
Keynesian Cross

• Equilibrium condition in simple Keynesian Cross model

– Output must equal planned expenditures:

𝑌 = 𝛼 + 𝛾 𝑌 − 𝑇 + 𝐼 + 𝐺 + 𝑁𝑋

• A little bit of algebra then gives:

𝑌 =
1

1 − 𝛾
𝛼 − 𝛾𝑇 + 𝐼 + 𝐺 + 𝑁𝑋

• Government purchases multiplier =
1

1−𝛾

• Tax cut muliplier =
𝛾

1−𝛾
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