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1. Suppose that adoption of ``Buy American`` policy in the United States decreases Canadian exports. Use the Mundell-Fleming model to predict the effect of such a policy on Canadian GDP and trade balance in the short run. What actions could Canada take to offset these effects? 

2. Use the IS-LM model to examine how an increase in government expenditure will affect output and the rate of interest in each of the following cases:














(a) The increase in government expenditures is financed by an equivalent increase in 
taxation.


(b) The increase in government expenditures is financed by an increase in money 
supply.


(c) The increase in government expenditures is financed by borrowing, so that there is 
no change in taxes or the money supply.


In which cases will the effect on output be the largest and the smallest?
3. For a closed economy, explain how a decrease in money supply would affect the interest rate, output, consumption, investment, and real money balances in: (a) the short run (assuming a horizontal SRAS), and (b) the long run (assuming a vertical LRAS).

4. For a small open economy, explain how each of the following shifts would affect output, consumption, investment and net exports under: (a) flexible, and (b) fixed exchange rates:


(i) A rightward shift in the investment function.


(ii) A rightward shift in the money demand function.


