




M:odel A

Table 1

A Two Asset-Flexible Output Model

IS:

Symbol Key

x = X(r 9 X, a) + G;

b
a=m+

r
+K

O

X <0, 0< X <1, X > 0
r X a

r Interest rate

X Real output

a Real vealtb

b Real coupons (exogenous)

m Real money supply (exogenous)

KO Real capital stock (exogenous)

0 Real government spending (exogenous)



Table 2

A Two Asset-Flexible Price r~del

Model B

IS,

M L(rn
Xf •

A + K ). Lrn LX f
0< L < 1• , P <0. >0,

P o • - a-

X
f

X{rn_(p/p)e.
Xf •

A + K ). l(r<O, 0< X < 1, Xa >0= p o • - x f -

A M B= P + rD?p

SY'Dbol Key

M Nominal money supply (exogenous)

r n Nominal interest rate

rD_(p/p)e Real interest rate (r)

x Real output

A No::ninal 'Wealth (M +!! )
n

r
B Nominal coupons

(exogenous)

P Price Level

!!.+ K Real Wealth (a)p 0



TABLE 3

PARAMETER VALUE ASSUMPTIONS OPERATING TO CAUSE A
POSITIVE (+) OR NEGATIVE (-) RESPONSE OF I~7EREST

RATES TO EXPANSIONARY OPEN MARKET OPERATIONS

Direct and Indirec~ Effects

Assumptions
Liquidity
Effect

Real Feedback
Effect

Pr.1ce Level
Feedback Effec: t

Price Expectations
Feedback Effect

-----------------------------

L tends to 0 (-)
r

X tends to _GO

r

X tends to -+-a

----------------

(+)

(+)

(-)

(+)

(-)

(+)

(+)

(-)

\



FOOTNOTES

1. The basic frame\lork for analyzing the response of interest rates
to monetary change has been discussed by Gibson [9], Friedman [6),
and Meyer (13).

2. Recall that monetarists traditiona1ly have argued (relative to income
expenditurists) that the interest rate elas~lclty of money demand is
smll, the interest rate elastic!ty of aggregate demand 1s large, and
vealth effects on aggregate demand exist and are positive.

3. See de Lee"" [(2), Chapter 131.

4. For a good description of the 18-1.."1 framework see [19]. For a lucid
discussion for the role of the balance sheet identity in macromodels
see [14]. Use of the IS-L:."I framevo!"'lt requires the assumption that
the supply sector adjusts to provide an amount equal to the equilibrium
l.evel of Xd .

5. This result 018.$ obtained by using Olech 'e Theorem. For a discussion
of the technique see James Quirk and Richard Ruppert [18].
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