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Q1. Suppose we have an economy with the following: (5)
C=50+0.8Yy,,

I=70,G =200, TR =100, t=0.20

a) Calculate the equilibrium level of income and the multiplier in this model.

b) Calculate the Budget Surplus

c) Suppose t increases to 0.25. What is the new equilibrium income? And new multiplier?

d) Calculate the change in the budget surplus. Would you expect the change in the budget
surplus to be more or less if ¢ = 0.9 rather than 0.8.

e) Can you explain why the multiplier is 1 whent=1?

Q2. What is Investment Multiplier? How is it related to Marginal Propensity to Consume? (5)

Q3. What is paradox of thrift? (2)
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