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Pdfurhfrqrplfv lv prylqj wrzdug d Qhz Qhrfodvvlfdo V|qwkhvlv/ zklfk
olnh wkh v|qwkhvlv ri wkh 4<93v phogv Fodvvlfdo zlwk Nh|qhvldq lghdv1 Wklv
sdshu ghvfulehv wkh nh| ihdwxuhv ri wkh qhz v|qwkhvlv dqg lwv lpsolfdwlrqv
iru wkh uroh ri prqhwdu| srolf|1 Zh �qg wkdw wkh Qhz Qhrfodvvlfdo V|qwkhvlv
udwlrqdol}hv dq dfwlylvw prqhwdu| srolf| zklfk lv d vlpsoh v|vwhp ri lq�dwlrq
wdujhwv1 Xqghu wklv _qhxwudo% prqhwdu| srolf|/ uhdo txdqwlwlhv hyroyh dv
vxjjhvwhg lq wkh olwhudwxuh rq uhdo exvlqhvv f|fohv1 Jrlqj eh|rqg eurdg
sulqflsohv/ zh xvh wkh qhz v|qwkhvlv wr dgguhvv vhyhudo rshudwlrqdo dvshfwv
ri lq�dwlrq wdujhwlqj1 Wkhvh lqfoxgh lwv sudfwlfdolw|/ wkh uhvsrqvh wr rlo
vkrfnv/ wkh fkrlfh ri sulfh lqgh{/ wkh ghvljq ri d pdqgdwh/ dqg wkh wdfwlfv
ri lqwhuhvw udwh srolf|1

�Jrrgiulhqg lv Vhqlru Ylfh Suhvlghqw dqg Gluhfwru ri Uhvhdufk dw wkh Ihghudo Uhvhuyh Edqn
ri Ulfkprqg/ dqg Surihvvru ri Hfrqrplfv dw wkh Xqlyhuvlw| ri Ylujlqld1 Nlqj lv Surihvvru ri
Hfrqrplfv dw wkh Xqlyhuvlw| ri Ylujlqld/ dq QEHU uhvhdufk dvvrfldwh/ dqg d frqvxowdqw wr wkh
IUE Ulfkprqg1 Wkh sdshu zdv suhsduhg iru wkh 4<<: QEHU Pdfurhfrqrplfv Dqqxdo1 Lw
ehqh�wwhg iurp suhvhqwdwlrqv dw wkh Edqn ri Hqjodqg dqg wkh zrunvkrs rq _Prqhwdu| Srolf|/
Sulfh Vwdelolw|/ dqg wkh Vwuxfwxuh ri Jrrgv dqg Oderu Pdunhwv% vsrqvruhg e| wkh Edqn ri Lwdo|/
Fhqwur Sdror Ed�/ dqg LJLHU1 Wkh dxwkruv dfnqrzohgjh khosixo frpphqwv iurp E1 Ehuqdqnh/
R1 Eodqfkdug/ F1 Jrrgkduw/ P1 Grwvh|/ E1 Khw}ho/ E1 PfFdooxp/ H1 PfJudwwdq/ H1 Qhovrq/ M1
Urwhpehuj/ N1 Zhvw/ dqg D1Zropdq1 Wkh rslqlrqv duh vroho| wkrvh ri wkh dxwkruv dqg gr qrw
qhfhvvdulo| uhsuhvhqw wkrvh ri wkh Ihghudo Uhvhuyh V|vwhp1



�� W?|hL_�U|�L?

W| �t UL44L? uLh 4@UhLiUL?L4�Ut |L Mi TLh|h@)i_ @t @ �i*_ �? �?|i**iU|�@* _�t@h�
h@)c ��|� 4@�Lh @?_ Tiht�t|i?| _�t@}hii4i?|t @ML�| 4i|�L_L*L}) @?_ t�Mt|@?Ui
Mi|�ii? UL4Ti|�?} U@4Tt Lu hiti@hU�iht� �?i uhi^�i?|*) _�tU�tti_ 4i@t�hi Lu
_�t@hh@) �t |�i _�t|@?Ui Mi|�ii? |�i �i �M*i Th�Ui 4L_i*t Lu |�i ?i� U*@tt�U@*
4@UhLiUL?L4�Ut @?_ hi@*�M�t�?itt�U)U*i E+��� @?@*)t�tc �? ���U� 4L?i|@h) TL*�
�U) �t itti?|�@**) �?�4TLh|@?| uLh hi@* @U|���|)c @?_ |�i t|�U!)�Th�Ui 4L_i*t Lu |�i
�i� ki)?it�@? iUL?L4�Utc �? ���U� 4L?i|@h) TL*�U) �t ��i�i_ @t Ui?|h@* |L |�i
i�L*�|�L? Lu hi@* @U|���|)� 6Lh TL*�U)4@!iht @?_ |�i iUL?L4�t|t |�@| @_��ti |�i4c
|��t TihUi��i_ �?|i**iU|�@* _�t@hh@) 4@!it �| _��U�*| |L i4T*L) hiUi?| @?_ L?}L�?}
_i�i*LT4i?|t �? 4@UhLiUL?L4�Ut�

A�i �?|i**iU|�@* U�hhi?|t Lu |�i *@t| |i? )i@ht @hic �L�i�ihc t�M�iU| |L @ �ih)
_�gihi?| �?|ihThi|@|�L?G 4@UhLiUL?L4�Ut �t 4L��?} |L�@h_ @ �i� �iLU*@tt�U@*
5)?|�it�t� W? |�i �bSftc |�i Lh�}�?@* t)?|�it�t �?�L*�i_ @ UL44�|4i?| |L |�hiiQ
tL4i|�4it UL?��U|�?}QTh�?U�T*itG @ _it�hi |L ThL��_i Th@U|�U@* 4@UhLiUL?L4�Ut
TL*�U) @_��Uic @ Mi*�iu |�@| t�Lh|�h�? Th�Ui t|�U!�?itt �@t @| |�i hLL| Lu iUL?L4�U
��U|�@|�L?tc @?_ @ UL44�|4i?| |L 4L_i*�?} 4@UhLiUL?L4�U Mi�@��Lh �t�?} |�i
t@4i LT|�4�3@|�L? @TThL@U� UL44L?*) i4T*L)i_ �? 4�UhLiUL?L4�Ut�

A�i �i� �iLU*@tt�U@* 5)?|�it�t �?�ih�|t |�i tT�h�| Lu |�i L*_c �? |�@| �| UL4�
M�?it ki)?it�@? @?_ U*@tt�U@* i*i4i?|t� �i|�L_L*L}�U@**)c |�i ?i� t)?|�it�t �?�
�L*�it |�i t)t|i4@|�U @TT*�U@|�L? Lu �?|ih|i4TLh@* LT|�4�3@|�L? @?_ h@|�L?@* i �
TiU|@|�L?t @t t|hitti_ M) +LMih| w�U@t� W? |�i t)?|�it�tc |�iti �_i@t @hi @TT*�i_
|L |�i Th�U�?} @?_ L�|T�| _iU�t�L?t @| |�i �i@h| Lu ki)?it�@? 4L_i*tc ?i� @?_
L*_c @t �i** @t |L |�i UL?t�4T|�L?c �?�it|4i?|c @?_ u@U|Lh t�TT*) _iU�t�L?t |�@|
@hi @| |�i �i@h| Lu U*@tt�U@* @?_ +�� 4L_i*t� �LhiL�ihc |�i ?i� t)?|�it�t @*tL
i4ML_�it |�i �?t�}�|t Lu 4L?i|@h�t|tc *�!i ��*|L? 6h�i_4@? @?_ k@h* �h�??ihc
hi}@h_�?} |�i |�iLh) @?_ Th@U|�Ui Lu 4L?i|@h) TL*�U)�

A��tc |�ihi @hi ?i� _)?@4�U 4�UhLiUL?L4�U uL�?_@|�L?t uLh 4@UhLiUL?L4�Ut�
A�iti UL44L? 4i|�L_L*L}�U@* �_i@t @hi �4T*i4i?|i_ �? 4L_i*t |�@| h@?}i uhL4
|�i �i �M*ic t4@** 4L_i*t Lu @U@_i4�U hiti@hU� |L |�i ?i� h@|�L?@*�i TiU|@|�L?t
TL*�U) 4L_i* Lu |�i 6i_ih@* +itih�i �L@h_� A�i �i� �iLU*@tt�U@* 5)?|�it�t E��5�
t�}}it|t @ ti| Lu 4@�Lh UL?U*�t�L?t @ML�| |�i hL*i Lu 4L?i|@h) TL*�U)� 6�ht|c ��5
4L_i*t t�}}it| |�@| 4L?i|@h) TL*�U) @U|�L?t U@? �@�i @? �4TLh|@?| igiU| L? hi@*
iUL?L4�U @U|���|)c Tiht�t|�?} L�ih ti�ih@* )i@ht |�4ic _�i |L }h@_�@* @_��t|4i?| Lu
�?_���_�@* Th�Uit @?_ |�i }i?ih@* Th�Ui *i�i*� 5iUL?_c i�i? �? ti||�?}t ��|� ULt|*)

2



Th�Ui @_��t|4i?|c |�i 4L_i*t t�}}it| *�||*i *L?}�h�? |h@_i�Lg Mi|�ii? �?�@|�L?
@?_ hi@* @U|���|)� A��h_c |�i 4L_i*t t�}}it| t�}?��U@?| }@�?t uhL4 i*�4�?@|�?}
�?�@|�L?c ���U� t|i4 uhL4 �?Uhi@ti_ |h@?t@U|�L?t i�U�i?U) @?_ hi_�Ui_ hi*@|��i
Th�Ui _�t|Lh|�L?t� 6L�h|�c |�i 4L_i*t �4T*) |�@| Uhi_�M�*�|) T*@)t @? �4TLh|@?| hL*i
�? �?_iht|@?_�?} |�i igiU|t Lu 4L?i|@h) TL*�U)� A�iti uL�h �_i@t @hi UL?t�t|i?|
��|� |�i T�M*�U t|@|i4i?|t Lu Ui?|h@* M@?!iht uhL4 @ ��_i h@?}i Lu UL�?|h�it�

W? @__�|�L? |L |�i }i?ih@* TL�?|tc ��5 4L_i*t @**L� |�i @?@*)t�t Lu @*|ih?@|��i
4L?i|@h) TL*�U) h�*it ��|��? @ h@|�L?@*�i TiU|@|�L?t ti||�?}� W| �t �? |��t hL*i |�@|
|�i) U@? �?uLh4Qh@|�ih |�@? UL?�h4Q|�i Th�Lht Lu Ui?|h@* M@?!iht� A�i Uhi_��
M�*�|) Lu 4L?i|@h) TL*�U) @TTi@ht �?|��|��i*) |L hi^��hi @ t�4T*i @?_ |h@?tT@hi?|
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        Figure 1: Hours, Employment, and Utilization
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Figure 2: Inflation and Unemployment
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|��t uLh |�L hi@tL?t� 6�ht|c �| �t MhL@_*) UL?t�t|i?| ��|� LMtih�i_ 4@h!�Tt �? |�i
UL?t|h�U|�L? @?_ @�|L4LM�*i tih��Ui �?_�t|h�itc ��i�c 4@h!�Tt �? |�i h@?}i Lu .I
|L �DI �? UL?|h@U|t @?_ M�**t Lu t@*i� 5iUL?_c �| �t UL?t�t|i?| ��|� |�i _i|@�*i_
i4T�h�U@* t|�_�it Lu �@t� @?_ 6ih?@*_ E�bb.��

D��� #v���W� �+W�,�5,AAW�B ��#,w5

�L_i*t Lu Th�Ui _)?@4�Ut M@ti_ L? � i_ hi@* ULt|t Lu U�@?}�?} ?L4�?@* ULt|t �ihi
�ht| _i�i*LTi_ �? |�i i@h*) �b.ft� W? |�iti 4L_i*tc �h4t U�LLti |�i |�4�?} @?_
4@}?�|�_i Lu |�i�h Th�Ui @_��t|4i?|t �? hitTL?ti |L |�i t|@|i Lu |�i iUL?L4)c
�?U*�_�?} |�i @�ih@}i h@|i Lu �?�@|�L? @?_ |�i t|@}i Lu |�i M�t�?itt U)U*i� A��t
t|@|i�_iTi?_i?| @TThL@U� |L Th�U�?} �t @||h@U|��i uhL4 @ 4�UhLiUL?L4�U TihtTiU�
|��i MiU@�ti E�� �?_���_�@* �h4t @hi LMtih�i_ |L _�tUhi|i*) @_��t| |�i�h Th�Uit @|
�?uhi^�i?| �?|ih�@*t Lu @TT@hi?|*) t|LU�@t|�U *i?}|�c @?_ E2� �h4t @hi 4Lhi *�!i*)
|L @_��t| Th�Ui ��i? |�ihi @hi *@h}i t�LU!t |L |�i�h 4@h!i|t Lh t�t|@�?i_ �?�@�
|�L?� OL�i�ihc �| �@t ThL�i_ _��U�*| |L �?|hL_�Ui |��t uLh4 Lu Th�Ui @_��t|4i?|
�?|L UL4T*i|i 4@UhLiUL?L4�U 4L_i*t� �@T*�? @?_ wi@�) E�bb�� �?_�U@|i_ |�@| |�i
UL?ti^�i?Uit UL�*_ Mi 4@�Lhc M�| @*tL |�@| 4@?) t�4T*��U@|�L?t �ihi ?iUitt@h) |L

4<Xvlqj � @ %
+%�4, dv lq wkh wh{w deryh/ � @ 4=4 fruuhvsrqgv wr % @ 441

22



U�@h@U|ih�3i |�i �4TihuiU|*) UL4Ti|�|��i i^��*�Mh��4 ��|� ULt|*) Th�Ui @_��t|4i?|
�?U*�_�?} i |hi4i hit|h�U|�L?t L? |�i h�*it Lu |�i Ui?|h@* M@?!c L? |�i Mi�@��Lh
Lu UL?t�4ihtc @?_ |�i ?@|�hi Lu 4L?i) _i4@?_� A��tc ���*i t|@|i�_iTi?_i?|
Th�U�?} �t ?@|�h@*c i �t|�?} 4L_i*t �@�i Mii? �** t��|i_ uLh i4T�h�U@* @?@*)t�t Lh
i @4�?@|�L? Lu @*|ih?@|��i 4L?i|@h) TL*�U) h�*it� 6Lh |��t hi@tL?c |�i i4T�@t�t
�? �i� ki)?it�@? *�|ih@|�hi �@t Mii? L? |�4i�_iTi?_i?| Th�Ui @_��t|4i?| h�*it
���U� tTiU�u) |�@| �h4t �@�i i L}i?L�t LTTLh|�?�|�it uLh Th�Ui @_��t|4i?|�

D����� �? W?|ih|i4TLh@* �TThL@U� |L �h�Ui 5i||�?}

6L**L��?} �@*�L E�bH��c �i UL?t�_ih �L� @ h@|�L?@* �h4 �L�*_ ti*iU| �|t Th�Ui
|L_@) }��i? |�@| �| ��** �@�i |L !iiT �| � i_ uLh @? �?|ih�@* Lu t|LU�@t|�U *i?}|�� AL
LTih@|�L?@*�3i |��t �_i@c �i �ti ?L|@|�L? @?_ t|h�U|�hi uhL4 @ hiUi?| t|�_) Lu |�4i
@?_ t|@|i�_iTi?_i?| Th�U�?}�2f �t �? |�i �4TihuiU|�UL4Ti|�|�L? 4L_i* @ML�ic �i
U@? TLt�| @ *@h}i ?�4Mih Lu �h4tQ|iU�?�U@**) @ UL?|�?��4 Lu �h4tQ@?_ t�TTLti
|�@| @ uh@U|�L? /�| *@t| @_��t|i_ |�i�h Th�Ui � Tih�L_t @}Lc uLh � ' fc �c ���a � ��
�UULh_�?}*)c |�i _@|i�| UL?_�|�L?@* ThLM@M�*�|) Lu |�i ?i | @_��t|4i?| @| _@|i
| n � �t /�c|n�*/f|� `�i? |�i _i4@?_ i*@t|�U�|) �t @tt�4i_ UL?t|@?|c tL |�@|

+|E5� ' E�|E5�
�|

�30_| ��|� �| Mi�?} |�i TihuiU| Th�Ui �?_i @?_ _| @? @}}hi}@|i
_i4@?_ UL?t|h�U|c |�i? |�i LT|�4@* Th�Ui �t hit|h�U|i_ M)

� W| '
0

0� �

.|

Sa3�
�'f q

�E\|n�

\|
�/�c|n�E[|n��

0
|n�_|n��

.|

Sa3�
�'f q

�E\|n�

\|
�/�c|n�E� 0

|n�_|n��
� ED�b�

��ihi [|n� �t ?L4�?@* 4@h}�?@* ULt| @| | n � @?_ q� \|n�

\|
�t |�i _�tUL�?| u@U|Lh

uLh _@|i�| n � UL?|�?}i?| U@t� �L�t�2� A�i }i?ih@* Th�Ui @_��t|4i?| h�*i ED�b�

53Grwvh|/ Nlqj/ dqg Zropdq +4<<9,1 Wkh dssurdfk wkhuh lv d jhqhudol}dwlrq ri wkh Fdoyr*v
+4<;6, dssurdfk wr sulfh vhwwlqj1

54Dowkrxjk zh zloo irfxv rq wlph0ghshqghqw sulflqj lq rxu glvfxvvlrq ehorz/ wkhuh lv vrph uh0
fhqw zrun wkdw kdv vrxjkw wr pdnh wkh wlplqj ri sulfh dgmxvwphqw hqgrjhqrxv zlwklq d iudphzrun
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Figure 3: THE EFFECTS OF STEADY-STATE 
INFLATION
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