Chap17hw
Short Answer

1.
Suppose the Fed sells government bonds. Use a graph of the money market to show what this does to the value of money.

2.
Suppose that monetary neutrality holds. Of the following variables, which ones do not change when the money supply increases?

	a.
	real interest rates

	b.
	inflation

	c.
	the price level

	d.
	real output

	e.
	real wages

	f.
	nominal wages



3.
Define each of the symbols and explain the meaning of M [image: image1.png]


 V = P [image: image2.png]


 Y.

4.
What is the inflation tax, and how might it explain the creation of inflation by a central bank?

5.
List and define any two of the costs of high inflation.

6.
Jay and Joyce meet George, the banker, to work out the details of a mortgage.  They all expect that inflation will be 2 percent over the term of the loan, and they agree on a nominal interest rate of 6 percent.  As it turns out, the inflation rate is 5 percent over the term of the loan.

	a.
	What was the expected real interest rate?

	b.
	What was the actual real interest rate?

	c.
	Who benefited and who lost because of the unexpected inflation?


