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Figure 1 How the Supply and Demand for Money

Determine the Equilibrium Price Level
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Figure 2 An Increase in the Money Supply
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Figure 3 Nominal GDP, the Quantity of Money,

and the Velocity of Money
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Figure 4a Money and Prices during Four

Hyperinflations

Index
(Jan. 1921 = 100)

100,000

10,000

1,000

100

(a) Austria

Price level

Money supply

1921

1922 1923 1924 1925

Copyright©2004 South-Western



Figure 4b Money and Prices during Four

Hyperinflations
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Figure 4c Money and Prices during Four

Hyperinflations
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Figure 4d Money and Prices during Four

Hyperinflations
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Figure 5 The Nominal Interest Rate and the

Inflation Rate
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Table 1 How Inflation Raises the Tax Burden on

Saving

Economy A Economy B
(price stability) (inflation)

Real interest rate
Inflation rate

Nominal interest rate
(real interest rate + inflation rate)

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

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

After-tax real interest rate
(after-tax nominal interest rate — inflation rate)

4% 4%
0 3
4 12
1 3
3 9
3 1
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