Exercise walk-through

Money Growth and Inflation

AP Macroeconomics



Long-Run Consequences of Stabilization Policies

- Money & inflation

Money growth and inflation

The quantity theory of

money starts from an identity: Worked example
The equation of exchange M grows 10%, output @ grows 3%:

M-V=P.Q inflation = 10% — 3% = ™%

V = velocity . In the long run

Vand Q are steady. Neutrality of money

in the long run more money raises
_ _ only prices, not real output.
inflation =~ %AM — %AQ



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the equation of the quantity theory of money.

2.2 State the long-run effect of rapid money-supply growth.

2.3 Explain what is meant by the neutrality of money.



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the equation of the quantity theory of money. 1]
2.1
e MV = PQ

2.2 State the long-run effect of rapid money-supply growth. 1]

2.2

« it causes inflation (a rise in the price level)

2.3 Explain what is meant by the neutrality of money. 2]

2.3

e in the long run a change in the money supply changes the price level but not real
output or employment



AP Macroeconomics

Exercises 3.1-3.2

3.1 The quantity theory of money is 1]

A MV = PQ
BGDP=C+1+G
CV=IR

D MPC + MPS =1

3.2 In the long run, an increase in the money supply mainly raises 1]

A real output

B the price level
C employment
D productivity



AP Macroeconomics

Exercises 3.1-3.2

3.1 The quantity theory of money is 1]
D A MV = PQ

BGDP=C+I1+G

CV=IR

D MPC+ MPS =1

3.1A
« MV = PQ.
3.2 In the long run, an increase in the money supply mainly raises 1]

D A real output

B the price level
C employment
D productivity

3.2 B

o the price level.



AP Macroeconomics

Exercise 3.3 (a)

3.3 A country doubles its money supply over a few years, while velocity and real output
stay roughly constant.

(a) State the effect on the price level. 1]



AP Macroeconomics

Exercise 3.3 (a)

3.3 A country doubles its money supply over a few years, while velocity and real output
stay roughly constant.

(a) State the effect on the price level. 1]

(a)

o it roughly doubles (the price level rises)



AP Macroeconomics

Exercise 3.3 (b)

3.3 A country doubles its money supply over a few years, while velocity and real output
stay roughly constant.

(b) Name the principle that money affects only prices, not real output, in the long run.[1]



AP Macroeconomics

Exercise 3.3 (b)

3.3 A country doubles its money supply over a few years, while velocity and real output
stay roughly constant.

(b) Name the principle that money affects only prices, not real output, in the long run.[1]

(b)

e the neutrality of money



