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The IS-MP model

The IS- MP model consists of two equations
with two unknown variables.
1IS: Y=C(r,Y-T)+1(r)+G.
MP:r=r(zY), r >0, r, >0,
where the subscripts denote the partial derivatives.
r_ > 0comes from the Taylor Rule
and the Fisher equation :
r=1(r)—r.
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The IS- MP model with international trade, perfect capital mobility,
and static expectation, is written as:
IS: Y =C(r,Y =T)+1(r)+ G+ NX (¢).
MP:r=r(zY) 1 >0 1 >0,
r=r (perfect capital mobility)

g =eP" /P (real exchange rate)

The model is simplified as

1IS: Y =C(r’,Y =T)+1(r')+G+ NX(¢).

MP:r =r(z,Y), r >0, r, >0,
Asin the IS- LM model, GDP is uniquely determined by
the MP locus, while the IS locus determines the real exchange rate.
Along the ISlocus,ariseinY raisesY —C since saving is a normal good.
Then NX (&) increases to maintain the equality,

which results in therisein e.
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