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Money illusion

The tendency to think of money in nominal terms
rather than real terms

Wages - 1%

Inflation -2%
Real wages = +1%

Money Supply
All the money In the

economy

y

services in an economy

Inflation +7%

Real wages = - 2% eg

Currency printing —>Banks

kQuantity theory of money

When Money SupplyT keeping other factors constant (Velocity of
circulation/transactions) — Price level of goods*

purchasing power of
money decreases
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Current Account
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- Transfer payments
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« Remittances

India is top receiver of

« Long-term investment
eg: Walmart acquired
mgjority stakes of

Foreign Portfolio Investments
« Short-term investments
« Also called as Hot Money
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