ECON 463 Quiz 3 Professor Elliott Parker
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1. Use the ISLM-FX diagram mmnum in the product market, money market,
and foreign exchange market <Give the equations for ea@h Then show the effects of a

e s st

Qdecrease in the deposit expansion multiplier on the money supply (M), the interest rate
(i), gross national d1sposable income (), and the direct forex rate (E).
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If the foreign exchange rate was fixed, how would the above g%oc]i aff ct the balance
of payments? How would this in turn affect the central bank’s forex reserves? Use the
the above ISLM-FX diagram to show how this would affect M, i,and Y.
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3. Use another ISLM-FX diagram below tg show the\gffects of a decrease in government
consumptlon and 1nvestment spendmg O{M@an Y, assuming the forex rate is fixed.
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