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Exrxercise 6

1. The IS-LM Model is a general equilibrium model, which means
that.......there.js.a.comman.price.that . clears two.qr. more.markets....

There are...2...markets, which are.geods. and.service.market..and money market

The price that clears these markets is.....the.nterest.rate...............
The IS curve represents a..negative..relationship between

st discourages.investment leading ta.lower.Quiput.and. vise.versa....
The LM curve represents a..Rositive...relationship between

This is because when.people.have.mare.income,

hey.will.demand.mare iauidity. and ViGE. VeSS ..o uee e ceeeeeeeeeeeene

mmodit

Each point on the IS curve is an equilibrium in grenmoay tharket.

Therefore, we have the equilibrium condition: ....Y.=.AEor.X.= C(Y-T) + I() + G

Each point on the LM curve is an equilibrium in theM2NE€Y. market.
Therefore, we have the equilibrium condition: ........ Md.= Ms.....

2. Cetaris Paribus (other things equal), how will each variable affect each curve -

shift (to which direction?) or movement?

Variable IS Curve LM Curve
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