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NATIONAL INCOME DETERMINATION: THE STATIC EQUILIBRIUM MODE|_

clear that when the / (7) curve is very flat, the LM curve is flat and the econp iy
is at a low leve] of Y and r. At that low level of r, people may pe relatively
indifferent between holding money and bonds, so that speculative bglances
absorb an increase in A7 with little effect on r and thus little effect on ; anq ).
On the other hand, if /" is a very small negative number, approaching
zero, the first term in the denominator of (16) will be near zero, so that the
multiplier will approach the value /’/(i'k') = 1/k'. From Figure 5-14, it i
clear that at high interest rates where the /(r) curve is steep, the LM curve js
nearly vertical. Thus, in this area of the LM curve, the effect of an Increase in
M on y will be greatest, since the first term in the denominator of (16 ) willbe .
nearly zero. In this area of 7, Speculative balances have been sq ueezed 03 &
minimum by the high 7, so that almost all of M is used to finance transactionS?.Qlt{
and the limit on yis the availability of M. Since k' is the increase in transactions
_demal?d with a unit increase .in Y, 1/k', the value of the multiplier when LM

E INTERACTION OF MONETARY AND FISCAL POLICIES

In the previous sections of this chapter, we discussed the relatjy :

of monetary and fiscal policies in relation to the cyclicq) Positi € effectiveness

omy. The likelihood that the policy instruments g 1(y). andlog qf the econ-
- certainty of their results was also mentioned. In addition, it shoulg lg‘er in the
Y now be
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