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Supplement Readings
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Journal of Political Economy, 89(6), 1086-1121.

(4) EAfth3Z#k: Barro, Robert J., and Redlick, Charles J. (2011). Macroeconomic
Effects From Government Purchases and Taxes. The Quarterly Journal of
Economics, 126(1), 51-102.

(5) EMB3#K: Acconcia, Antonio, Giancarlo Corsetti, and Saverio Simonelli. 2014.
Mafia and Public Spending: Evidence on the Fiscal Multiplier from a
Quasi-Experiment. American Economic Review 104(7): 2185-22009.

(6) Efhxmt: EER: HERR BUFSZHIREL [J]. LR, 2014, 49(09): 4-19.
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Bernard de Mandeville (1670-1733): Private vices, public benefits. (Fable
of the Bees, 1714)

Adam Smith (1723-1790): Self-interest, public benefits. ( The Wealth of
Nations, 1776)
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The Theory of Broken Windows #&%&38 1%

Claude Frederic Bastiat (1850, That which is seen, and that which is not
seen):

“Have you ever witnessed the anger of the good shopkeeper, John Q.
Citizen, when his careless son happened to break a pane of glass? If you
have been present at such a scene, you will most assuredly bear witness to
the fact, that every one of the spectators, were there even 30 of them, by
common consent apparently, offered the unfortunate owner this invariable
consolation: ‘It is an ill wind that blows nobody good. Everybody must

live, and what would become of the glaziers if panes of glass were never
broken?’ "
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1 Equilibrium in the Goods Market
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Equilibrium in the Go%ds Market: The Keynesian Cross
adohl
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Saving-Investment Framework: S=1/

Saving §

Saving S,
Investment /
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4 1S-LM

Y®> Yo, I, <.
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YZL[C(Y=T)+I(7)+ G|+ Iy
Y-C-G=I(F)+1y
S=1(r)+1y

where I(¥) is the desired investment, I,
is the unplanned inventory investment,
and [+ 1, is the ex post investment. It
implies the saving is always equal to the
ex post investment (by means of adjust-

ments of inventory investment). In equi-
librium, /I, =0 and S = /(7).
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Equilibrium Conditions in the Goods Market

Proposition 1 (Equivalent Equilibrium Conditions in the Goods
Market)
(1) The product is equal to the aggregate demand, Y = YP.

(2) The unplanned inventory investment is zero, I, =0. 11X 7)"—%1%4)})%
(3) The saving is equal to the desired investment, S = I(F).
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From Keynesian Cross to IS Relation
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2 Equilibrium in the Financial Market
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The Demand for Money

The Theory of Liquidity Preference 7 113

The theories we are about to review correspond to Keynes’s famous three motives

for holding money:’ o
LRyt (0

e  The transactions motive, which is the demand for money arising from the use of
money in making regular payments.
e The precautionary motive, which is the demand for money to meet unforeseen
contingencies. FRpxrwnAL1Y>
e  The speculative motive, which arises from uncertainties about the money value
of other assets that an individual can hold. 1‘}’7fn, wn (n
From Dornbusch et al. (2018, p394)
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Equilibrium in the Financial Market

Nominal Interest Rate
i

M;/P

Iy

—

MipP

The theory of liquidity preference implies the de-
mand for real money balances can be written as

Assumes that (1) P is given; (2) The supply of
money, M°, is exogenously controlled by the cen-
tral bank.

MIPER g
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Derivation of the LM Relation

Nominal Interest Rate

i

M,/ P

Nominal Interest Rate

i

LM Relation
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3 The IS-LM Model and the AD Relation
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The IS-LM Model

Nominal Interest Rate
i
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From the IS-LM model to Aggregate Demand Relation
Y= Y-T+IP) +G .

Nominal Interest Rate LM,(P,) LM,(P)
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4 Empirical Evidences
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Empirical Evidences %% it#%

The theoretical analysis focuses on the distinction between tempo-
rary and permanent movements in government purchases. Under

2Y plausible conditions, the temporary case involves an output response

26<! thatis positive, less than one-to-one with the change in government

ol » M\purchases, anq lgrger than that genergtgd 'by an equal-sized, but
permanent, shift in purchases. The equilibrium real rate of return
rises in the temporary case, but changes little in the permanent one.
Defense purchases are divided empirically into “permanent” and
“temporary” components by considering the role of (temporary)
wars. No temporary shifts in nondefense purchases were isolated.
Empirical results verify an expansionary output effect for temporary
purchases that exceeds that of permanent purchases. The results for
some other expectational hypotheses are found to be generally sup-
portive of the theory.

Barro, Robert J. (1981). Output Effects of Government Purchases. Journal of Political
Economy, 89(6), 1086-1121.
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MACROECONOMIC EFFECTS FROM GOVERNMENT

LAty o4y PURCHASES AND TAXES*

R by

0.~ ROBERT J. BARRO AND CHARLES J. REDLICK

Aty Hoa~o (BLAYGHAM

21
oG

aTi 1

For U.S. annual data that include World War II, the estimated multiplier
for temporary defense spending is 0.4-0.5 contemporaneously and 0.6-0.7 over
2 years. If the change in defense spending is “permanent” (gauged by Ramey’s
defense news variable), the multipliers are higher by 0.1-0.2. Since all esti-
mated multipliers are significantly less than 1, greater spending crowds out other
components of GDP, particularly investment. The lack of good instruments pre-
vents estimation of reliable multipliers for nondefense purchases; multipliers in
the literature of two or more likely reflect reverse causation from GDP to non-
defense purchases. Increases in average marginal income tax rates (measured
by a newly constructed time series) have significantly negative effects on GDP.
When interpreted as a tax multiplier, the magnitude is around 1.1. The combi-
nation of the estimated spending and tax multipliers implies that the balanced-
budget multiplier for defense spending is negative. We have some evidence that
tax changes affect GDP mainly through substitution effects, rather than wealth
effects. JEL Codes: E2, E6, H2, H3, H5.

Barro, Robert J., and Redlick, Charles J. (2011). Macroeconomic Effects From
Government Purchases and Taxes. The Quarterly Journal of Economics, 126(1), 51-102.

415-LM RRitR

22 /30



Mafia and Public Spending:
Evidence on the Fiscal Multiplier from a Quasi-Experiment’
E% 9wty BB TN S0

By ANTONIO ACCONCIA, GIANCARLO CORSETTI, AND SAVERIO SIMONELLI*

BYRTYRT G BN by
A law issued to combat political corruption and Mafia infiltration of
city councils in Italy has resulted in episodes of large, unanticipated,
temporary ‘contractions in local public spending: Using these epi-
sodes as instruments, we estimate the output multiplier of spending
cuts at provincial level—controlling for national monetary and fiscal
policy, and holding the tax burden of local residents constant—to be
1.5. Assuming that lagged spending is exogenous to current output
brings the estimate of the overall multiplier up to 1.9. These results
suggest that local spending adjustment may be quite consequer {
for local activity. (JEL D72, E62, H71, K42) 7 .

Acconcia, Antonio, Giancarlo Corsetti, and Saverio Si-

monelli. 2014. Mafia and Public Spending: Evidence
on the Fiscal Multiplier from a Quasi-Experiment.

M.
V.28
American Economic Review 104(7): 2185-2209. ﬁ/ Zgﬁ T-f‘f.
Vi
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5 Appendix
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Appendix: The Baumol(1952)-Tobin(1956) Model

The Transactions Motive LY,
Sl

Proposition 2 (Square Root Law)
Suppose that
i. the price level, P, is constant;

ii. an individual plan to spend PY dollars gradually over the course of a year. Y
denotes the real income;

iii. the individual makes N trips to the bank over the course of the year. On each trip,
he withdraws PY/N dollars which will be spent gradually over the following 1/Nth
of the year;

iv. the real cost of going to the bank is a fixed amount, F. The nominal cost of one
trip is thus equal to PF.

v. the nominal interest rate offered by the bank is i.

Then the optimal value of N is N* = Y The optimal average demand for money is

2F-
d [EY
M :P ﬁ

Generally, the demand for real money balances can be written as Md/P= L(Y, ).
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Appendix: The Baumol(1952)-Tobin(1956) Model

The Nominal Cost of Money Holding
Income| Income
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(1) NESETAEHESRINIS BB EIEZRESR Keynesian cross.
(2) AMAIM Keynesian cross #EH IS relation?

(3) HEERMN=FMaNEHA?

(4) ST\ SRETIZIIEHEL LM relation?

(5) E4Z IS-LM =B, HEMELRR RS ITBERRIN,

(6) A mantEbaErHs?

(7) SfEM\ 1S-LM HEZRHEH AD relation?

(8)
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1 (E2, p.66)
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Supplement Readings

(1) M12, M13.3; S5, 6.3. !
(2) EAth3Z@A: INTRODUCTION TO ECONOMIC FLUCTUATIONS

(3) EAth3Z#A: AGGREGATE SUPPLY AND THE SHORT-RUN TRADEOFF BETWEEN
INFLATION AND UNEMPLOYMENT
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1 Theories of Aggregate Supply
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Theories of Aggregate Supply

The Aggregate Supply Curve
HEAK %

Price level, P

P>EP <

P<EP <

Jian

-

Long-run
aggregate

supply

Y (E)

aggregate supply

o= 06q

Mankiw, Macroeconomics, 11e, © 2022 Worth Publishers

Y

Income, output, Y

Ye=Y+a-(Pe—Ei1[Pt]), ac[0,+o0]

1 —
= sz]Et—l[Pt]"';(Yf_ Y)
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The Sticky-Price Model (Rotemberg, 1982)

When there are changes in demand due to changes in income, a fraction
s€ [0,1] of firms charge sticky prices (Psyicky) set in advance while a
fraction 1 —s of firms charge flexible prices (Pgjexibie). The general price
level is P = sPsyicky + (1 = 5) PFiexible- The price decision rules are

PFIelele P+ a(Y Y) a>0;
PStICky P€+ a(ye Y)

We assume that firms charging Ps;ici,, expect that the aggregate income,

Y, will be equal to the natural level of output, Y. Then the AS function
can be written as

P =5 Fs{rioky T (=5 }7fluib/&
Y=Y+a(P-P°) = SP #1155 Bunibe
sp-sp= (-0 aly-7)
> 0.

_ s
where « = (EF

Y=Y+ op-F%
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The Imperfect-Information Model (Lucas 1973)

There are n identical suppliers in an econo;P?my Each supplier i can only observe
one’s ownl flexible price P;. Due to imperfect information, each supplier cannot
observe the general price level which is defined as P= (X7 P;)/n for simplicity.
P¢ is the expected general price level formed by supplier i based on all historical
information. When supplier i observes his own price P;, the expected general price
level is revised to be P¢|p.. The update rule is )
AR R b= fﬁﬁﬁ%ﬂk
Pelp, = Pe+b(P P%), be[0,1]. Vbeo EFREN
2 5 oo Ak
Let Y; be the output corresponding to b =1 under perfect information. The
production decision rule is vi 7 Polp; Bl @ 43, Pi< Polp; SRR
bzl b=185 Bi-Plo =0, Y LX¥A%.
Yil= Y+a(P Pélp)., a>0.
Yi= Vi +alPi-Pt- b (Pi-P%)]
=it acl-b) (pr -P®)
Y=Y+a(P-FP°) Y= ST+ Atk Z(pT9
Y=Y+ au-bp-p
where & = a(1 - b)n > 0. This version of AS curve is called the Lucas supply curve.

Let Y=37;Y;and Y=37,Y; We obtain

4 AS-AD RRitR 11/32



The Stlcky Wage Model (Gray, 1976; Fischer, 1977)

a:kﬂp—#é‘/%xlﬁ P
P involuntary L (A AED
" E 3 unemp[oymeﬁt
N RNE T T
AS'
Pl
— BTG FRELG
L E, (§3273) |
P, »
1
w _
F:FL(K,L”)
L, «—1 Labor Y, Y Y

P, L, Y

Keynes (1936) assumes that the nominal wage rate W is sticky while the price level P is
flexible. Workers' objective is to obtain the market-clearing level of the real wage rate

*
(%/) Given the expectation P° = Py, workers sign a contract with a nominal wage rate

W)’r Py. If Py falls unexpectedly to Py, then the labor employed falls from L to L;

w=(% Y
and hence the output level falls from Y to Y;. However, AS does not shift even if P° is

updated because P? is used by workers only to sign a contract. It is the change in W

that shifts AS. Why is W sticky? (JLIBEE, p.142)

4 AS-AD wRitR 12/32



The Workers' Price-Misperceptions Model (Friedman,
1068) Iafmsiifmhy. prRE0=¢L uoL),

S 7 IR
we, 2

The output is affected only by unperceived inflation measured by P— P¢ or
In(P/P®).

4 AS-AD wRitR 13/32



Outline

2 Alternative AS Shapes
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Alternative AS Shapes
D TEME (M, 2019, p.121)

— M AT P
P
LLEEL S B
ek
i TR RSB B Bt 4%
)Y R T I,
" \\
BRI RSB 5 14 % 1 NG rREReL
D magkes
o Y P
@ B gaay

E12-13 BRABABKNES 27 RER—BaHtaiE

4 AS-AD wRitR 15/32



Alternative AS Shapes

Colander,1998, Macroeconomics, 3rd ed.

Price level

Keynesian Intermediate
range range
Range A Range B

WEY R |

1
1
1
1
I
i
Il

Classical
range
Range C

THEN

Potential

; / output

Real output

4 AS-AD

EXHIBIT6 The Ranges of the
Aggregate Supply Path

Most economists believe the
economy has three ranges of price-
level flexibility. Range A, the fixed-
price range, is often called the
Keynesian range, since in the range,
only the income adjustment
mechanism is operative. Range C
(the range above potential output) is
often called the Classical range,
since in the long run any expansion
beyond this point will only lead to
accelerating inflation.

wRitR 16/
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Alternative AS Shapes

Colander,1986, Macroeconomics, 1st ed.

(W) Y P AS
P, Lo
”/
(7)2 Yoleeo—__ Pyle_ L _
Wo _(w LCY iy A Pyl L
70 NV (|
W _(#) o L
Py AP Pl P
P, > Py [ 1 I 1
Ny Ny NgNo' Ny N Ny NaN, N Y, V.Y Y
The Supply and Demand The Production The Keynesian
for Labor Function Aggregate Supply Curve
(a) (b) (©)
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3 The AS-AD Model
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AS-AD: The Standard Model | X[ X" [\

Equilibrium in the Short Run and the Long Run Hekmwe  FiEge AREF

Price level, P

g C>Afr il <B>A:
2 ZrI) G 7 Ik AR AR
P, = EP, : e

Long-run §

increase in | P, iy <

price level :

e =

P,=EP,=EP, AD, mas =

Example 1 (MIZR5EE)
S
Short-run

AR T KAFZHK"? FKAFE

increase in
price level

EFTEERE?

[ I

Y. Income
_Short—run fluctuation / N output,’Y
in output =Y=Y
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AS-AD: The Basic Model

Extreme Keynesian AS

MAEAKF-P
pe Mom T Xega
Price level, P §
0 iy
WAEIKFP AD, AD, é;
1. In the E
Pe short run,
\ \ when prices
are sticky, . . .

Income, output, ¥

lowers the
O
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AS-AD: The Basic Model

From the Short Run to the Long Run

Price level, P 3
LRAS H
Price level, P 3 H
LRAS 3 3
H g
5 g
g A SRAS £
: g
B 2
SRAS £ H
H H
S - C AD,
i 3. butinthe
H long run affects
only the price level. AD.
AD ly the p 2
Y Income, output, ¥ Yy Income, output, ¥
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AS-AD: The Basic Model

The Effects of Adverse Supply Shock

Price level, P

Price level, P

LRAS

1. An adverse supply
St s
run aggregate supply
curve upward, . . .

2. but the Fed accommodates|| RAS
the shock by raising aggregate
demand,

1. An adverse supply
shock shifts the short-

run aggregate supply

curve upward, . . .

Markiv, Macroezonomics, 116, 2022 Worth Publishers
Markis, Macrosconamics, 11, 2022 Worth Publishers

AD AD,
AD,
y Income, output, ¥ Y Income, output, ¥

and
output to fall.
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Outline

4 Inflation and Unemployment
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; : ) Ye= Yeo e oty
Okun’s Law in the United States Bre = nYe - I Yoo

W= 97 =Ve=lnFeer = (Y7 - 0 Yimr)

uu‘»ﬁ?ﬁkﬂ;? :(lan-lan)—(l,,)}_'-}”i_')
Okun’s Law:  In(Y;) — In(Y) = —2(us — uy). = =2 (Up-tn) +2 (Ugy-Un)
In the growth rate form: gy — 9y = —2(up — wp—1). = =2 (Us- Ue)
Percentage change 10 avp ﬁﬁ;?n l‘kﬂ‘?‘ﬁ& 2
in real GDP ﬁﬁaw?;{kg Correlation = —0.81 E
(in percentage points) H
H
&
or K
al- |
Jy "o p------- - ¢
2
2= H
2
0
oL
4 I I \ ! I |
-3 -2 -1 0 1 2 3 4

Change in unemployment rate (percent)

(in percentage points)
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Yo=Y+l -F) %RIY, Bk
Y= ln¥e —nY fe=Infe- InfE. ﬁ;&%\%

"nk
Y
Ye_ Yt - . P
= — ! = -
i i 3

Ye¥ =Y +alffcel-)

ek l-re‘jfl’(”’:-o) +a(e%)

Y (HYe)= Y+ wPEcitpe—1)
be = “—?Pf S A

InYe = InY = (InPe - InP%)



The Phillips Curve

Yt:T/‘FIX'(Pt—Pf)
1 =
:>|nPt=|nP‘:+a(|n Yt—lnY)

1 A
:>InPt—|nPt_1:InP‘;"—InPt_1+;(|n Yi=InY)

=70y = 7§ + l(In Yi—InY).
x
By Okun’s law, In Yy —In Y= —aB(us— up). Substituting for In Y — InY
gives
Tt = ﬂ?—‘B(Ut— Un),

which is called the expectations—auglﬁzeg?lggéﬁPhiIIips curve. If the
supply shock v; is considered, the Phillips curve becomes

Tt = ﬂi—'B(Ut— Un) + V¢,
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Evidences: Phillips Curve in the U.S., 1948-1969

Inflation rate (percent)

.
F 1962 1961

4.0 5.0 6.0 7.0
Unemployment rate (percent)
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Evidences: Phillips Curve Disappeared in the U.S.,
1970-2010

Inflation rate (percent)

a
oo
[m]
a
[m]
O o o
o
o a
o
o 0O o o
o B g ® =
Bo og m O o
o m] EFI o
o o ]
=]
I I I I I I |
4 5 6 7 8 9 10
Unemployment rate (percent)
Jian LI 4 AS-AD wRitR
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Evidences: Expectations-Augmented Phillips Curve in the
United States, 1970-2010 b

m,-{%‘; - Adatptive expectations: 71§ = nf*.l +
A(7te-1 — 754 ). Under the assumption

. of adaptive expectations with A = 1,
o 7§ = 71 and (He7% %1
2— o
o
o o T = nt_l—ﬂ(ut—un)+v.

In this form, the natural rate of unem-

Change in the inflation rate (percentage points)

= - ployment is sometimes called the nonac-
g™ = celerating inflation rate of unemploy-
= = t (NAIRU).
o o
o o
m—me_q = 3.3% — 0.55 U = o
o
4l 5 M
—6 I I I I I I 1 u
3 4 5 6 7 8 9 10 -

Unemployment rate (percent)
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Two Causes of Inflation

P‘\ Pl\
AS,
AS

ASy

AD;
AD

ADy

>y
>

\ 4

0 (a) Demand-Pull Inflation (b) Cost-Push Inflation

FAE G212
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Outline
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FEMEER R

E4ZE AS B8 The sticky-price model, the imperfect-information model, the
sticky-wage model, and workers’ price-misperceptions model.

E42 AS-AD 1REY, HOHTBERSINL,

42 Okun's law?

242 expectations-augmented Phillips curve?
HARFRAINBLBEAK? (+ARMAENELEK?
MRS EEE: S AS-AD BEBERNARSEL.
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BTiEEMREHER

1 (E2, p.131)

RIEDTEEMMR, NSRS 25 AR SIS ?

RIEDTEEMMR, MM 25 PR EERERIS?

4 AS-AD wRitR

32/32



DREFUHLHAMER TRERAYPPT

Iy 2% 2
)
@ é_'ll |
Part 4 Business Cycle Theory
Lecture 4C  The Open IS-LM Model
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Supplement Readings

(1) M14; S11.3. 1
(2) FEARRTT, FED, FED Balance Sheet Trends.

(3) Efthxz@ik: TueE OPEN EcoNoMY REVISITED: THE MUNDELL—-FLEMING
MODEL AND THE EXCHANGE-RATE REGIME

"M BB IS, S IBRIRINTIERLRRAE,
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FIHR

(1) EEFRESFBENE X EADHTESR.

(2) BRSTIEHMER,
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MES5EE
45 3 SOREML?

Capital Control in China

RARRNEBEEIE T3S aFEEKE
D 20174E01H04H 12:29:26 kB R RERIE

-

20165 e —K , KT UBEARR | BURFSINCHEUE AR M N EENR
VEMELR B 7 ASHUEATHF , FETRET 8. 1ZERRTITFINCEE
HREE , —RRITER (SRR SRR BIREEEDNE) (81T

iR) (PEARRTS (2016) H35, BiR3S<S") , “RINCBXYPMAINCER
FIREERTEOE, DANEINS , RITFNCBR TR , RITESER 7 KRh
BERMNAIMERRE | BF T 24ina  BAEHRINESHAEESR. £& U

7, FRPEANDE, Bk 2y 21
AL
/ AN
BEASRIMRREE S0 Via# — He
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Outline

1 Case: Small Home vs. Large Foreign
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Case: Small Home vs. Large Foreign |
Assumption 1 (Perfect Capital Mobility [PCM])

Residents of a country have full access to world financial markets.

Assumption 2 (Static Expectations of €) e Gy5y%-#agA.

e -_—
€1 = Et-

Assumption 3 (Rigid Prices) firzmis

P and P* are rigid.

v

Robert A. Mundell (1963) and J. Marcus Fleming (1962) assume a small open economy
(Home), and assumptions 1-3. Without loss of generality, let

G'=0,NFP=0, TR=0, INT® = 0.

R % l L7 EN T

CA= MX+NEFP = px

Jian LI 4 Open IS-LM RRitR 6/18



Case: Small Home vs. Large Foreign Il

The IS-LM model for an open economy (called the MF model) can be written as?

Y,i,e Y :C(}r’—T)+I(i'—7re)+G+NX(%P), =LA 477
MIP ~L(Y.D). Rk
i =i pemigiy

2In the textbook by ooe (p-324), the IS relation is more complicated in that NX
depends not only on the real exchange rate €, but also on domestic and foreign
disposable income.

4 Open IS-LM RRitR 7/
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Derivation of /S and LM Curves in the MF Model

Product ¥

M S
Demand ¥” Nominal Interest Rate F oA
w3itoys p i
eT—>NX L Y2(e,) LM Relation
o
/ R
¥"(e,) i /
1
YP=C(Y~T)+I(i—n°)+G+NX (ePF")
T
4
Y, — Y, Income Y Y, Income Y
Nominal Exchange Rate Nominal Exchange Rate
e e LM Relation
e <
VA
e, Do
1S Relation
Y, << Y, Income Y Y, Income Y
(a) The IS Relation Z (b) The LM Relation
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The MF Model under Flexible

Nominal Exchange Rate

Exchange Rates %intii#%

Nominal Exchange Rate

e M, e M, M,
ar Y=0Y T)+Ii" =)+G+ NX(%;\ M1 =
) o il *
> Y(,fc’hmlah,:—l—>(’ P L(Y C
e By 1=
A
€ D,
b IS, I
e, 0
e V D,
1S, 1S,
Y, Income Y Y, Y, Income Y
Nominal Interest Rate ’Mh'z }\ - Nominal Interest Rate
. G xSY % ay) ) 143 75
! . M, i MY Hgﬁﬂmb M,
.
- e K .
Fyink i, R
(l)GT \‘ 1ZRYWNZ 1 #
-~
x ~, x
A PSSO, A PSR
15,15, >S
F41R)
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The MF Model under Fixed Exchange Rates

Nomi

e

Nomi
i

@47%

nal Exchange Rate Nominal Exchange Rate
- e
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w7«
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The Mundell-Fleming Trilemma

A6 5E T EOR

PRI S & FAR BRH

11-14 FRR—IBEPE=TIFL

“The impossible trinity” in international finance, a term coined by Cooper (1968), says
that it is not possible for a country to maintain three objectives: a pegged exchange
rate, free capital mobility across nations, and an independent monetary policy. It is also
called the Mundell-Fleming trilemma.

Example 1 (MIZR5E¥)
117 3 SLSalEfEL? J
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Outline

2 Case: Large Home vs. Large Foreign
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Case: Large Home vs. Large Foreign

Large Home's IS:
Large Home's LM :
Large Foreign's IS :

Large Foreign's LM" :
Perfect Capital Mobility :

The World is closed :

Y=C(Y- T)+I(:—7r)+G+NX(eP),

P*
M N
$:L(\/,I)v
Y'=CY-TH+I"(" -7)+ G + NX* (I:P);
M* bk
o = (VP
i
eP P*
NX(P )+NX (eP):O.

4 Open IS-LM wRitR

13/18



Case: Large Home (Flexible ¢) vs. Large Foreign (Flexible )

Nominal Interest Rate (Home)
. Ay

1

Nominal Interest Rate (Foreign)

F
i

s

M|

Nominal Interest Rate (Foreign)

F
Lon
’\ Cxa“o
¢

1
AP
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Case: Large Home (Pegged ¢) vs. Large Foreign (Flexible )

Nominal Interest Rate (Home)

1

Nominal Interest Rate (Home)

i

Nominal Interest Rate (Foreign)
it P
LM,

MY

ISy
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Outline
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FEMEER R

(1) EEFREFFIEHMRE, FHREnTTBERIL.
(2) IEf## Mundell-Fleming Trilemma.
(3) MR HREE: HESRBPBERAN AV RSEL.
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BTiEEMREHER

1 ( E2, p.202)
RIEDTREMIS, RS PARTE R S0 /R FERIaER? J
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