     Understanding Money and Inflation III

Understanding Money & Inflation series asks the question, “What is inflation?” The issues discussed in this segment are more controversial than those discussed in others. Inflation is defined as: “An increase in the volume of money and credit relative to available goods, resulting in a substantial and continuous rise in the general price level.”  The definition of deflation is “A contraction in the volume of money and credit, resulting in a decline in the general price level.”  

The quantity theory of money says that an increase in price is a result of more money and other things remaining equal. The same way, less money is followed by a fall in price level. Monetary inflation is an increase in the money supply, and price inflation is the rise in prices, usually caused by monetary inflation.  

The United States reserves fell from 26 billion dollars to 19 billion dollars in the 1930’s, this was during the Great Depression. Money supply fell and continued to fall from 1929 until 1933. The Depression fed upon itself. If production keeps up with money increase, there is an increase in the prices. When people in a society have jobs to do, the society is more effective and successful than when the people have nothing to do. 

The only main government projects were directed toward arms production. In history, it took more people to produce consumer goods. Therefore, more people were employed. For example, today it takes a very small fraction of the population to produce food for everyone. This results in a large number of people who used to be farmers that are now unemployed and must find new jobs.  

If everyone were out of debt, there would be no way to save money for future spending. No one would borrow other people’s savings and those people could not charge any one interest. The Gross National Product represents overall income in the economy. Its stated that, “Real wealth is increased by paying for or receiving a good or service, not by giving money away.” Increasing prices is not inflation, it’s the of measure inflation. The same goes for falling prices measuring deflation. The federal government helps to control the economic fluctuations in an economy. The danger of tax cuts is that the money is left in the economy, and price increases are still very possible. An increase in production is not a guarantee. This, too, could mean an increase in prices. 

The Keynesian theory says that putting more people to work will help to balance out an economy. This was proven during WWII, when the increased production of war goods helped to bring the United States economy out of the Great Depression. Increasing taxes to get rid of too large an amount of money in the economy is the second part of the Keynesian theory. 

It’s stated, “Tax cuts result in there not being enough money to operate the government. The resulting borrowing from commercial banks to cover the deficit inflates the money supply, and this increase in the money supply without they’re being an immediate increase in production causes prices to rise.  Rising prices can be stopped temporarily by putting large numbers of people out of work, thus reducing their purchasing power.” A nation should keep exploring and building to keep the stay healthy and prosperous. Economic problems can have several solutions. Citizens need to understand enough about economics, to influence their leaders to minimize economic problems.  

