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The goods market diagram shows that the interest rate of

AE
,
different to the interest rate of AE

, ,
which interest rates

of AE, greater than AE .

Is curve it In AEA 49

When poods market is in equilibrium aggregate demand equal to

income and Is curve relates different equilibrium level of national income

with various rate of interest III.
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Ln curve must be relate to money market

conditions Md : Ms lthie equilibrium )

in It 44

From the diagram above when I increase , and

will decrease and when Y increase , Md will increase this two change

will cancel out lmdimsl
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Is curve is not directly related to P but Ln curve

is directly related to P
,
knowing from Ap = Lii ,y )

pp ⇒ Real money supply 4

small deal Ms * It

Hioh I ⇒ lower I

lower I ⇒ YU i. Pp ⇒ ya
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1st high MPL
firms are willing to pay high real wage

2nd low MPL firms will
pay less and also less productive .
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