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Infographic: The flow of money
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| was asked to make this infographic. It will become part of a series | am planning on
money, which appears to be the most difficult topic in all of economics, making it a
priority for this work.

The movement of money through the economy

— both government moneg and commercial money
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2. Government starts the process
P + Government creates mew

M— when it spends.

+ It instructs the Bark of
England to make payments.
» These payments become
k deposits.
* Government spending adds
new meney to the économy.
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* Tax does not Fund government spending
* Tax returns government-created money to the state.

* Tax makes room Fa future spending.

+ Comsmaercial banks also create money.

+ They do 5o when they make loans.

+ The borrower receives o new bank depasit.
+ Thet is what they then spend.

+ New purchasing power is created.

5. Loans create and repay money
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+ Loan repayment reverses the process

* Repaying a loan cancels bank- crulhd oy,

+ That's becouse the debt to the bark is cleared
+ Interest paid is bank income, nob new maney.

* Bank money expands and contracts continuously.
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( 6. The two flows work together
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7. Saving changes the speed of flow

+ Not all maney is spert immediately.

* Some is saved instead.

* Saving slows money’s circulafion for a time.
» Spending from savings starts the flow again

8. The econemy is a circular flow
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1 Money is not a fixed stock. Tt is a constant
ConCIUSI'O'-. ;PQNE lending, circulating through the economy before being cancelled
n repayment. Understanding these flows explains how the modern
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actually works.
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