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Inflation is an increase in the overall price level .

When
your salary remains the same but

prices rise because of Inflation
, though , your

purchasing power will decrease and you won't
be able to afford to buy as much as you did .

When there are unused labor or resources
.

Inflation theoretically boosts production up so
that means people will spend more money
to get what they want .

In the other word
,

more demand
,
in turn

, triggers more production
to meet that demand

.



unanticipated deflation is when the price
level decreases when it was expected to

increase
.

for ex
,

I borrow 30,000 BI to buy a new IPhone

without a charger and promise to return 30
,
ooo B in

2021 but then there is unanticipated deflation
so in 2021

,
You can get a new IPhone PLUS a charger

within 30,000 Bl so In this case I am worse off

and my friend is better off .



- IF the inflation rate is high then Central
Bank will set higher nominal interest rate .

But when It falls the central bank will
lower interest rates

.

Equation : i e r 4 IT

I = 30 %
r = i - TI

IT = 25%

IT = I 50 - 120 -- 3¥ x I 00

Tl = 3%7 = 257.

IT - 25%

r = 30
- 25

.

'

.

r = 5%

#



Inflation is a function of the supply
and demand for money so

that producing
re lamely money to become less valuable ,
forcing the general price level to rise .

- Menu costs : The cost to a firm resulting
from changing its prices .

( the cost to a restaurant to change the prices on menu

,

is incurred even with low and expected inflation .)

- shoe leather costs : The cost of time

and effort that people spend trying to
counter - act the effects of inflation .

( Opportunity cost of holding cash outside bank
is high ) .



pieccessssiioonnytrroovguhgh
- peak

•

peak
$•

- on *
9±¥÷AT growth

÷
.

Trough

time

- Expansionary policy is most appropriate when an

economy is in recession
'

and producing below its potential
GDP.

- Contraction any policy is most appropriate when an economy
is in Ex passion and producing above its potential GDP .

- shows that the economy
is always moving upwards or growing in the long run .



- when the capital stock grows at the same
rate as the labor force so that the

capital - labor ratio is constant and there is

no effect on the long - run growth rate of the

total stock
.

And when capital stock increases,
there will be also an increase in the GDP

.

Sariya 6404641042


