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Chapter 23

18. 

Nominal GDP / Money Supply = Velocity of Money

Py / M = V

6 / 1.2 = V

V = 5

20. 

Since the equation for real money demanded = M/P = (1 / V) Y, 

the nominal demand for money = M = ( 1 / V ) Py. 

Therefore, the reason the nominal demand for money doubled but the real money demanded stayed constant must have been due to the large increase in P (it would double).
For Example: 5000 = 10000 / 2 = ( 1 / 40 ) 200,000

AND: 10000 = ( 1 / 40 ) 200000 * 2

30. 

A. 

Real Money Balance Md = 1000 + .25(2000) – 1000(.10) -> $1400

Nominal Money Balance Md = 1000 + .25(2000) – 1000(.10) * 100 -> $140,000

Velocity = PY / M = (100 * 2000) / 140000 = 1.4285
B.

INTEREST RATE

Velocity = 1000 + .25y – 1000i = Y / V

Interest Rate Increase or decrease would have a direct effect on Velocity, so V would have to increase. 

REAL INCOME

An increase in real income would increase V, but less than proportionally:

Increase Y by 20. 

Velocity = PY / M = (100 * 2020) / 140000 = 1.44

An increase in Y by 20 resulted in an increase of V by .02

