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Exercise 6
IS-LM Model
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The IS-LM Model is a general equilibrium model, which means

There are...2....markets, which are.... 6., martet...and .. Money markel
The price that clears these markets is......Inkeast...0090.............coc...e,
The IS curve represents a..negfwe......relationship between

The LM curve represents a..pe2it¥8......relationship between
SO, SO and.......l......... This is because...af.hgher.. lexsl.. of ineon?
people.. . witl devompd. more. rogmRY,, 08 N resuly i rise,

Each point on the IS curve is an equilibrium in the.Gems....market.
Therefore, we have the equilibrium condition: ...... Y.oAE............
Each point on the LM curve is an equilibrium in the..man8y..market.

Therefore, we have the equilibrium condition: .....M{J.2. Mq..........

Cetaris Paribus (other things equal), how will each variable affect each curve -
shift (to which direction?) or movement?

Variable IS Curve LM Curve
i movemeht along the cuwvl wovement algng the curv?
Gl shitt 40 fre WM -
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P § Shet 1o 4ne  rignt

Explain, together with diagrams, how we can derive the IS curve from Keynesian

Cross, and how we can derive the LM curve from the money market.

. Assume a closed economy with the government. The economy has the following

parameters:
C=C0+C1(Y—T) [=To-1I1-1 G =Go T="To
L(,Y) =Ly Y-L-i M = M P=P,

Answer the following questions.

4,1 Whatare Iy, Ly, and L;?

4.2 Why are I and Li negative?

4.3 Derive the IS equation that shows how i and Y are related.




3. Explain, together with diagrams, how we can derive the IS curve from Keynesian
Cross, and how we can derive the LM curve from the money market.
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4. Assume a closed economy with the government. The economy has the following

parameters:
C=Co+Ci(Y-T) I[=To-1I1-1 G=Go T=To
LG, Y)=LyY-Li M = Mo P="Po

Answer the following questions.

4.1 Whatare Iy, Ly, and Li?

4.2 Why are I; and Li negative?

4.3 Derive the IS equation that shows how i and Y are related.
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