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Fig. 16-1: Long-Run Time Paths of U.S. Economic Variables After a Permanent
Increase in the Growth Rate of the U.S. Money Supply

(a) U.S. money (b) Dollar interest
supply, Mg rate, A

2 1
Ff-'i'— —H$+ﬂ'nﬂ'.
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Fig. 16-1: Long-Run Time Paths of U.S. Economic Variables After a Permanent
Increase in the Growth Rate of the U.S. Money Supply (cont.)

(c) U.S. price (d) Dollar/euro
level, P exchange rate, Eg,,

Slope =+ An Slope = 1 + An
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Fig. 16-2: The Yen/Dollar Exchange Rate and Relative Japan-U.S.
Price Levels, 1980-2012

Exchange rate (Eys),

Japan-U.S. price level ratio (P,/Pys) My EconLab Real-time data
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Source: IMF, International Financial Statistics. Exchange rates and price levels are end-of-year data.
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The hamburger standard

Big Mac prices Implied Actual Under (—)/over(+)
in local in PPP* >xchange rate:  Valuation against

Law of One Price for
Hamburgers?
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*Purchasing

Sources:
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Fig. 16-3: Price Levels and Real Incomes, 2010

Price level relative to U.S. (U.S. = 100)
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Source: Penn World Table, version 7.1.
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Fig. 16-4: Determination of the Long-Run
Real Exchange Rate

Ratio of U.S. to

European real
output (¥ ,¢/ Yg)
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Table 16-1: Effects of Money Market and Output Market Changes on
the Long-Run Nominal Dollar/Euro Exchange Rate, E ¢

Change
Money market

1. Increase in U.S. money supply level
2. Increase in European money supply level

3. Increase in U.S. money supply growth rate
4. Increase in European money supply
growth rate

Output market

1. Increase in demand for U.S. output
2. Increase in demand for European output

3. Output supply increase in the United States
4. Output supply increase in Europe

Effect on the Long-Run Nominal
Dollar/Euro Exchange Rate, Ege

Proportional increase (nominal
depreciation of §)

Proportional decrease (nominal
depreciation of euro)

[ncrease (nominal depreciation of §)

Decrease (nominal depreciation
of euro)

Decrease (nominal appreciation of §$)
[ncrease (nominal appreciation
of euro)
Ambiguous
Ambiguous
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Fig. 16A-1: How a Rise in U.S.
Monetary Growth Affects Dollar
Interest Rates and the Dollar/Euro
Exchange Rate When Goods Prices
Are Flexible
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