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The purpose of this paper is to present a macroeconomic model with bubble
economy. In this model the price of stock is determined in the stock market first,
then GDP and interest rate are determined by the extended IS-LM model. When
the expectation of stock price changes, the bubble economy starts. And sooner or
later the expectation of stock price changes, then bubble economy bursts. In the
process of the decrease of stock price net wealth is negative, so the consumption
and investment don't increase. When net wealth gets positive, the consumption and

investment will start to increase.
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