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1. Suppose that the utility function U=1(0,0;,) js strictly quasi-concave. Show that the corresponding

indifference curves are convex to the origin. (25 %)

2. Suppose that the demand for money is a linear function of income and interest rate and can be

represented as M® =c,+cY —c,r, where c;c, > 0. Initially, the money supply is fixed at the level
of M; . In the I1S-LM framework, discuss mathematically and graphically the effect of an expansionary

monetary policy with an increase in the money supply from M; to M, on the equilibrium income as

the interest-rate response of money demand is zero. (25 %)
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