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The full employment output is shown as Y* so that at the point E, we have both ful
employment “internal balance” and balance of payment equilibrium “:external
balance”.

The four quadrants represent four possible policy problems are illustrated in points
El1, E2, E3 and E4.

Analyze E3 and E2 only (2 points) and answer the following questions:
1- Is there a policy dilemma? Why? (2 points)
2- How can we get to point E with both internal and external balance?(2 points)




