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© 11 AR
C = C(YY).

— KPSl Y=Y - T

—C, Y, and T are all measured in terms of domestic
output units

— when disposable income rises, consumption demand
generally rises by less because part of the income
increase is saved (i.e. #=[&F &[] (mpc, marginal
propensity to consume) A /N0, 1) [H)
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* CA (= NX, net exports) = EX—IM
— CA, EX, and IM are measured in terms of domestic output
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CA = CA(EP*/P, Y%,
- HEER q=EP*/P AR mEE &5
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Change
Real exchange rate, EP*/P |

Effect on Current Account, CA
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papsllys
IM = (P, xQy,)/P ~ EX = (P xQy)/P = Qy
— HorpPy, B DUAMEFORAYIE I (H 4% > =EP*
-HEFZ IM=qQy
— IESh > Qu ~ QT R ~ & (REAQW/Ag <0,
AQy/Aq >0
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Real exchange rate, EP*/P l c4l
Disposable income, Y* | (=IMT) cal
Disposable income, ¥* | cAl
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(1) EHYRCER (volume effect)

-q,l - qT=cAT

(2) [EHTR SR (value effect)

- (aqy)T=cal

We assume ... that the volume effect of a real
exchange rate change always outweighs the value
effect (E[JMarshall-Lerner{&{4:5%17) , so that, other
things equal, a real depreciation of the currency
improves the current account and a real appreciation
of the currency worsens the current account
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Aggregate demand function,
D(EP*P, Y -T, 1, G)

45°

Output (real income), Y
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o ARALFRIGMTELEE (P i) TS
Y = D(EP*/P,Y - T, I, G).

Aggregate

(6-1)

- BTSSR vs. 58 (&4 (f.note 6,
p.175)

* why output tends to settle at Y1 in the short run?

o« FEPRY <Y1 ARG ESR > vT

— JEFESEtE B (unpanned ~ undesired) {7 &
DR

[ 2. TS ER > v

- FEMINEEE M REFR) =B bEE...

— (& Hf.note 6, p.175)

o [EH > FEHEA ERCE TR KEEEE.
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Aggregate demand =
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Aggregate
demand, D
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Currency Aggregate demand (E2)
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4-1
* Any rise in the real exchange rate EP*/P (whether
due to a rise in E, a rise in P*, or a fall in P) will
cause an upward shift in the aggregate demand
function and an expansion of output, all else equal

e 27 » any fall in EP*/P, regardless of its cause (a
fall in E, a fall in P*, or a rise in P), will cause
output to contract, all else equal.

— (Arise in P, with E and P* held fixed, for example,
makes domestic products more expensive relative to

foreign products, reduces aggregate demand for
domestic output, and causes output to fall.)
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4-2 HELDDEEB %(Demand for Domestic Y)
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Aggragate demand |
Aggragate demand (E”)

OZl/J/b B <%

Oulpud, ¥

 {EDDHh%R [
— A& (e ET) » AsrEEd v T
-z Elovl

C B FEY, DL ErRERRE AN
SR - BIDDHAR TEAR

2021/4/8 5|5 F R EE H BLPE S 15

4-3 2 ZDDh SR IL BRI &
« DD 44 %) — DD fj[1E¢ DD/
* DDA " 4ME | (BifH1% - BIDDRE YR Z
- BUNR ?EDE&(F‘%EE’Z&) 6T (%K)
—SEFRTL (YT
- HERK T
—Pl(qT > givenE)
—p*7T (g T » given E)
— SHEF K LA ENFE K BTt - givenY))
o BinA = R B G B = T & d )

— VR R ) _E TR (YN A A 2 A B A A =
E%ﬁ%mmmﬁﬁ BICABUNXFiE 7T - given q)
. Pl Th 3% %@mbwz@gﬁm(esp BT SR

2021/4/8 (e FEHIE 16

2022/3/27



2022/3/27

BUFFR KM AL 2 T S H YR 2

:
|
6§ © -
- B o
(5 F’- = §
w 3
I 1
ay B oay
S\ 2w
NS &N\ 'E;
2 20 3
W W
[=] (=T
\
\ -
[=1 \\ a
\ .
\
\
_ _\\ __________________
.\
E S H
= A
L e
y 3 IR 24 P \‘. %
&E \ S
= T [ITR.

2021/4/8 S \.‘ LR
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* Any disturbance that raises aggregate demand for
domestic output shifts the DD schedule to the right;

* any disturbance that lowers aggregate demand for
domestic output shifts the DD schedule to the left
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5-1 ZE H(FTS) - 7 TH 5y
© WE(ER %)XFE%—%M ZIK T
o PERAEFRSEE R — SNE & E (YNE) T 519
R = R* + (E° - E)/E,
« (TR EER gt — A& gt
M/P = L(R, Y).
o HEFETE - BINTTESFER
— @Y T=L) T SRS —R T
—RT; M T A Fr i = EL (ARSI HE)
- [HIt > AARTSR HERIER (S R XE)

2021/4/8 4 JE L L 20




2022/3/27

BEMSY

= - i .
i FHYYEEE ua b , il
2 ER g B
E@Eﬁ{fﬁ‘ ZaE . K @ ?’
g8 i ~ 4% B ;
’_Eg 2 !’_‘, = H = i‘_ = | i

A 2

- -l

-
rs
-~

‘2\
.
W
rd
rd
r
}

|
= 1 -
| |
| I .
| | '@
_.;3 [*¥] | | =
! - 8
A f‘-‘l W i - o A
. ~ -
v .
s M.
‘ED-"“" i ?'? E]
SEE =t
2021/4/8 < AN L BLpE R 21

money holdings
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Exchange
rate, E
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— Afallin P results in an upward shift of AA
« (Ms/P)T=R!\ > ET (for any given Y)
— the rise in Ms causes AA to shift upward
— AA shifts upward when a rise in the expected future exchange
rate occurs
o YEFRSNERTIESR > ET
— Arise in R* therefore has the same effect on AA as a rise in E€:
It causes an upward shift
— Areduction in money demand therefore has the same effect
as an increase in the money supply, in that it shifts AA upward
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Exchange AETE (AEE)
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Because asset markets adjust very quickly,
the exchange rate jumps immediately frorr
point 2 to point 3 on AA. The economy

then moves to point 1 along AA as output
rises (o meet aggregate demand.

2021/4/8 THAAY E HH L 25

¥ Output, ¥
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* HifRfEEE

- —RMENEREE « BUT 2 HEERIM &)

— The expected future exchange rate, E€, is now assumed
to equal the long-run exchange rate

* atemporary policy change does not affect the long-run
expected exchange rate, E€

— We assume throughout that events in the economy we
are studying do not influence the foreign interest rate,
R*, or price level, P*, and that the domestic price level,
P, is fixed in the short run
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* (overshooting?)

AA?

¥1 ¥ Output, ¥
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* (no overshooting?)
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Exchange

* Atemporary fall in world e £
demand (1 — 2)

o HIFME R E R ECRE
JE¥f (2 — 3)
- R EEIEREE AR

o TSR AR R R U
RAVEH (2> 1)
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Exchange

* atemporary money rate, £
demand increase (1 — 2)

s YRR EREECRTY
FE¥ (2> 1)
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* (V)P{E(ERE L fF 7= (inflation bias)
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SRIEBOREY A G KB E SR E S B HE R
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— Yl 15 HAR]...policies will ...be used in a shortsighted
way, at the expense of long-term price stability

— {HiE 4B EEER ... As a result, macroeconomic policy
can display an inflation bias, leading to high inflation
but no average gain in output
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(3) To avoid procedural delays, governments are likely
to respond to disturbances by changing monetary
policy even when a shift in fiscal policy would be more
appropriate

(4) Another problem with fiscal policy is its impact on
the government budget...

— Business cycles vs. electoral cycles

(5) Policies that appear to act swiftly in our simple
model operate in reality with lags of varying lengths.
At the same time, the difficulty of evaluating the size
and persistence of a given shock makes it hard to
know precisely how much monetary or fiscal medicine
to administer
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