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IS-LM Analysis with Changes in the
Quantity of Money Due to Fiscal Policy

IR 3

Park Seung-Joon

In a managed currency system, money (the money stock, i.e. the sum of cash and bank
deposits) is created through government expenditure and extinguished through tax col-
lection. Therefore, in the IS-LM model, when expansionary fiscal policy is implemented,
even if the government sells new government bonds to financial institutions, money will
naturally increase. In addition, when companies receive loans from banks and make capi-
tal investments, money is created through so-called money creation, an increase in both
bank loan claims and deposit liabilities, a type of money. Conversely, when loans are re-
paid, money disappears. This means that changes in interest rates as a result of fiscal and
monetary policy will amplify the effects of the policy if private capital investment through
bank borrowing additionally increases or decreases. This paper has carefully classified the
cases from this perspective and organised the results of the calculations of the comparative
statics analysis.
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