
Economics 314 Spring 2014 
Daily Question #24 April 14 
 

1. Why can’t models of menu costs predict “inflation inertia”? If the only cost of adjustment is 

traditional menu costs, what should happen if the rate of monetary growth drops suddenly from a 

positive value to zero? Why? 

2. What kinds of adjustment costs could lead firms to keep a steady rate of inflation rather than a 

steady price level? 
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