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Fall 2002

Lab #6  


Investment Savings Curve - with constant LM

tc ""
THIS LAB IS TO BE COMPLETED, WRITTEN UP AND HANDED IN ON NOVEMBER 27th Please work with one or two partners and hand in one report.

Introduction
After understanding the implications of changes in Fiscal Policy - we now also realize that Monetary Policy often coincides with Fiscal Policy. Today, you will examine the interaction of fiscal and monetary policy.  Again, you will change government spending by a fixed amount and observe the subsequent effects on the economy, under alternative assumptions about the shift of the LM curve.

Procedure 

Fiscal Policy  (THIS IS SIMILAR TO LAST WEEKS LAB!)

1. Download the data from my website – lab6.xls. Note the 20001 means the 1st quarter of 2000 and 20064 (4th quarter of 2006). The data contain two worksheets – one for each part

2. The data contain 


* GDPR  - real GDP



* PF - Price deflator for the firm sector


* UR - Unemployment rate


* RS - Three month Treasury bill rate


* RM - Mortgage rate


* RB - Bond rate


* SGP - Federal government surplus (+) or deficit (‑)


* M1 - Money supply



* COG - Federal government purchases of goods

Report
For Fiscal Policy:  (M fixed worksheet)

a) Explicitly draw an IS/LM curves to explain basically what is happening 
b) Using your intuition (or the IS/LM curves drawn in a)) describe the “predicted” impact of the change in fiscal policy. Focus your answer on the changes in income/output (real GDP), unemployment, and interest rates. Be sure to indicate the ENTIRE process - including the feedback effect (why the change in income/output is not as large as the multiplier predicts).

c) Looking at GDPR, UR, RS, RM, and RB are the predictions true?

For Fiscal and Monetary Policy:  (M adjusts worksheet)

a) Looking at M1 - did the Fed use contractionary monetary policy or expansionary monetary policy.

b) How will this impact the IS/LM curves? 
c) Explicitly draw an IS/LM curves to explain basically what is happening 
d) Using your intuition (or the IS/LM curves drawn in c)) describe the “predicted” impact of the change in fiscal policy. Focus your answer on the changes in income/output (real GDP), unemployment, and interest rates. Be sure to indicate the ENTIRE process - including the feedback effect (why the change in income/output is not as large as the multiplier predicts). Also indicate how income/output, unemployment and interest rates will differ from the case in which monetary policy is not used.

e) Looking at GDPR, UR, RS, RM, and RB are the predictions true?

f) Based on the Fed’s interaction - what is of concern to the Federal Reserve. That is, does the Fed use the fixed monetary policy rule, the fixed interest rate rule, or the fixed output rule?

g) Based on the current economy - do you think this policy is best - or why would it be the primary concern to the Fed?

Write the text of your report in complete sentences; tie the data to your writeup; make it easy to read what you write and to verify your statements by looking at the data.

