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After the Revolution

The new president want to please the 
people

The central bank does what the 
president wants

Lets create a new currency and give 
lots of money to the people



How?
President gives 
Central Bank an 

IOU
Central Bank 

creates money to 
value of IOU

President gives 
new money to the 

people



In Economic Speak
President gives 
Central Bank an 

IOU

Central Bank 
creates money to 

value of IOU

President gives 
new money to the 

people

Government issues Bonds - a 
promise to pay back the total 

amount at a specified date and 
pay interest each year.

Creating new money is called 
Quantitative Easing

Governments “give” money by 
payments such as the dole or 

by providing services.



Pleasing the People

The president knows he will have to 
face elections soon, so he keeps on 
printing money to give to the people.

So?



Prices

The price of anything is determined by 
how much people are prepared to pay.

If people have lots of money they will 
pay more.



Inflation

As more and more money is printed, 
prices go up because people can pay 
more.

So?



Savers and Spenders
If you spend money as soon as you get it, as 
long as your wages go up at the same rate as 
prices you don’t care.

If you borrowed money, with your wages rising 
paying off the loan costs an smaller part of 
your income.  You like inflation!

If you are a saver, the amount you saved buys 
less and less.  You hate inflation!



Curbing Inflation

Facing an election and some angry 
savers who have seen the value of their 
savings disappear, the president 
introduces a tax of 10% on all profits.

Electors hate taxes so he loses.



Taxes create a circuit

The new government finds that just 
printing money is not going to work, 
so they introduce the same tax, but 
give it a different name.



Trading with the 
Outside World

Until now we have only bought and 
sold what we produce.

Tired of a diet of spuds, a foreigner 
offers to sell us Cake.

But they want to be paid in Euros.



Exports and Imports
In order to buy the cake, we are going 
to have to sell something to the 
foreigners that they want.

Fortunately, they are short of Books 
and we have plenty, so we sell them 
Books and they sell us Cake.

Our Trade is balanced.



Lets have more Cake...
To make a significant investment in our 
Book production in our country, we 
borrow from the international markets.   
They don’t trust our new economy so the 
interest rate is high, and we have to pay 
them in Euros.

All will be well if we can export lots of 
books and earn the Euros to pay them 
back. 



Becoming an Export 
Economy

We encourage businesses who will earn 
Euros to pay for our Cake addiction.

As other countries go into book 
production we have to reduce our costs.

We outsource book binding to India and 
Paper production to China and Writing 
books to Brazil.

We just market the books.



It will be grand...

As long as there is a world demand for 
our books all will be well, but what 
if....


