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Abstract: Applying an extended IS-LM model, this study finds that fiscal expansion
raises output and causes real appreciation and that monetary expansion increases output
and causes real depreciation. In addition, a lower real interest rate or a higher real stock
price increases output, and a lower real interest rate or a higher real stock price causes
real appreciation. Therefore, except for the positiveimpact of fiscal expansion on output,
the Mundell-Fleming model applies to China.
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