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The LMequation is Y =500($) + 25i ; money demand is L =0.20Y - 5i ; the exogenous money supply is 

100($). The IS equation is Y =950($) - 50i; C =40($) +0.8Yd; Tx =50($); G =50($); 1= 140($) -lOi 

(i) Find equilibrium output, the rate of interest, consumption, and investment. (5) 
(ii) Find the IS equation when government spending increases from 50($) to 80($). (10%) 
(iii) Find output, the rate of interest, consumption and investment when government spending is 80$ rather 

thanthe rate of interest, consumption and investment when government spending is 80$ rather than 50$. 
(5%) 

(iv) Why has output increased by less than k/:~G (an amount equal to the shift oflS). (10%) 

"..::.: (20%) 

(i) Define the terms inflation, disinflation and deflation. (12%) 
(ii) Is there an inverse relationship between the rate of unemployment and the rate of inflation in the long run? 

(8%) 
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