Unit 4 Review #2


1. Define interest rate.

2. Define crowding out.  

3. Draw the money market.  If the Fed sells bonds (show the change on your graph), what happens to the:

a. Money Supply

b. Interest Rate

c. Quantity of Money Demanded

d. AD

e. Output 

f. Price Level

g. Unemployment

4. Draw the money market. If the Fed decreases the target for the federal funds rate (show the changes on your graph), what happens to the:
a. Money Supply

b. Interest Rate

c. Quantity of Money Demanded

d. AD

e. Output 

f. Price Level

g. Unemployment

5. Draw the money market.  If the Fed decrease the discount rate, (show the changes on your graph), what happens to the:

a. Money Supply

b. Interest Rate

c. Quantity of Money Demanded

d. AD

e. Output 

f. Price Level

g. Unemployment

6. Draw the money market.  If the price level increases, (show the changes on your graph), what happens to the:

a. Money Demand

b. Interest Rate

c. Quantity of Money Supplied

d. AD

e. Output 

f. Price Level

g. Unemployment

7. Draw the loanable funds market.  If the gov’t grants a tax credit (show the change on your graph) for investment, what happens to:

a. Interest Rate

b. Quantity Supplied of Loanable Funds

c. AD

d. Output

e. Price Level

f. Unemployment

8. Draw the Loanable Lunds market.  If the gov’t decreases taxes on interest income (show the change on your graph) , what happens to:

a. Interest Rate

b. Quantity Demanded of Loanable Funds

c. AD

d. Output

e. Price Level

f. Unemployment

9. Graph crowding out.  Explain the two reasons why it can happen.  

