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Macro economics

Analysis of I S – L M

Hicks and Hanson – 1937

S = Savings

I = Investment

L = Liquidity

M = Money

Y = National Income

r = Interest rate
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LM Curve
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Features of LM Curve 
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Balanced of Payment

X – M = A: Current Account Balanced

X - M
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Balanced of Payment

B = Capital Account Balanced
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Balanced of Payment

Function of Balanced of Payment
X – m = A A
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IS – LM & BP

Open Economy Condition
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Fiscal and Monetary Policies
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Fiscal and Monetary Policies
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Fiscal and Monetary Policies
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Fiscal and Monetary Policies
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Fiscal and Monetary Policies
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Fiscal and Monetary Policies
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Fiscal Policy

Government Taxation and Government Expenditure

Control of Inflation

Increase Level of Fully Employment
For Balanced of Budget

Example: USA Economy (President Roosevelt) 1930 decade used 
Fiscal policy for solution of Budget deficit

1935 and 1936 change there tax policy and Compensation of 
Unemployers for increases of there living standard.   

Increase Progressive Rate of Income Tax for Redistribution of Income 

No change Proportional Tax for Economy Stabilizing

Result of go down Inflation



Fiscal Policy

Employment Policy
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Fiscal Policy

Policy of Inflation
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Fiscal Policy

Government Spending Multiplier (Mg)

Mg = (1 / 1- MPC)

MPC = 0.75

Mg = (1 / 1 – 0.75)

Mg = 1/ 0.25

Mg = 4

Gap ÷ Mg = ∆G

200  4 = 50 



Fiscal Policy

Compared Government Spending Multiplier (Mg) and Tax Multiplier (Mt)

Round Increased Government 

Expenditure Rs 1 Billion

Decreased of Tax Rs. 1 

Billion

Round One Rs. 1.0 Billion Rs. 0.75 Billion

Round Two Rs. 0.75 Billion Rs. 0.56 Billion

Round Three Rs. 0.56 Billion Rs. 0.42 Billion

,, ,, ,,

,, ,, ,,

,, ,, ,,

Finally Rs. 4.0 Billion Rs. 3.0 Billion



Fiscal Policy

Tax Multiplier (Mt)

Mt = (- MPC / 1- MPC)

MPC = 0.75

Mt = (-0.75 / 1 – 0.75)

Mt = (-0.75 ÷ 0.25)

Mt = -3

Gap ÷ Mt = ∆T

200 ÷ -3 = -66.7



Fiscal Policy

Balanced - Budget Multiplier (Mb)

∆Y = ∆G(1 / 1 – MPC) --------- (Mg)

∆Y = ∆Td(-MPC / 1 – MPC) ------- (Mt)

∆Y = ∆G(1 / 1 – MPC) + ∆Td(-MPC / 1 – MPC)

Mg = 4 and Mt = -3

∆Y = (4) + (-3) 

∆Y = 1

Mb = 1

Increasing Rs. 1 Billion



Fiscal Policy

Aggregate Demand (AD) and Aggregate Supply (AS)
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Fiscal Policy 

Problems

• Finance Implementation

• Time Determining Problems

• Switching Problems

• Political Problems

• Problems of Supply Sector in Economy

• National Debt

• Foreign Involvements

• Agreements of Several Groups

• Conditional Problems

• Global Crisis

• Arbitrary Problems 



Monetary Policy

WoaOukh md,kh lr.ksñka mQr\K fiajd kshqla;sh lrd 
wdr\:slh m%jr\Okh lsrSfï fojk Wml%uh

wr\:l%ufha uQ,H wêldrshg uqo,a iemhqu iy fmd<S 
wkqmd;h md,kh lsrSfï Wml%uh uQ,H m%;sm;a;sh jkq 
we;.

újg fjf<#ofmd, lghq;= (Open Market Operations).

ld, kSr\Kkh lsrSu.

iqrl=ïm;a wf<úlsrSu iy ñ, oS .ekSu.

wdr\:slfha ls%hd;aul jk uqo,a m%udKhg n,mEï lsrSu 
i#oyd Ndú; lrkq ,nk Wml%u



Monetary Policy

uqo,a iy fmd<S wkqmd;h

wdr\:slúoHd{hska iy rdcH m%;sm;a;s iïmdolhska w;r újdohg 
,lajkakla f,i uQ,H m%;sm;a;sh i#oyd WÑ; m%ldYh l=ulao 
hkak i,ld ne,sh yel

ksjersos uQ,H m%;sm;a;s ;SrKh lsrSfï oS jeo.;a jkafka fmd<S 
wkqmd;ho, uqo,a m%udKho hkak ms<sn#o mj;akd .eg¨j 

1929 - 1939 f,dal wdr\:sl wjmd;h ld,fha oS uQ,H fmd<S 
wkqmd;slh 5.85% isg 0.59% olajd my< nei we; ^fuu ld, iSudj 
wjOuk ld,hls&

1972 - 1981 WoaOuk ld,fha oS uQ,H fmd<S wkqmd;slh 4.69% isg
14.76% olajd by< f.dia we; ^;=ka .=Khlg;a jvd jeä 
jr\Okhls&



Monetary Policy

WoaOuk ld,fha oS uQ,H fmd<S wkqmd;h by< hkq we;

l%hYla;sfha isÿjk wvqùu mshjd .ekSu i#oyd Kh fokakka

fjkqfjka by< fmd<shla wjYHùu iy Kh .kakka by< fmd<shla 

f.ùug we;s leue;a; ^wkd.;fha oS f.úh hq;= uqof,a jákdlu

jr\;udk jákdlug jvd wvqùu& Depreciate

wjOuk ld,fha oS uQ,H fmd<s wkqmd;h my< hkq we;

idfmaCI jYfhka ia:djr ñ, .Kka mj;sk úg fmd<S wkqmd;slh wvq

fõ 

jr\;udkfha Kh fokakka wvq fmd<S wkqmd;slhla ndr .ekSug

leu;s fõ

Kh wdmiq f.ùfï oS idfmaCI jYfhka uqof,a jákdlu by< hkq

we; 



Monetary Policy

WoaOuk ld,fha oS uqo,a iemhqu jeä lsrSu u.ska fmd<S wkqmd;slh

my< oeóug lghq;= lsrSu.

Kh fjf<#ofmdf,ys uqo,a nyq,ùu ksid CIKslj fmd<S wkqmd;h

my< hkq we;.

os.= ld,fha oS uqo,a iemhqu jeäùfï m%;sM,h jYfhka WoaOukSh

;;a;ajhla ìyz fõ.

fmd<S wkqmd;slh by< k#.S.

uqo,a iemhqfï jr\Okh iy fmd<S wkqmd;slh w;r mj;akd

iïnJO;dj ú.%y lsrSfï oS jHdl+,;djka mj;S.

flá ld,fha oS uqo,a iemhqu jr\Okhùu ksid uqo,a fjf<#ofmdf,ys

uqo,a iemhqu wêlùfuka ;djld,slj fmd<S wkqmd;slh wvq fõ.

os.= ld,fha oS n,mEu m%;súreoaO jkq we;.

WoaOukh ksid jeä jQ uQ,H fmd<S wkqmd;slh by< w.hla .kS.



Monetary Policy
wjOuk ld,fha oS uqo,a iemhqfuys jr\Okh wvq lsrSfuka fmd<S 

wkqmd;slh by< oeóug m%h;ak oerSu ksid wdr\:slfha wia:dhS;djla

we;s fõ.

uqo,a ys#. ùfuka fmd<S wkqmd;slh by< .sho, idudkH ñ, uÜgu

wvqùu ksid fmd<S wkqmd;slh b;d my< uÜgula olajd jefgkq we;.

wdr\:slfha fiajd úhqla;sh by< hdulg fya;= jkakls.

uQ,H md,k wêldrsfha j.lSu jkafka wjOukldrS wjia:djloS uqo,a

iemhqfï jr\Okh wvq lsrSug mshjr fkdf.k isàuhs.

1929-1930 ld,fha meje;s wjOukldrS ;;a;ajh hgf;a uqo,a iemhqu

ie<lsh hq;= f,i wvq úh. ^uqo,a ÿr\,Nùu&

1930 .Kkaj,oS idudkH ñ, uÜgu wvq ùfï m%;sM,hla jYfhka fmd<S

wkqmd;slh my; jeàu.



Monetary Policy

1970 iy 1980 uq,a ld,h WoaOukh b;d by< uÜgul meje;s w;r

fmd<S wkqmd;slh by< uÜgul mj;akd úfgl uqo,a iemhqu jeä

lsrSfuka úYd, wr\: l%uh ;=< úYd, wr\nqoldrS ;;a;ajhla we;súh.

idr\:l uq,H Wmdh udr\. f;dard.ekSu

WoaOukhlska f;drj wdr\:slh ia:djrlr mQr\K fiajdkshqla;sh

m%jr\Okh lsrSu fjkqfjka jvd;a idr\:l l%shdudr\.h jkafka uQ,H fmd<S

wkqmd;slhg jvd uqo,a iemhqfï jr\Okh ia:djr lsrSug lghq;= lsrSuhs.

uqo,a iemhqfuys jr\Okh idr\:l f,i ia:djrj mj;ajd .ekSug yels

jkafka kï fmd<S wkqmd;slho ia:djr njg m;ajkq we;.



Monetary Policy

r

r3

r2

r1

a

c

b

0 I

MS1
MS2

MEC

MEC1

a & b short-term effect and a & c long-term effect



Monetary Policy

Aggregate Demand (AD) and Aggregate Supply (AS)
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Monetary Policy

uQ,H m%;sm;a;s Wml%u ^uQ,sl Wml%u ;=kls&

1 újg fjf<#o lghq;= ^Open Market Operations&

2 jdKzc nexl= w;HjYH ixÑ; wkqmd; fjkia lsrSu ^Changes in the 

Required Reserve Ratio of Commercial Bank&

3 jdKzc nexl= f.úh hq;= jÜgï wkqmd;h fjkia lsrSu ^Changes in 

the Discount rate&



Monetary Policy

újg fjf<#o lghq;=

uy nexl= úiska újD; fjf<#ofmdf,a ms,skm;a wf,ú lsrSu iy ñ, oS

.ekSu

ksoiqka: ms,skm;a fjf<#ofmdf,a fjf<kaol=g remsh,a 1000 ms,skm;la

wf,ú l< fyd;a fuu ms,skm;g uqo,a f.ùu i#oyd Tyq jdKzc

nexl=fõ we;s ;u .sKqfuka re 1000 l fplam;la ,shkq we;. fplam;

ksYaldIKh jq miq uy nexl=fõ we;s jdKsc nexl= ixÑ;fhka remsh,a

1000 la wvq lrkq we;. tfukau jdKsc nexl=j o ms,skm;a ysñhdf.a

cx.u .sKqfuka remsh,a 1000 la wvq lrhs. fuu l%shdj,sh fya;=

fldgf.k wr\: l%ufha uqo,a iemhqu remsh,a 1000 lska wvq jkq we;.



Monetary Policy

w;HjYH ixÑ; wkqmd;h 20% la kï jdKsc nexl=fõ w;HjYH ixÑ;h 
remsh,a 200 lska iy w;srsla; ixÑ;h remsh,a 800 lska wvq jkq we;.

w;srsla; ixÑ; remsh,a 800 lska wvqùu ksid rfÜ uqo,a iemhqu nyq.=K 
ixfldapkhla isÿfjhs.

w;HjYH ixÑ; wkqmd;h 20% ksid nyq.=K ixfldapk l%shdj,shg yiqj 
wr\: l%ufhys uq¨ uqo,a iemhqu remsh,a 5000 lska wvq jkq we;.

a(1 - rn) ÷ (1- r)

a(1- 0) ÷ (1- r)

a ÷ (1- r)

a = 1000 & r = 80%

1000 ÷ 0.2 = 5000

n……α , (r = 0)



Monetary Policy

uy nexl=j ms,skm;a fjf<#ofmd,ska ms,skm;a ñ, oS .;a úg by;

l%shdj,shg m%;súreoaO ;;a;ajhla we;s fõ.

ms,skm;a fjf<kaodg ms,skm;a jákdlug irs,k m%udkfhka fplam;a

,eîfuka wk;=rej tajd jdKzc nexl= ;=< ;ekam;a lrkq ,nhs tys

m%;sM,hla jYfhka uqo,a iemhqu by< hkq we;. tfukau kj w;srsla;

ixÑ; ueùu ksid nexl= moaO;shg kj uqo,a Khg osh yels ksid tu#.ska

uqo,a iemhqfï nyq.=K m%udrKhla isÿ jkq we;.

újD; fjf<#ofmd, lghq;= u.ska nyq.=K ixfldapkh iy nyq.=K

m%idrK l%shdj,Ska iei#oSfuka wdr\:slfha uqo,a iemhqfï osYdj mj;ajd

f.k hdug ksjersos udr\.h jkafka ms,skm;a fjf<#ofmd,hs.

ms,skm;a wf,úfhka wdr\:slfhka uqo,a bj;a jk ^Pullout& m%udKh iy

ms,skm;a ñ, os .ekSfuka úosk ^Injection& uqo,a m%udKh ;SrKh l<

yelsh.



Monetary Policy

w;HjYH ixÑ; wkqmd; fjkia lsrSu

uy nexl=j úiska kS;suh ixÑ; wkqmd;h fjkia lsrSfuka jdKzc

nexl=j, Kh ksl=;a lsrSfï m%udKh ^uqo,a ueùfï we;s yelshdj& iy

wdr\:slfha uqo,a m%udKh fjkia l< yel.

w;HjYH ixÑ; wkqmd;h 20% la jk úg

a = 1000 & r = 80%

1000 ÷ 0.2 = 5000

remsh,a 1000 la fjkqfjka remsh,a 5000 la olajd Kh ueùuls.

uy nexl=j úiska by; w;HjYH ixÑ; wkqmd;h 10% olajd wvq l<

fyd;a,

a = 1000 & r = 90%

1000 ÷ 0.1 = 10,000

remsh,a 1000 la fjkqfjka Kh ueùu remsh,a 5000 isg remsh,a 10000

olajd Kh ueùu m%idrKh ùuls.



Monetary Policy

jÜgï wkqmd;h fjkia lsrSu

uy nexl=j úiska kshulrk ,o jdKsc nexl= i#oyd Kh ksl=;a lsrSfï

fmd<S wkqmd;h jÜgï wkqmd;h f,i y÷kajhs.

újD; fjf<#ofmd, .kqfokq lsrSfïos idudkhfhka jÜgï wkqmd;slh

fjkia lrkq ,nhs. wdr\:slfha WoaOuk msvkhla meje;shfyd;a ixÑ;

iy uqo,a iemhqu wvq lsrSu i#oyd uy nexl= újD; fjf<#ofmd,g ueosy;a

jkq we;.

uQ,H oeähdj iy by< fmd<S wkqmd;slfha mj;ajdf.khdu fjkqfjka

uy nexl=j úiska jdKzc nexl=j,g Kh ,nd.ekSug wjia:dj imhhs.

fuu#.ska ixÑ; jeäùfuka Kh wvq lsrSug wjYH;djla jdKsc nexl=

j,g mek fkdk.shs. ^fuh b;d hym;a lghq;a;ls&

újD; fjf<#ofmdf,a wf,ú lghq;= i#oyd uy nexl=j jÜgï

wkqmd;slh jeä lrhs. óg iudkju nexl= KhoSfï W;af;ackhla

lsrSug iy nexl=jg wjYH kï jÜgï wkqmd;slh my< oukq we;. tu

ksid nexl=j,g ixÑ; i#oyd Khg .ekSu jvd;a jdisodhl fõ.



Monetary Policy

uQ,H m%;sm;a;sfha oaú;Sl Wml%u

hqla;sfha wjjdoh ms<sno woyi ^Idea of Moral Suasion& kïHYS,S;ajh

fuh yl=mdjdv md,kh ^Jawbone Control& jYfhka o y÷kajhs.

jdKsc nexl=j, KhoSu md,kh lsrSu.

uy nexl=j ;dr\lslj iy wjjdooSu u.ska jdKsc nexl= md,kh lsrSu.

ksoiqka : WoaOuk ld,h;=< oS jdKzc nexl= ;u ixÑ; m%idrKh lsrSug

w;srsla; jYfhka Kh .ekSu ms<snoj uy nexl=j wm%idoh m< lsrSu.

tfukau wjOukldrS ld,h ;=< oS jdKsc nexl= úiska úYd, jYfhka

KhoSu ms<sn#oj uy nexl=j m%idoh m< lsrSu.

f;dard.;a Kh md,k l%uh ^Selective Credit Control&

wdr\:sl lghq;=j,g n,mEï lsrSfï uy nexl=fõ we;s yelshdj

ksoiqka : Kh jdrsl wdmiq f.úh hq;= ld,iSudj uy nexl=j u.ska

;SrKh lsrSu.



Monetary Policy

jHdmdrjia;= i#oyd wka;hl ^mdr\Yj& wjYH;dj

ksoiqka : wka; wjYH;dj 60% la kï hï mqoa.,hl= jHdmdrjia;= ñ, oS

.;aúg tys jákdlñka 60% ;u uqo,ska f.jd b;srs 40% Kh uqo,la

jYfhka ,nd .ekSug we;s yelshdj.



Monetary Policy

flakaishdkq udos,sh iy uQ,H m%;sm;a;s

uy nexl=j újD; fjf<#ofmd,ska ñ, oS .ekSï isÿlrk nj;a, tu#.ska

uqo,a iy nexl= ixÑ; by< hk nj;a ixÑ; by< hdu;a iu#.u

nexl=j,g KhoSfï yelshdj jr\Okh jk nj;a fuys uQ,slu ;r\lh jkq

we;.

mqoa.,hska iy jHdmdrslhska Kh .ekSu i#oyd fm<Uùu.

fmd<S wkqmd;slh wvq jkúg jHdmr iy f.dvke.s,s jdyk hka;% iQ;%

iy WmlrK jeks kj wdfhdack jHdmD;s i#oyd Kh .ekSug wkqn,hka

imhd fokq we;. ^Consumer Durables& fuu#.ska úhoï by<hdu ksid

iuia; úhoï Y%S;h by<g ú;eka jkq we;.

.=Kl l%shdj,shg wkqj mrsfNdack iy wdfhdack úhoï jeäùfï

m%;sM,h jYfhka wdr\:slfha uq¨ úhoï .=Kl m%udKhlska by< hkq

we;. th iu;=,s; Y=oaO cd;sl kssIamdos;h ^Net National Products& jeä ùug

fya;= jkq we;.



Monetary Policy

fmd<S wkqmd;h my<hdu ^r &

w;e;s uqo,a f;d.h jeäùu ^M&

wdfhdack úhoï iy mrsfNdack úhoï by<hdu ^I & Cg + Ig&

wr\: l%ufha iuia; úhou by<hdu ^AE&

iu;=,s; Y=oaO cd;sl ksIaamdos;h by<hdu ^NNP&

újD; fjf<#ofmdf,a ms,skm;a wf,ú lsrSu u.ska by; l%shdldrS;ajfha

m%;súreoaO ;;a;ajhla we;s fõ.

uqo,a iemhqu iy ixÑ; wvq ùfuka fmd<S wkqmd;h by< hkq we;.

wdfhdack iy mrsfNdackh wvqjkq we;. iuia; úhoï Y%S;h my<g

ú;eka fõ. fuys m%;sM,la jYfhka Y=oaO cd;sl ksIamdos;h wvqjkq we;.



Monetary Policy

fiajd úhqla;shg úi÷ï ,ndoSu

wNsk; úhoï

450
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uqo,a iemhqfï jr\Ok wkqmd;slhka
iy fmd<S wkqmd;h wvqjk 
m%udKfhka iuia; úhou by< hhs

Y2 = mQr\K fiajdkshqla;sh



Monetary Policy

WoaOukhg úi÷ï ,ndoSu

wNsk; úhoï

0
Y1 Y2

NNP

Y=NE

C1+I1+G1

C+I+G

a

b uqo,a iemhqfuA wvqùfï wkqmd;slfhka
iy fmd<S wkqmd;h jeäùfï 
m%udKfhka iuia; úhou wvqùu 

Y2 = mQr\K fiajdkshqla;sh



Monetary Policy

iuia; b,a¨ï iy iuia; iemhqï udos,sh iy uQ,H m%;sm;a;sh

P
AS

AD

AD1

AD2

0 Y= uQr\; ksuejqu

Yf

WoaOukh i#oyd ixfYdaOk
lsrSfï Wml%u u.ska

fiajd úhqla;sh i#oyd
ixfYdaOkh lsrSfï 
Wml%u u.ska



Mathematical Approach

Y C r I L1 L2

1000 1000 10 500 500 500

2000 1800 20 300 1000 300

C = 75 + 4/5(Y)

Ms = 1000



I = a – b(r)

b = I  r

b = 200  10 = 20

I = a – 20(r)

500 = a – 20 (10)

500 = a – 200

500 + 200 = a

I = 700 – 20 (r)

S = -a + b (Y)

C = 75 + 4/5 (Y)

S = -75 + 1/5 (Y)



S = I

-75 + 1/5 Y = 700 – 20 r

1/5 Y = 700 – 20 r + 75

1/5 Y = 775 – 20 r

Y = (775 – 20 r)  1/5

Y = (775 – 20 r)  5

Y = 3875 – 100 r

IS : Y = 3875 – 100 r



L = L1 + L2

L2 = a – b (r)

L1 = b (Y) b = L2  r

b = L1  Y b = 200  10

b = 500  1000 L2 = a – 20 (r)

b = ½ 500 = a – 20 (10)

L1 = ½ (Y) 500 = a – 200

500 + 200 = a

L2 = 700 – 20 (r)



L = L1 + L2

L1 = ½ (Y) and L2 = 700 – 20 (r)

L = ½ (Y) + 700 – 20 (r)

M = 1000

L = M

½ (Y) + 700 – 20 (r) = 1000

½ (Y) = 1000 – 700 + 20 r

½ (Y) = 300 + 20 r

Y = (300 + 20 r) 2

Y = 600 + 40 r



Macro Equilibrium

I S = Y: Y = 3875 – 100r

L M = Y : Y = 600 + 40r

I S = L M

3875 – 100r = 600 + 40r

3875 – 600 = 40r + 100r

3275 = 140r

r = 3275  140

r = 23.39



I S = L M : r = 23.39

Y = 3875 -100 r

Y = 3875 – 100 (23.39)

Y = 3875 -2339

Y = 1536

Y = 600 + 40 r

Y = 600 + 40(23.39)

Y = 600 + 936

Y = 1536



r

E

Macro Equilibrium

LM

IS

Y

23.39

15360


