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FIGURE I O'2 The effects of an increase in money growth

A corollary is that a reduction in inflation can be accompanied by a ttm

porary period of unusually high money growth' Suppose that poliqmal'

ers want to recluce inflation and that they do not want the pricc ltrtl trr

change discontinuously. What path of M is needed to do this? The dcclint

in inflation will rcduce expected inflation, and thus lower the nomtnal in'

terest rate and raise the quantity of real balances demanded. lvriting tht

money market equilibrium condition as M: PL(i,Y), it follows thal_sintt

L(i. Y) increases cliscontinuously and P does not iump-M must lunp up'
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