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1.  Assume the U.S. has a balanced budget.  Using correctly labeled graph of the loanable funds market, show the 
effect of a $100 billion increase in government spending on the real interest rate. 

2. Assume that personal savings in the U.S. increase.  Using a correctly labeled graph of the loanable funds market, 
show the impact of the increase in personal savings on the real interest rate. 

3. Assume that as a result of increased political instability, investors move their funds out of the U.S.  Using a 
correctly labeled graph of the loanable funds market in the U.S., show the impact of this decision by investors on 
the real interest rate. 

4. Suppose Japan attracts an increased amount of investment from the E.U.  Using a correctly labeled graph of the 
loanable funds market in Japan, show the effect of the increase in foreign investment on the real interest rate in 
Japan. 

5. The U.S. government reduces the tax rate on household interest earnings.  Draw a correctly labeled graph of the 
loanable funds market and show the effect of the change on the equilibrium real interest rate.  

 
  



Let’s Compare and Contrast the Money Market and Loanable Funds Graphs 
1. Why is the supply of money vertical? 
2. What shifts the supply of money? 
3. Why is the supply of loanable funds upward sloping? 
4. What shifts the supply of loanable funds? 
5. Why is the demand of money downward sloping? 
6. What shifts the demand of money? 
7. Why is the demand of loanable funds downward sloping? 
8. What shifts the demand of loanable funds? 
9. What kind of interest rate is on the money market graph? 
10. What kind of interest rate is on the loanable funds graph? 
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