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Question 1
i. 12000 = 3000+0.5(Y-2000) + 1500+200
12000-3000-1500-200-1000 = 0.5Y
6300 = 0.5Y
Y = 12600
Autonomous Expenditure = C+I+G+NX
3000+0.5(12600-2000) +200
3200+5300
8500
ii. Multiplier = 1/(1-mpc)
1-(8300/12600) =
1/ 0.34
Multiplier= 2.93
The multiplier measures the changes that occur on an endogenous variable with respect to changing exogenous variable. In this case, the multiplier is determined by the ratio obtained from the marginal propensity to consume as further illustrated in the calculations above. 
iii. Short-run equilibrium output
E=Y
At the same time, E=C+I+G+NX
3000+0.5(12600-2000) + 1500+ G + 200 = 12000
10000+G = 12000
G = 2000
In the short run, the aggregate demand is equivalent to the income, which is the total output. 
iv. Output gap = 12600-12000 
Output gap = 600
b
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The blue line in the Keynesian cross diagram illustrated above indicates the aggregate demand in the economy. On the other hand, the aggregate supply is represent by the 45° line, which shows the extent that the economy can serve the aggregate demand before attaining an equilibrium known as the short run output equilibrium. Also, the 45° line shows the output that can be produced when resources are not fully employed in the economy.  The output gap is the section before the point of intersection between the blue and 45° line.
c. Autonomous Expenditure Change
Autonomous Expenditure = C+I+G+NX
3000+0.5(12000-2000) +200
3200+5000
8200
8500-8200 = 300
The change is 300
d. Taxes
Autonomous Expenditure = C+I+G+NX
3000+0.5(12600-2600) +200
3200+5000
8200
An increase of 600 will eliminate the output gap. 
Question 2
a. The rise in the confidence of people after the successful election of a president  results in an increase in the use of money amongst people. As a result, the aggregate demand of goods and services shifts to the right to AD2 as illustrated in figure 1 below. Initially, the economy reaches its equilibrium at point A resulting in an increase in the price and quantity levels. The point of equilibrium has P1 and Y1 before the shift in aggregate demand that will result in an increase in the output to level Y2, if the aggregate supply remains the same at AS1. As a result, a new equilibrium point will be attained at point B. The shift in aggregate demand will result in an increase in the price levels to P2 in the short run before further rising to P3 and causing a compression of the aggregate supply (Mankiw, 2012). As a result, a shift in the aggregate supply to AS2 will occur with respect to the aggregate demand at point AD2  resulting in a shift in the equilibrium point to C.
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b. The fluctuations that would occur in an economy are dependent on several factors including the increase in pessimistic futuristic thought. As a result, consumers and investors are reluctant to invest in such an economy. The reduced confidence amongst business people and consumers due to political effects would overrun the economy resulting in a significant decline in the aggregate demand.  The AD shifts to the left and intervention by the Fed would be required to stimulate growth (Bolfinger et al., 2013). The independent agency would achieve positive economic changes by increasing the money supply that will give investors and consumers an incentive to spend. In particular, expansionary monetary policies such as lowered interest rates would work best for such an economy (Tabak et al., 2016). Investors will spend more on capital expenditure projects that will further increase the growth of the economy. However, the Fed might be reluctant to employ such techniques due to the likely decrease in foreign exchange rates and lowered currency value.
Question 3
 It is important to obtain the multiplier, which is calculated as follows 
1//1-mpc = 1/0.2 = 5
The rise in government spending to $150bn will result in an increase in the aggregate demand.
150 x 4 = 750
The aggregate demand will increase by $750 billion but consumption will decrease due to the increase taxes by $150 billion. In particular,  consumption decrease will be calculated as a product of MPC that is 0.8 x 150 = $120 bn. However, the multiplier effect will increase the consumption rates to $600 obtained by multiplying 5 with $120 bn. The combined change effect does not equal the rise in taxation decreased consumption. 
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