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THE INVESTMENT SCHEDUEE. Tihe investmmomt schédule shows the
planned level of investment spending at each rate of interest.
Because higher interest rates recluce tive profitability of additions to

the capital stock, higher interest rates imphy lower planned rates of
. ’ investment spending. Chamges in: autonomous investment shift the
: _investment schedule. .-

a The Interest Rate and Aggregate Demany =;e IS Curve 7
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We now modify the aggregate demand function of Chapter 3 to reflect the new planned
investment spending schedule. Aggregate demand still consists of the demand for
consumption, investment, and government spending on goods and services, only now

" investment spendmg depcnds on the interest rate. We have
~ - Aews Lebm
AD=C+I+G ,
i=cIR+e(l — DY +71 —bi+ G 3)

‘ Whm " Iﬁ-) S "\

¢cIR+I +G é‘: 0 (4)
From equation (3) we see that an increase in the interest rate reduces gate demand
for a given level of income because a higher interest rate reduces investment spending.
Note that the term A, which is the part of aggregate demand unaffected by either the
level of income or the interest rate, does include part of investment spending, namely,
I. As noted earlier, I is the automomous component of investient spending, which is
independent of the interest rate (and income).
At any given level of the interest rate, we can still proceed as in Chapter 3 to -







EOAIND ST ) UO jou
8 9M JRL) YIS S[9AI[ 1R SIB SWOOUT PUE )Rl 151Ul AU usym suaddey Jeym m

{1TYS 01 sAINO u_.:.
950D JeYMm pYe ‘ddols SIf ULATE ‘aaInd ST = Jo uonisod ou soumILLap R = ’

{OAID g Y3 Jo adofs oy SAUTULIARD VYA m

'suonsand Sutmotior o Sutromsue pue Suryse Lq saims
notosa ag) Jo Sutpuejsiapun g ured ues o orduns Lrandaosp
°q A3 Aew pue premiciyStens snnb ST eatto gf o JO UOHOMIKUOD Y .
SROYS pop 9Bl Sk Y woaLd ¢ J0F SO HnLGINDS Jo [oAS] SOMO] B
"~ sanduat e idroquy aoudiy ¥ ety (9) vomeiB WO} cjoNy dordbys s 7o UGy ot
12 (1) Yt paspdios oq pios (g) tonkehby ¢ 1ok Jo tondipm og s 20 StiM

S

- T

{9} i

=% | (19 =yPo =4 - o __

o1 papees s 980 oty d

(&) L Y-F2+y=dv=1

- | ¥ + 10 ‘Burprreds pouard |

sjenbo’ owoANl Jeif) ‘uoiiiptivy wIgImBs 1o spood o Suisn £q same ¢ Bty

diAHep os7R teo 9 oriitisaltaltit ayy dr worRPAY ¥ s PetEIOsSE puTop oyedatddy up .
SRl

. aseaiour oy unodsgar Badofs Aleanedau si aaie §7 ey jeyp maonu .ﬂ..osnE,.,.. g
;

1

4

i

AN A8

' @)ed 18183u) ue o) Bujpuodsesios jJepeWw spooll
eyl uj wnugInbe mau sy} spiooel i3 Jujod ‘feued lemo| Byl uf i
51 |8A8] BUWOSU| WNLIGiINbe Mau 8y "JeAs| Bwoedu| ydee 18 Buipueds
x ﬂ 7 I\O J0 jpA8) oyl Buiseeaou) ‘puewrap eieBeiBie sesies ¥ 01 818s 1581614)
. oyl u] ||} ¥ "Os{e "7 jujod s peplooed 8| syl jeusd Jemo] 8yl u| Y

1eA8] swoou] ue yum jsued Jeddn a8y} u| }7 juled 1e s| j9yiews spool

H\ﬁ BY1 U WInpIGIINDS 'Y e)8d isel81ul UB 1y '3

1Y)

ndino
P

ndino

‘swodup

%

‘IO

F ke i e e o b

AHND &1 3HL 40 NOLLYAIHI]
A~ ©) ™P3UNOU

-

@

o

-
-

puwiep ojeBarBby



.
laram\{- g =
t”\‘ A,\o,c,

s 2h h Creede )‘u 3(-»“0?\\9)1«\!1.)

o O A
éru_\l\.ug'
o 2 pzrﬁlltl ountward tw Pt
O‘. ‘:L: _S.g CAAT VL

1w et = Ele h\zréfu(

o ACDY + ki
F“’ (—\\ Q\"‘\-’\ABQ

” ye ru.: v

’ & {ilz\_-hv TS Garve

-2
b

b > bo




‘Agoregate demand

Interest rate

MONEY, WFERESE, AND INCOME §7

@ =
AD=Y
A'—biy +¢¥

A-bi+ Y

PeuRE 48 Qe T

. ASHIFT IN THE IS CURVE CAUSED B\’.A_CHANGE IN AUTONOMOUS

SPENDING. An increase in aggrenste demand due to higher
autunomous spending shifis tire sggregate demand curve in part {a)
up, raising the equilibrium leval of output at interest rate i,. The IS
schedule in part (b) shifts. A% sach fevel of the interest rate,
equilibrium income s now higher. The horizontal shift of the /S
schedule Is equal 10 the muliiplier timres fhe increase in autonomous
spending.




The Slope of the IS Curve

We have already noted that the IS cusve is nepatigely shaped: because a hitgehzz Eﬁ / P‘ 2 c
of the interest rate reduces investment speading, th reby reducing aggregd
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EFFECTS OF THE MUK TRLIER GNi THE STEEPMESS OF THE IS CURVE. The

: * diagram shows that comtespending to.a higher marginal propensity
to spend, and hesice a steepdr aggregeate dernand schedule, there is
a flatter IS schedule. . -
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‘.L; Positions off the IS Cudve
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Interest rate
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EXCESS SUPPLY (ESG) D DEMAND LEDG) IN THE GOODS MARKET.
Points above and to the right of the IS sehedule correspond to an
excess supply of goods, and poirds below and 1o the left to an
excess demand for goods. At a poimt such as £, imerest rates are
higher than at E; on the 15 curve. At the highar interest rates, -
investment spending is too low, and thas output exceeds planned
spending and there is an excess sapply of goods.
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