Money and Inflation II




Webster dictionary defines Inflation as an increase in the volume of money and credit relatively to the availability of goods resulting in an increase in the price level. Where does money come from?  Knowing about modern day money creation helps us to understand how the economy grows. Deflation is defined as a contraction in the volume of money resulting in a decline in the price level. More money is followed by higher prices and vice versa, this is the quantity theory of money. An increase in the money supply is the principal cause of price increases; these tell us that monetary inflation has occurred. Whenever the quantity of money has increased or decreases in relationship of production, we will find out that prices will change in the same direction. The great depression of the 1930’s was the result of the money supply dropping from 26 billion to 19 billion during the decade of the 1920’s. During this period citizens made more loans that they made, thus not working efficiently. The money supply continued to s reducing the money supply until the point of the economy drop until 1933, citizens and local government were afraid to borrow; the money supply was not maintained; thereby, the depression fed upon itself. When production and money supply grow together there is no inflation and prices go up together.  The money supply increased a lot, but also did production. Since the beginning of History, countries have done well when their governments have kept their people working in massive national projects and failed when people had little to do. As an example, Roman prospered as it kept its citizens busy in building roads, amphitheaters, and great cities. When Rome finished building all these national projects, the people had nothing to do and therefore, Rome decade. Now days it requires a very little number of people to create food, clothing, and shelter; therefore, many people are left without anything to do. The rise of the price of a product doesn’t indicate inflation. The tripling of the gas’ price during the 1970’s wasn’t inflationary because the prices of goods and services are always rising and falling in relation to one another. Inflation is sometimes the result of fault believes. What is true for and individual is also good for a group. If everyone would be out of debt, there will be no way to save money for future spending because no one will borrow ones savings and let it grow by earning interest. A country’s real income is the sum of all the goods and services produced during the year, called the gross national product. In a free market little or nothing is produced except in response to demand or expected demand. Demand means money. When government spends money without receiving a product or service in return, the wealth of the nation is not as good as it could be. There is no reason to increase money supply if production does not increase. Only the federal government can ensure a money supply in balance with production by taxing and creating money. Money creation is not inflationary if it is spend on jobs that increase the wealth of the nation. Money that is spent in services or national projects is not inflationary because it keeps people employed and brings wealth. Price is a thermometer that measures inflation, deflation, or money supply in balance with the production of goods and services. Keynes said that if prices are falling, increase government spending with newly created money; if prices are rising, increase taxes; if prices are stable, leave it alone. Our Federal Government controls the Economy. The nation’s commercial banks create the money supply by creating loans.  New money is created in the form of deposits for the borrower.  All borrowers except the federal government must repay the loan unless they declare bankruptcy.  The distinction between the citizens and the government is essential.  

