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(1) � � � � C a b(Y T)= + −  

(2) � � � � tYTT 0 +=  

(3) � � � � )r(IiYII 0 ++=  

(4) � � � � � � � �  
sM

kY m(r)
P

= +
 

 ! C " � � #T " $ � #I " � � #Y " % & ' ( #r " ) * #P " + , #a " -

. / � � # 0T " 0 1 � #t " ' ( � * #i " 2 3 4 � # 0I " - . / � � # sM " 5

6 � � 7 8 #k " 9 � #kY : ; < = / � � > ? #m(r) : ; � @ / � � > ? #b

" A B � � C D EF G H ��' I J a=100#b=0.75# 0T =40#t=0.2# 0I =30#i=0.1#

I(r)= r
200

# sM 2000= #P=10#k=0.2#m(r)= r
400

#K L M N O (G)=40 P#Q ? O

� � J YRTRrRI J S E 
�� � �Assume that a simple Keynesian model is given as follows: 

dY8.0100C +=  

r250100I −=  

200G =  

200T =  

r100Y5.0L −=  

450M =  
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Where Y is output, dY  the disposable income, C consumption, I investment, G 

government spending, T tax, r interest rate, L money demand and M money supply. 

(1) Derive the IS and LM curves for this economy. 

(2) Find the equilibrium levels of Y and r. 

(3) If G increases by 100( 100G =∆ ), find the new equilibrium levels of Y and r. 

(4) If M increase by 100( 100M =∆ ), find the new equilibrium levels of Y and r. 
(5) Which policy is more effective? And why?                   T95 U V W X ' Y�

�� � �Assume that the LM curve for a small open economy with a floating exchange rate system 
is given by Y 50r 100 4(M / P)= − + . The IS curve of the same economy is 

Y 300 6G 2T 3NX 100r= + − + − . The function for NX is NX=250− 
150e, where e is the exchange rate. The price level is fixed at 2. The international interest 

rate is 4.5 percent. Answer the following questions. 

(a) Using the LM curve, find the equilibrium level of Y in the small open economy,  

   if M=150.  

(b) Given this value of Y, if G=150 and T=200, what must be the equilibrium value 

   of NX?  

(c) If this value of NX is to be achieved, what must be the equilibrium exchange rate? 
 T96 ! Z W X ' Y�

� � �Desired consumption function is dC 2000 0.9Y 100000r G= + − − . Desired investment 

function is dI 1000 45000r= − . Real money demand function is 
dM

Y 6000i
P
= − . Y is 

the output level. r is the real interest rate. i is nominal interest rate. G is the government 

purchases which is equal to 500. Full-employment output is 1000, expected inflation is 
e 0.03π = , and money supply is 2100.  

(1) Find IS and LM functions.  

(2) Find the equilibrium values of the real interest rate, consumption, investment, and  

   the price level.  

(3) Suppose government purchases decline to 400. Is fiscal policy neutral? Explain  

   your answer.  

(4) Suppose government purchases rise to 600. Is there the perfect crowding-out  

   effect? What is the amount of the crowding-out effect?  

(5) What does the feature in this example lead to the result that you don’t need to  

   know the amount of taxes collected by the government to find the equilibrium? 
                                                         T97 [ \ W X ' Y�

��������� � �� � �� � �� � � @2.5%�(25%) 

����With normally-sloped IS and LM curves, an increase in government expenditure ______ 

consumption expenditure since autonomous consumption ______ while induced 
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consumption ______. 
(a) can raise or lower, falls, rises (b) can raise or lower, rises, falls 
(c) must decrease, falls, also falls (d) must decrease, rises, falls 
(e) must increase, rises, also rises                         T95 < ] ^ _ ' (`)Y�

�� ��Keynesians contend that a ____ price level ____ the real quantity of money, ____ higher   

    spending. 
    (a) lower; expands; encouraging (b) lower; expands; discouraging 
    (c) lower; contracts; discouraging (d) higher; expands; encouraging 
    (e) higher; expands; discouraging                             T95 U V W X ' Y�

�� ��An increase in the effective tax rate on capital would cause the IS curve to ______ and the 

    LM curve to ______. 
    (a) shift down and to the left; be unchanged 
    (b) shift down and to the left; shift up and to the left 
    (c) shift up and to the right; be unchanged 
    (d) shift up and to the right; shift up and to the left         T98 a ] W X ' (`b )Y�
�� ��The principal policy implication of the crowding-out hypothesis is that: 

    (a) fiscal policy must be counteracted by monetary policy. 
    (b) fiscal policy may not be as effective as originally thought. 
    (c) changes in fiscal policy will negate any changes by the monetary authorities. 
    (d) when one component of aggregate expenditures increases, some other component 
      or components must decline by an equal amount. 
    (e) whenever national income increases national output must increase by an equal 
      amount.                                    T98 c d e f W X ' Y�

�	 ��An increase in the U.S. demand for imports will ______ the supply of dollars and lead the 

    dollar to ______. 
    (a) increase; appreciate  (b) decrease; appreciate 
    (c) increase; depreciate  (d) decrease; depreciate               T97 g h W X ' Y�

�
 ��The Thai government wants to maintain an exchange rate of .04 bahts per dollar. It the Thai 

central bank pursues a contractionary monetary policy and raises interest rates, how will 
that affect the number of bahts the central bank must buy or sell to maintain the peg at .04 
bahts per dollar? 
(a) They must purchase less than 100 million bahts per day with dollars. 
(b) They must purchase exactly 100 million bahts per day with dollars. 
(c) They must purchase more than 100 million bahts per day with dollars. 
(d) They do not have to do anything.                     T96 g h i _ ' (`b j )Y�

�� ��Suppose the U.S. dollar appreciates against the Japanese yen by 200%. How much did the 

yen depreciate against the dollar? 
(a) 200% (b) 100% (c) 67% (d) 33%                       T96 k ] _ l ' (m)Y�
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�� ��With everything else the same, in the foreign exchange market the 

(a) larger the value of U.S. exports, the greater is the quantity of dollars demanded. 
(b) the lower the exchange rate, the smaller the amount of U.S. exports. 
(c) the lower the exchange rate, the smaller is the expected profit from buying 
   dollars. 
(d) the higher the exchange rate, the cheaper are U.S. produced goods and services. 

                                          T96 n o ^ ] W X ' Rp X ' Ri _ ' Y�

� ��In an open economy, which of the following shifts the IS curve to the right? 

(a) Real depreciation. 
(b) Decline in the real exchange rate, all else fixed. 
(c) Real appreciation. 
(d) Decrease in foreign income, all else fixed.                 T95 ! q i _ ' (m)Y 

10. If the exchange rate between the dollar and the euro changes from 99 to 97 cents per euro, 
the 
(a) euro appreciates and the dollar appreciates. 
(b) dollar depreciates and the euro appreciates. 
(c) dollar depreciates and the euro depreciates. 
(d) dollar appreciates and the euro depreciates.                T96 k ] _ l ' (m)Y�
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����(8) 
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� ���
200

Y 100 0.75(Y 40 0.2Y) 30 0.1Y 40
r

= + − − + + + + �

200
[1 0.75(1 0.2) 0.1]Y 100 0.75 40 30 40

r
− − − − = − × + +  

200
0.3Y 140

r
− = ...........................IS � � � � � �

2000 400
0.2Y

10 r
= + �������������������������LM � � � � �  

	 IS-LM � � � � � 
 � �   

r 5= �Y 600=  

T 40 0.2 600 160= + × =  

200
I 30 0.1 600 130

5
= + × + = � 

 2. (1) ISr 200r250100)200Y(8.0100Y +−+−+=  

        Y2.0240r250 −=  

        Y0008.096.0r −=  
      LMr r100Y5.0450 −= ( " s t u 1P = ) 

         5.4Y005.0r −=  

  (2) Y0008.096.05.4Y005.0 −=−  
      38.941Y = # 2069.0r = E 
  (3) IS’r 300r250100)200Y(8.0100Y +−+−+=  

         Y2.0340r250 −=  

         Y0008.036.1r −=  

     5.4Y005.0Y0008.036.1 −=−  
     34.1010Y = # 5517.0r = E 

  (4) LM’r r100Y5.0550 −=  

        5.5Y005.0r −=  

     Y0008.096.05.5Y005.0 −=−  
     79.1113Y = # 069.0r = E 

  (5) � � L v w 
 x #y W L L v z { ) * | } #~ � � � � � N O #� g  

     L v x � � � � J � � E 

3. LMr
M

Y 50 ( 100) 4( )
P

= + − +  
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ISrY 300 6G 2T 3NX 100r= + − + −  

(a) 
150

Y 50 0.045 100 4 202.25
2

= × − + × =  

(b) 202.25 Y 300 6 150 2 200 3NX 100 0.045= = + × − × + − ×  
  3NX 593.25= −  

  NX 197.75= −  

 

(c) NX 197.75 250 150e= − = −  
  150e 447.75=  

  e 2.985=  

4. ) � Fisher effectr ei r= + π er i⇒ = − π  

(1) ISrY C I G= + +  

          2,000 0.9Y 100,000r G 1,000 45,000r G= + − − + − +  

        e0.1Y 3,000 145,000r 3,000 145,000(i )= − = − −π  

        Y 73,500 1,450,000i= −  

  LMr
s dM M

P P
=  

         
2,100

Y 6,000i
P
= − E 

(2) u Y*=1,000→i*=0.05 

  r* 0.05 0.03 0.02= − =  

  C* 400=  

  I* 100=  

  
2,100

P* 3
Y 6,000i
= =
−

E 

(3) ISrY C I G= + + 2,000 0.9Y 100,000r G 1,000 45,000r G= + − − + − +  

        Y 73,500 1,450,000i= −  

  � L M N O  � � � � � � � � � O #� � � � � � � � N O E 

(4) 1. 	 � � � � x � #y " G � 2 � � � #C � � � � � E 

  2. � � x � " C 100∆ = − E 

(5) � � � �  � � N O � � �   ¡ � � ¢  � � #� � � � � ! £ ¤ L M  

  N O #; ¥ ¦ � � � � J L M § � ¨© � N O ª L v E 

��������� � �� � �� � �� � � @2.5%�(25%) 

1.  A 
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2.  A 
3.  A  ¤ « ¬ IS-LM  � ! #
 x � * � � � � X g ® #~ � � � 
 x > ? # 

       ~ � � � IS ¯ ° E 

4.  B  W L L v ± ² ³ � ´ µ ¶ L M · & ¸  ) * ¹ º #{ ( � � � � #L v  

       x � � » E 

5.  C  K ¼ % ~ ½ > ? � 2 #³ { ¼ ¾ ¤ ¿À � �  7 8 | } Á Â � � | 
 Ã � O

½ Ä ¼ %  Å Æ ³ ¼ ¾ ] f � 2 7 8 #Ç È É Ê - Ë % Ì  � � #� ¼ ¾ 7

8 | } #¼ ¾ Í S E 

6.  C  F G Î % L M Ï Ð Ñ À * Ò Ó " 0.4 bahts#Ô Õ Ö × 100 million baths per day 

with dollars#Ø Ù Z ² § ² Ú Û / � � L v #� { ) * | } #¿� Ü Ý #¿

À � � O � Þ 1 #Ù ß Ð Ñ ¤ À * Ò Ó " 0.4  � à #Z ² Ô Õ Ö × Þ á 100 

million baths per day with dollarE 
 

7.  C  1 USD=A¥ USD→��  1 USD=3A¥ 

       ⇒1¥
1
A
= USD →��� �  1¥

1
3A
= USD 

        

1 1 1 3 2
A 23A A 3A 3 0.67%

1 1 1 3
A A A

−
− −

= = = − = −  

 8.  B   (a) â ¼ O ½ ã � #¼ ¾ ¤ ¿À � �  7 8 ã � E 

    (c) x * � � g ä � #� å æ ç ¼ ¾ è é ê · á ë ì í E 

    (d) â ¼ ¾ Í S #Ø å - ¼ %  ~ ½ î � � ï E 

9.  C  (b) � ð ñ y ò ó � " ê � ô ê õ À * E 

10.  D  1 euro=$0.99→1 euro=$0.97 
        ö ¾ Í S #¼ X } S E  

 


