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Effects of an Autonomous Decline
IN Investment
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Monetary Policy Effects and the
Slope of the IS Schedule
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Fiscal Policy Effects and the
Slope of the IS Schedule
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Fiscal Policy Effects and the
Slope of the LM Schedule
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Monetary Policy Effects and the
Slope of the LM Schedule



a. Flat LM Schedule b. Steep LM Schedule
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Effect of Monetary Policy in a Liquidity Trap:

At low levels of interest rates in a liquidity trap monetary policy is ineffective
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Interest elasticity of investment and
effectiveness of monetary policy




Interest elasticity of investment and
effectiveness of fiscal policy
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Interest elasticity of money demand
and effectiveness of fiscal policy




Interest elasticity of money demand
and effectiveness of monetary policy




