Economics 385 Project 5
The IS-LM Model

In Project 4 you used the IS--LM model to solve for both interest rates and income.  The parameter values used in project 4 reflected a Keynesian view of the world.  This project uses the same model but with a parameter set that reflects a monetarist viewpoint.

A simple IS model
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A simple LM model
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Assignment

Use a CAS program to set up the IS-LM Model given the initial parameters

Initial parameter values
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Solve the IS—LM model for r, Y.

Now let there be a change to the IS curve.  Increase government spending to 110 keeping everything else fixed.

Solve the IS—LM model for r,Y.

Now restore government spending to 100 and change money supply to 860
Solve for r, Y and fill out the following table.

	G
	Ms
	Y
	R

	100
	850
	
	

	110
	850
	
	

	100
	860
	
	


Using this table, do you think that this model in one where the economy is better stabilized using monetary or fiscal policy?  Explain
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