
Equim money market: Md = Ms Find relationship between r and Y
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6.2 Money Market and LM Curve
6.2.1 The derivation of LM Curve



1. The response of people in terms 
of changes in money demand (Md) 
when national income (Y) changes
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2. The response of people in terms 
of changes in money demand (Md) 
when real interest rate (r) changes
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6.2.2 Factors determining slope of LM curve 
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Factors determining slope of LM curve : 



∴ If ΔMd high
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Factors determining slope of LM curve : 



Md

r0

r

M

r0

r1

Md

When r

Md
0 Md

1 Md
0 Md

1

Factors determining slope of LM curve : ΔMd

Δr
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Factors determining slope of LM curve : 



Elasticity of Md for changes in r
εM

d
,r = ΔMd x r  . 
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Factors determining slope of LM curve : 



6.2.3 Shifts in LM curve
Eg. From changes in Ms
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6.2.3 Shifts in LM curve

Eg. From changes in Md (which is not from changes in Y and r)


