[image: image1.jpg]The Keynesian Model on Money:

The Importance of Money in the Circular Flow

626 The importance of money in the circular flow
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Fig. 43.1 The Keynesian model. (i) The consumption function (ii) The transactions demand for

money (T) varies with the level of income ( ¥) (iii) The speculative and precautionary demand for

money (LP) varies with the rate of interest (7) (iv) Investment (MEI) varies with the rate of
interest (r)
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Fig. 43.3 The effect of an outward shift in the Fig. 43.4 The effect of an outward shift in the
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