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Chapter 24

16A. 

Government Defense Spending Cut 10%

Effect to National Income: National Income y would Decrease (gov’t spending G down). 

Effect to IS: IS curve would be pushed to the LEFT

16B. 

Expected Future Income Decreases by 3%

Effect to National Income: National Income expected y would Decrease (Consumption C UP). 

Effect to IS: IS curve would be pushed LEFT. 

16C. 

Barriers to international trade are lowered – gains increase expected future income by 5%

Effect to National Income: National Income y would Increase (Net X UP). 

Effect to IS: IS curve would be pushed to the RIGHT. 

16D. 

Government Increases spending by 5%

Effect to National Income: National Income y would Decrease (G UP). 

Effect to IS: IS curve would be pushed to the RIGHT. 

20A. 

Expected Inflation rises

Effect to Real money Demanded: Decreases
Effect to Real money Supplied: No Change

Effect to LM: Pushed LEFT

20B. 

Reduction in interest rates on checking accounts - 

Effect to Real money Demanded: Increase

Effect to Real money Supplied: No Change

Effect to LM: Pushed RIGHT

20C. 

Increase in the Price Level 

Effect to Real money Demanded: No Change

Effect to Real money Supplied: Increases
Effect to LM: Pushed LEFT.

20D. 

Open Market Purchases – Increase in nominal money balances. 

Effect to Real money Demanded: No Change

Effect to Real money Supplied: Increases
Effect to LM: Pushed RIGHT.

26. 

If expected inflation declines, the LM curves shifts Left.

Then LM moves right to bring IS-LM into equilibrium. 

The effects of the shifts neither effect RIR or Current Output

30. 

If real money demand reduces, interest rates decline. Therefore, the LM curve shifts RIGHT. But, to bring IS-LM-FE back into equilibrium, the LM curve would have to shift back to the LEFT to meet IS at FE. 

