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Interest rates/expected rates of return
e or no interes

1.

What Influences Aggregate
Demand of Money?
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Fig. 15-1: Aggregate Real Money
Demand and the Interest Rate

Interest
rate, R

Aggregate real
money demand



Fig. 15-2: Effect on the Aggregate Real Money Demand Schedule of a
Rise in Real Income

Interest
rate, R

Increase in
real income

Aggregate real
money demand
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A Model of the Money Market (cont.)




Fig. 15-3: Determination of the Equilibrium Interest Rate
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Fig. 15-4: Effect of an Increase in the Money Supply on the
Interest Rate
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Fig. 15-5: Effect on the Interest
Rate of a Rise in Real Income
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Fig. 15-6: Simultaneous Equilibrium
in the U.S. Money Market and the
Foreign Exchange Market
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Fig. 15-8: Effect on the Dollar/Euro
Exchange Rate and Dollar Interest Rate
of an Increase in the U.S. Money Supply
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Fig. 15-9: Effect of an Increase in the

European Money Supply on the Dollar/Euro
Exchange Rate
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Long Run and Short Run
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Fig. 13-10: Average Money Growth  [SERESS
and Inflation in Western Hemisphere gt
Developing Countries, by Year, 1987-
2007

1000

Percent increase in
money supply

Source: IMF, World Economic Outlook,

various issues. Regional aggregates are
weighted by shares of dollar GDP in total
regional dollar GDF.
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Fig. 15-11: Month-to-Month Variability of the Dollar/Yen Exchange
Rate and of the U.S./Japan Price Level Ratio, 1980-2013

Changes in exchange rate and price level

ratios-U.S./Japan (percent change per month) My EC on Lab Real-time data
20

Exchange rate change

Price level ratio change
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Source: Price levels from International Monetary Fund, International Financial Statistics. Exchange rate from Global Financial Data.
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Fig. 15-12: Short-Run and Long-Run Effects of an Increase in the
U.S. Money Supply (Given Real Output, Y)

Dollar/euro exchange
rate, E&.E

Dollar return Dollar return
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euro return

Rates of
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Fig. 15-13: Time Paths of U.S. Economic Variables
after a Permanent Increase in the U.S. Money Supply

(a) U.S. money (b) Dollar
supply, Mg interest rate, Ry
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