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The IS Curve (goods market)

The IS Curve (goods market)

® The equilibrium in the goods market is given by the IS curve:
Y=CY-T)+I(Y,i)+G

where C represents consumption as a function of available income, Y — T; I gives investment as a

function of income, Y, and the interest rate, i; and G regards government expenditures.
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The IS Curve (goods market)

® Shifts in the IS curve: T or G.

® Movements along the IS curve: i orY.

Interest rate, i

Output, Y

Figura 1: The IS curve.
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The LM Curve (financial markets)

The LM Curve (financial markets)

® Money demand is given by:
M = pYL(i)

where pY represents nominal income as a proxy for the overall level of transactions in the

economy; and L(i) is a function of the interest rate.

® Money supply is assumed to be constant:
M°S=M

® The equilibrium in the financial markets occurs when the money supply equals the money demand.
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The LM Curve (financial markets)

The LM Curve (financial markets)

® Shifts in the LM curve: M.

® Movements along the LM curve: i orY.

Nominal interest rate, i

Output, Y

Figura 2: The LM curve.
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