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1. According to Fisher, a 3% decrease in the money supply would cause 

real GDP to

velocity to

prices to

wages to 

employment to

real interest rates to 

nominal interest rates to

2. Did Fisher say velocity was always constant? What did he say?

If real GDP is $12,800 b, M1 is $1,700 b, and prices are constant (=1), then velocity is ??

What do you think has happened to velocity over the past 20 years? Why?

3. According to the Classical theory what would happen to real GDP if consumers increased their savings? Why? What would happen to real GDP if the government increased spending through government bonds?

4. What is full employment GDP?  How do we know when we are their?

What signs indicate that the economy is below the full employment level?

5. Recently the problems in the housing market have caused the Fed to reduce interest rates by increasing the money supply. According to Fisher’s theory this increase in the money supply will cause prices to          .  Why would the Fed make such a move?

6. Does Fisher mention any other causes of inflation or simply the money supply?

7. What theoretical basis did Fisher have for his assumption that real GDP is constant?

8. Was Fishers Theory one for the short run or for the long run?

9. What is higher the velocity of M1, M2, or M3? Why?

10. Using a graph show how an increase in the money supply works its way through the goods a market and the labor market according to the Classical approach.

11. Do you think Bernanke believe Fisher’s theory? Explain.

Can’t answer these yet.

12. What was Pigou’s contribution to the monetary theory literature?

13. What factors cause k to change?

