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A boom in clock markel makes consumers wealthinw because i+ noveases wealth of household
which cveate an  exogenous c\nomge, in - consumption. At dhe old equilibrium E, | 18 rwe inkersects
with LM ocuvve at ¥ v L After the boow | deSigned  rqq e gak exptditwe (D AE) in Creag,
0nd Conbribygs to ‘newast 0f oulput . The increasing tw DAE is dhe diveck impact fhat
couse Y, to ineremse to Y ond Gnift dhe e%wh'bviv\m point o E'/w\nm\n is he traditional
kegnesion  Equilibvium  where  mbest  rake vemoing He same ot ro. The s of

the  horizonbol ik depends on mulkiplier effeck of e wavyingl propensky fo consume (MPC)

Later | a5 Yae outp icvense, the demand for wmonen also inovease . This cause intevesk vate
fo inorense from ¥, fo v'. The rising of intevest rate pavkially conbibute o the drop in Y

becaunse houwsehods and vestovs ave likelw to reduce {heiv consUmption and invertment
due fo higher interest vate. y' dvops 4oy, . Eq is Hne new equilibvium in IS-LH wodel.

® We can see that q boom in the stock market affects to increase in consumption.
Afther thaty output (Y) rises and it |eads fo an increase in inferest rate.

Due to an increase in inferest rate, it reduces investment spending .

Moving to the unemployment rate y it falls since firm wants to hire more labor
in order to generate more output (Y) \which derive from aggregate demand

showing the relationship between gross output at every price.
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