,
because of higher i at Eg ,

So the output will be higher and lower interest rate
investment falls . As a result , Yz decrease to Y}

Question 2
At A

, There is excess supply in money market .
i

LM
^

a where i is high , Bond price is cheaper .
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Demand for money for speculation is low because
i
#
- - - - -

i

t the opportunity cost for holding money is high
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when i is high .!

Y #

People buy more bonds for speculative purpose .

i adjusts to equilibrium ( ite) .

Question 3

A) Lower liquidity means demand for cash decrease
.

This may be because of drop in price level
.

i
LM
,AE

Yi AE n
pgg

In Ms
n

P

As n
'M2

AEZ

yiz
- - - - - f f

p - - - - - - -
,

l

t AEI
2

µ
i , - - - - +

,

-

;
i
,

- -

p : P
,
- - - -

i
,

, i i

ti
,
- - - -

- -•

ma ,
! ! ! I am ! !

Mdjm ! I
> y

l I AM
> y ! !

> y
Y ,→Yz Y , -742 Yz←Y ,

• Liquidity Iv lmdimdz) → ( i.→ iz)

• it → investment T → AET → YA

• AET → ADT

• pp → LM shift to the left


