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Webster’s New International Dictionary defines inflation as an increase in the volume of money and credit relative to a valuable good resulting in the continuous rise in the price level.  Deflation is defined as a contraction in the volume of money and credit resulting in a decline of the general pricing level.  More money is followed by higher prices other things remaining the same, less money is followed by lower prices other things remaining the same. This is known as the quantity theory of money. 

Inflation is used when referring to an increase in the money supply, or increasing prices.  An increase in the money supply is the primary cause of price increases.  In the economy there are factors that cause price fluctuations.  The biggest one is more money being added to the economy.  When the supply of money increase in relation to production, eventually price changes follow in the same direction. The Great Depression was caused by low money supply and people being afraid to barrow in order to create new money.  Inflation is a situation in which the cost of living is rising and the value of money is shrinking.  The Inflation rate is the percentage change in the price level from one year to the next. The Inflation gap is the gap that exists when real GDP exceeds potential GDP and that brings a rise in price levels.
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Reminder- Price indexes prior to 1913 are considered estimates
rather than direct measures. See the discussion in Aistarical
Statistics of the United States .ol | (1975). pp. 190-195 and 211




 

When production and the money supply grow together, there is no inflation and the prices remain constant.  An increase in price does not necessarily mean that there is inflation; it could just be depicting competition.  Governments usually wait until the economic house gets too hot before they turn down the money fire.  Then when they turn it down, they get falling prices into recession.  Then about the time when recession is over and things are again in balance, they turn on the money fire and overheat the economy again.  It is a vicious cycle caused in part by our lack of knowledge about inflation.  We must all remember that the general price increases tell us that more fuel has been added to our economy in the form of money that is needed to maintain a stable price level. 

The first part of the Keynesian theory was proven when the government began to produce for the war; the people were not given a tax cut in hopes that they would make raw materials, they were given contracts to make their raw materials then they were paid for their work.  But politicians have never tried the other half of the Keynesian theory.  Put more taxes to remove money from circulation.  When government feeds the economy with more money to stabilize it, they will eventually cause an increase in prices. 
Railroads, roman roads, canals, rivers, subway systems, superhighways, space exploration, and other massive projects have been completely necessary in all vibrant economies past and present.  No civilization has lasted very long once it stopped exploring and building.  If government spends money on programs to get people jobs, it would help the economy.  If a country has a loose money policy, credit is inexpensive to borrow and abundant.  If a country has tight money policy, credit is expensive to borrow and in short supply.  Thus, tight money equals hardship.
