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Inflation and Nominal Interest Rates Over Time This figure plots the

nominal interest rate (on three-month Treasury bills) and the inflation rate

(as measured by the CPI) in the United States since 1954. It shows the Fisher

effect: higher inflation leads to a higher nominal interest rate.
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The Linkages Among Money, Prices, and Interest Rates This figure illustrates the relationships
among money, prices, and interest rates. Money supply and money demand determine the price
level. Changes in the price level determine the inflation rate. The inflation rate influences the nomi-
nal interest rate. Because the nominal interest rate is the cost of holding money, it may affect money
demand. This last link (shown as a blue line) is omitted from the basic quantity theory of money.
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1ABLE (D)

International Flows of Goods and Capital: Summary

This table shows the three outcomes that an open economy can experience.

Trade Surplus Balanced Trade Trade Deficit

Exports > Imports Exports = Imports Exports < Imports
Net Exports = 0 Net Exports = 0 Net Exports < 0

e O ol e il @ Y=C+/+G Y=g i G
Saving > Investment Saving = Investment Saving < Investment

Net Capital Outflow > 0  Net Capital Outflow = 0 Net Capital Outflow < 0
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