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s Friedman: imagine you have a helicopter full of money, you drive it downtown
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Ben Bernanke Action Figure!!
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V = velocity

P = the price level

Y = the quantity of output
M = the quantity of money

— MxV=PxY

So when Mrises, P (i t:3% &) or Y (GDP 3 4r » ¥ ri4kfh £ e f 534
4r) must go up, or V must go down (= 5 &) & 4 & £ et $c T *).
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s Nominal GDP, the Quantity of Money, and the Velocity of Money

Indexes
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s Friedman: Inflation is always and everywhere a monetary phenomenon.
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(2) critical point: 1950/6/25
1951 » st 4/GDP=18.25% vs. 32.72% (with US aid)!
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1000 to 1,000,000,000 , German 1923
(Keynes: The Economic Consequences of the Peace: Versailles Treaty)

® The Fisher Effect
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® The Inflation Fallacy
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Again, Friedman: 4~ @ % %E & % @ P @ 3 " A%

i: 4 = & (Shoeleather costs) — & & + T & g & A |

* H = & (Menu costs)

Relative price variability — &7 e cp% fF 33 7% § 2

Fipgdz ¢ (Tax distortions)

Economy A
(price stability)

Economy B
(inflation)

Real interest rate 4%

Inflation rate 0

Nominal interest rate 4
(real interest rate + inflation rate)

Reduced interest due to 25 percent tax 1
(.25 X nominal interest rate)

After-tax nominal interest rate 3
(.75 X nominal interest rate)

After-tax real interest rate 3

(after-tax nominal interest rate — inflation rate)
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o Savers loss, loaners gains in inflation!
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