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Principles of Macroeconomics
Introduction
The aggregate demand and supply control the economy to a large extend. However the Fed can use its expansionary and contractionary policies to also control the economy.  Calculation of economy equilibrium is necessary to speculate how the economy is doing. 
Question 1
a. The planned aggregate expenditure (PAE) function can be calculated as follows;
PAE = C + IP + G + NX
PAE = 3000 + 0.5(Y-T) + IP + G + NX
PAE = 3000 + 0.5(Y-T) + 1500 + 2500 + 200
PAE + 3000 + 0.5(Y-2000) + 1500 + 2500 + 200
PAE = 3000 + 0.5Y – 1000 + 1500 + 2500 + 200
PAE = 6200 + 0.5Y
To find the autonomous expenditure, we need to substitute 0 for Y in the PAE function above;
PAE = 6200 + 0.5(0)
PAE = 6200
Therefore, the autonomous expenditure is given by $6,200. 
The marginal propensity to consume is well depicted ion the PAE function as 0.5.Therefore, with the MPC, the Multiplier may be calculated as follow;

Multiplier	 = 

		= 
		= 2
Generally, the multiplier that is the autonomous spending is 2. 
The short-term equilibrium output can be calculated as follows;
PAE = Y
6200 + 0.5Y = Y
0.5Y = 6200
Y = 12400
Hence the short-run equilibrium output is given by $12,400
Since the potential output of the economy is $12,000, it is definitely lower than the short run equilibrium output by $400. That is $12400 - $12,000 = $400. Therefore, there is an expansionary output gap of $400.
b. It is possible to show the short run equilibrium output by the intersection of the expenditure line and  Y = PAE line in the Keynesian cross diagram as shown in the figure below;
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c. The precise change required in autonomous spending to close the output gap may be calculated as follows;

Required Change in Autonomous Spending = (Potential Output – Short-run equilibrium output) / (Autonomous spending multiplier)

							= 
							= -$200
Hence to close the output gap, Autonomous spending should be reduced by $200.
d. The change in taxes that is required to close the output gap may be calculated as follow;
Required Changes in Taxes = (Potential Output – Short-run equilibrium output) / Tax Multiplier

				= 

				= 

				= 
				= -$400
Hence the autonomous spending should be reduced by $400 to close the output gap.
Question 2
a. After the election of a popular candidate making people to be more confidence about the future, they will tend to spend more hence shifting the aggregate–demand curve to the right. The economy precisely begins at point A with aggregate demand AD1 and shirt run aggregate supply AS1. P1 and Y1 are the equilibrium price and output levels respectively. Ad will shift to AD1 due to increased confidence about the future (Brown & Narasimhan, 2019). In results the economy moves to point B with P2 and Y2 as the new price and output levels. As we progress and due to price expectations, AS will shift up to AS2 hence making the economy equilibrium to move to point C with Y1 and P3 as the new Output and price levels respectively. 
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b. If people become pessimistic, their confidence about the economy decreases. This will decrease their spending and aggregate demand. Since AD drives aggregate supply also decreases. Therefore the aggregate demand of the economy decreases. To resolve this, the central bank has to implement expansionary monetary policy (Brown & Narasimhan, 2019). Therefore the central bank should increase money supply in the economy. Increase in money supply will decrease the interest rate. Fed my choose not to follow this due to the liquidity trap where increase in money supply may not lead to increase in money demand even at lower interest rates. 
Question 3
The tax and Government Expenditure multipliers can be calculated as follows;

Tax multiplier = 

		= 
		= -4

Government expenditure Multiplier = 

				     = 
				    = 5
Therefore the combined effect = 150(5) – 150(4) = $150
Combined effect will increase as the consumer consumption and employment opportunities increase (Brown & Narasimhan, 2019). Combined effect is not equal to zero since government multiplier is greater than tax multiplier. 
Conclusion
In conclusion the multipliers are necessary in the determination of the various effects to the economy. Additionally, is essential to ensure that both the short run and long run equilibriums are in control. 
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