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Question One
a. False. An exogenous growth in the savings does not mean that the investments in an economy will increase. This is because according to neoclassical economics, the growth rate is determined by technological development in an economy. The assertion that growth in savings will result in an increase in investments is uncertain because of the technological developments involved. The IS-LM curve below shows the possible outcomes.
[image: ]
According to the graph above, as savings increase, investments decrease. However, with the introduction of new technologies, it is uncertain whether the people will prefer to put investments as a priority because households have increasing income and technology provides the opportunity of reducing their expenses while it does not provide incentives for investing (Roy, 2017).
b. False. An increase in government spending results in an increase in disposable income. Government spending increases the amount of money circulating in the economy.
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c. False. When money demand reduces, investment will decrease while the savings will increase and vice versa. Precisely, people have the choice of investing or saving and the increased household income.
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According to the graph above, when the demand for money increases, the investments spending increases as well.
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According to the graph above, when money demand increase, the savings decrease.
d. True. An increase in government spending may lead to no change in equilibrium income. Concisely, other factors may result in a stagnation of the equilibrium income including inflation, taxes, and interest rates (Roy, 2017).
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e. True. When investors are sensitive to the interest rate, the impact of monetary policy decision greatly affects the GDP of an economy. On this note, the government wants to encourage the citizens to invest and therefore it has to introduce expansionary monetary policies that will act as incentives to the citizens. Policies to increase interest rates are very sensitive as they discourage investments and vice versa.
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According to the graph above, due to the sensitivity of investment to changes in interest rate, it is evident that increase in interest rate results to decline in the investment. To counter, the government should introduce less stringent monetary policies that encourage investment. 
Question Two
a. In this scenario, the equation of GDP is applicable. On this note, the equation of the GDP is:

When all governments increase their tax rates, it means that the Ivyland investments will decrease. On this note, the country’s exports will increase because of the motivation of the increased interest rates in the international market motivating local producers to provide more commodities to foreign countries. The GDP will not have any impact because the surplus derived from the exports will be used to cater for the increased costs of the imports. Consequently, the net exports will increase because of the incentives provided to the local industries. Net foreign investments will also increase because of the incentive for the local companies to benefit from the increased interest rates in other countries. Real exchange rate will increase because foreign countries will invest in the stable economy’s currency (Roy, 2017).
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b. If Ivyland increases its import tariffs, the GDP will increase. On the other hand, the net exports will increase because of reduced imports while the exports will remain the same. Net foreign investments will not be changed while the real exchange rate will appreciate because of the increased tariffs (Roy, 2017).
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