
Pierce-The American College of Greece Model United Nations | 2023 

ACGMUN Study Guide|Page 1 of 13 

 

Committee: Economic and Financial Committee (GA2) 

Issue: Implementing measures to address the inflation of currencies in the More 

Economically Developed Countries (MEDCs) 

Position: Co-Chair 

 

TOPIC INTRODUCTION  

Inflation of currencies is a phenomenon where the value of a currency 

decreases over time due to an increase in the supply of money in circulation in the 

economy. Inflation is typically measured by the change in the price level of goods and 

services over time. When the general price level increases, the purchasing power of 

the currency decreases, which means that it can buy fewer goods and services. 

Inflation can occur for a variety of reasons, including an increase in the money 

supply, a decrease in the supply of goods and services, or an increase in demand for 

goods and services. When there is too much money in circulation in the economy, it 

can lead to a situation where people have more money than there are goods and 

services available, leading to an increase in prices. 

One of the main causes of inflation is the expansion of the money supply. 

When central banks print more money or increase the supply of credit in the economy, 

it can lead to an increase in the money supply. This, in turn, can lead to an increase in 

the demand for goods and services, leading to higher prices. 

Inflation is a term used to describe the sustained increase in the general price 

level of goods and services in an economy over time. Inflation occurs when there is an 

increase in the supply of money in circulation in the economy, which can lead to a 

decrease in the purchasing power of the currency. In more economically developed 

countries, inflation is a common phenomenon that needs to be addressed within the 

context of the United Nations.  

More economically developed countries generally have more stable 

economies, which means that inflation tends to be lower compared to less developed 

countries. However, developed countries are not immune to inflation, and it can still 

occur due to a variety of factors. One of the main drivers of inflation in developed 

countries is an increase in the money supply, which can occur due to factors such as 

expansionary monetary policy, fiscal stimulus, or an increase in borrowing. 
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DEFINITION OF KEY TERMS  

Monetary Policy 

The process by which a central bank, such as the Federal Reserve or the 

European Central Bank, manages the supply and demand of money in an economy in 

order to achieve its policy goals, such as low inflation, low unemployment, and stable 

financial markets. Monetary policy can be used as a tool to address inflation by 

adjusting interest rates or the money supply in the economy. 

Fiscal Stimulus 

Government spending or tax cuts aimed at boosting economic growth and 

demand. Fiscal stimulus can be used as a measure to address deflation or low demand 

in an economy, but it may also contribute to inflation if it increases the money supply 

or demand for goods and services faster than the economy's ability to produce them. 

Interest Rates 

The percentage at which a lender charges a borrower for the use of money. 

Central banks can influence interest rates by setting their own lending rates to 

commercial banks. Adjusting interest rates is a common tool used by central banks to 

influence the economy. Raising interest rates can help curb inflation by making 

borrowing more expensive and slowing down the demand for goods and services, 

while lowering interest rates can stimulate demand and potentially lead to inflation. 

Exchange Rates 

The price at which one currency can be exchanged for another. Changes in 

exchange rates can affect the relative prices of goods and services in different 

countries and can contribute to inflation or deflation in an economy. For example, if 

the value of a country's currency decreases, imported goods may become more 

expensive, leading to higher prices and potentially contributing to inflation. 

Quantitative Easing 

 A monetary policy tool used by central banks to increase the money supply and 

stimulate economic growth by buying securities, such as government bonds, from 

banks. Quantitative easing can help address deflation or low demand by increasing 

the money supply and lowering interest rates, but it may also contribute to inflation if 

it leads to an excess of money in the economy relative to the supply of goods and 

services. 
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Capital Controls 

Measures taken by a government to regulate the flow of capital in and out of 

a country. Capital controls can be used as a measure to address inflation by limiting 

the amount of foreign currency that can be brought into the country, which can 

reduce demand for domestic currency and help stabilize exchange rates. However, 

capital controls can also have negative effects on economic growth and trade. 

Currency Intervention 

Actions taken by a central bank to influence the exchange rate of its own 

currency. Currency intervention can be used as a measure to address inflation by 

buying or selling the country's own currency in the foreign exchange market in order 

to stabilize its value. However, currency intervention can also have unintended 

consequences and may not always be effective in achieving its desired effects. 

Inflation Targeting 

 A monetary policy framework in which a central bank sets an explicit target for 

the rate of inflation and uses a variety of tools, such as adjusting interest rates, to 

achieve that target. Inflation targeting can help anchor expectations for inflation and 

provide a framework for monetary policy decisions, but it may also be challenging to 

implement in practice and may not be suitable for all countries. 

Austerity Measures 

 Policies implemented to reduce government spending, often in response to 

high debt levels or budget deficits. Austerity measures can be used as a measure to 

address inflation by reducing the money supply and demand in the economy, but they 

can also have negative effects on economic growth and social welfare. 

Structural Reforms  

Changes to the institutional, regulatory, and economic framework of an 

economy aimed at increasing efficiency, competitiveness, and growth. Structural 

reforms can address inflation by improving the supply side of the economy, such as by 

increasing productivity and competitiveness, which can help increase the economy's 

ability to produce goods and services and reduce the upward pressure on prices. 

However, structural reforms can also be politically and socially challenging to 

implement and may not always have the desired effects. 

Inflation  

A sustained increase in the general price level of goods and services in an 

economy over a period of time. Inflation can be caused by a variety of factors, 

including an increase in the money supply, demand-pull, and cost-push factors. It can 
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have negative effects on the economy, such as reducing purchasing power and 

eroding the value of savings. 

MEDCs  

More Economically Developed Countries, also known as developed countries 

or industrialized countries. These are countries with a high level of economic 

development, as measured by indicators such as GDP per capita, industrialization, and 

technological advancement. MEDCs are typically characterized by high levels of 

economic growth, low levels of poverty and unemployment, and a high standard of 

living. They may be more likely to experience inflation due to their high levels of 

economic activity and demand for goods and services. 

Currency 

 A system of money in the form of coins and paper notes used as a medium of 

exchange for goods and services. Inflation can affect the value of a currency by 

reducing its purchasing power. For example, if the general price level of goods and 

services in an economy increases faster than the value of the currency, the currency 

will be worth less in terms of its ability to buy goods and services. 

Deflation  

A sustained decrease in the general price level of goods and services in an 

economy over a period of time.Deflation can be caused by a variety of factors, such as 

a decrease in the money supply or demand, or an increase in the supply of goods and 

services relative to demand. It can have negative effects on the economy, such as 

reducing spending and investment and leading to debt deflation. 

BACKGROUND INFORMATION  

The history of Currencies 

 Although it is widely considered that currency is a piece of paper or is a number 

stored on an everyday credit card, in reality currency is something that is recognized 

by two parties for an exchange which is logically subject to supply and demand law. 

The supply and demand law states that, all other things being equal, the higher the 

price of a good, the less people will demand that good.  
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Essential money mechanics 

 Before the invention of money as a medium of exchange we used other 

mediums, such as, but not limited to: cattle, grains, labor, and etc. These ancient 

mediums experienced inflation in the same way as we experience it now. For example 

imagine you are a miner and for 5 years you have been mining a newly discovered 

mine, meaning you have a very high yield from the mine. To sell all the ore you have 

you lower the price of the ore, a devaluation of medium happens, now to barter you 

need to offer more ore for the same product. Inflation has happened. After these 5 

successful years you can not find an equally good mine and your production is cut. 

Now for a short period of time you need to sell your diminished supply for a lower 

price till the lack of supply causes you to up the prices. Deflation has happened.  

Let's shift our focus to another factor in inflation, the amount of medium in 

existence, and is it a consumable. Presume we have a system where initially we have 

10000 tokens, and with these tokens we can purchase 10 toys, 1000 each. The clerk 

selling the toys is trying to maximize his profits and he knows the amount of tokens 

that exist. You receive a gift and there are 5000 tokens, the supply of tokens has 

increased by 5000, but the demand has not changed (the toys). Now the clerk, seeing 

there are more tokens, will increase the price of one toy by 500; the new price of a toy 

is 1500. Your friend coming from another arcade comes with his 10000 tokens and 

now because of inflation he can only purchase 6 toys, whereas with the initial price of 

the toy he could buy 10. There is a negative correlation index that can be observed 

between the two mediums, where one increases and the other decreases in value.  

Modern day currencies such as the Dollar, Yen, Euro, and more are not 

consumable, meaning in normal situations governments will not be removing currency 

from the economy, thus we need to look at the years that are considered to be 

economically stable as years with low inflation, but inflation will be present.   

 

Financial Crises And Recession  

The 1929 financial crisis 

The 1929 financial crisis occurred in the United States of America. The 

roaring 1920s that were before the financial crisis were a time of easy money 

and big spending. There was an ideology, where the financial market would 

continue to grow for ever, this is ofcourse not possible. With increasing distrust 

in WallStreet many traders started to sell off their stock, causing the supply to 

explode in amount and the unmatched demand caused prices to start 

plummeting, causing more selling. The years following the financial crisis many 

banks suffered and crashed. The Federal Reserve did not have the needed 
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policies to stop the bleeding out economy. Many people were fired and the 

unemployment rate jumped to 24.7%  in 1933 diminishing the supply of labor 

and further propagating the downward spiral of the financial crisis.  

The 2008 housing crisis and the subsequent world financial crisis 

The 2008 housing crisis and the subsequent world financial crisis were 

largely caused by the overproduction of housing and easy access to mortgage 

loans. With increased supply and lower demand, housing prices began to drop, 

leading to a decline in the value of mortgage-backed securities. This resulted 

in a credit crisis as banks holding these securities faced losses, leading to a 

decline in trust in the financial market and a decrease in lending. As a result, 

many banks went bankrupt and the stock market suffered major losses. 

Inflation also played a role in the 2008 financial crisis. In an effort to 

stimulate the economy, the Federal Reserve reduced interest rates, causing an 

increase in the money supply and a decrease in the value of the dollar. This led 

to an increase in inflation, further eroding the value of people's savings and 

making it more difficult for them to pay their bills. The decline in the value of 

the dollar also made it more expensive for countries to repay their foreign 

debts, contributing to the global nature of the crisis. The interplay between 

the housing market, inflation, and the financial market highlights the 

importance of considering both supply and demand in economic policy. 

The 2008 financial crisis had far-reaching impacts on the world's 

economies. One of the consequences of the crisis was inflation. With the crisis, 

central banks around the world, including the US Federal Reserve, pumped 

large amounts of money into the economy to help stabilize it. This led to an 

increase in the money supply and hence, inflation. In addition to the monetary 

measures, low-interest rates also fueled inflation by encouraging borrowing 

and spending. The inflationary pressures were also fueled by supply chain 

disruptions caused by the crisis and increased demand for goods and services 

as the economy started to recover. The rise in inflation impacted the cost of 

living, causing an increase in the price of essential goods such as food, housing, 

and healthcare. The inflationary pressures also created uncertainty and 

impacted investment decisions, further exacerbating the economic impact of 

the 2008 financial crisis. 
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 The 2010 Eurozone crisis  

The Eurozone crisis of 2010, also known as the European Debt Crisis, 

was a severe financial setback that impacted numerous countries within the 

eurozone. The root cause of the crisis was a combination of fiscal 

mismanagement, inadequate regulation, and reckless lending practices by 

banks. The 2008 global financial crisis served as the trigger, but the debt 

accumulation had already been brewing for a considerable period. 

The crisis unfolded in several phases, including the devastating collapse 

of Greece's economy, the bailout of Ireland, and the requirement for 

substantial financial support in countries such as Portugal, Spain, and Italy. The 

European Central Bank (ECB) and the International Monetary Fund (IMF) 

stepped in to offer assistance to the affected countries, but this support came 

with stringent conditions, such as demands for austerity measures and 

structural reforms. These reforms aimed to restore fiscal balance, lower debt 

levels, reduce government spending, and decrease the money supply. 

The Eurozone crisis had far-reaching consequences, causing 

widespread economic difficulties, high unemployment rates, and a surge in 

inflation across several countries. The austerity measures and reforms 

imposed by the ECB and IMF were viewed by many as contributing factors to 

the rise in inflation. These measures reduced the amount of money in 

circulation, raised taxes, and cut back on government spending, leading to a 

decline in demand and decreased consumer purchasing power. The result was 

a rise in prices and a vicious cycle of inflation and economic hardship. The cycle 

was further compounded by the need for many countries to increase their 

borrowing in order to finance the bailout packages, resulting in even higher 

levels of debt and greater economic instability. 

The 2021 financial crisis  

The financial crisis of 2021 was a global economic event that was 

caused by a combination of factors, including the COVID-19 pandemic, a rapid 

decline in oil prices, and a sharp increase in government debt, thus decreasing 

consumer spending. The pandemic, which originated in China, quickly spread 

around the world, leading to widespread lockdowns and business closures. 

This resulted in a sharp decline in global economic activity and a decline in oil 

prices, which had a ripple effect across many economies. 

In response to the crisis, governments and central banks around the 

world took swift action, providing monetary and fiscal stimulus to support 

households, businesses, and financial markets. This included measures such as 
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cash transfers to households, loans to small businesses, and asset purchases 

by central banks. These measures were intended to mitigate the economic 

damage caused by the pandemic, but they also had the effect of increasing the 

money supply, leading to a rise in inflation. 

The rise in inflation was caused by a combination of supply chain 

disruptions, the rapid increase in the money supply, and the reduction in the 

availability of goods and services. The supply chain disruptions caused a 

reduction in the availability of certain goods, leading to price increases, while 

the increase in the money supply created additional demand for goods and 

services, which further pushed up prices. In addition, the reduction in the 

availability of goods and services due to social distancing measures also 

reduced consumer spending, further contributing to the rise in inflation. These 

factors combined to create a vicious cycle of inflation and economic instability, 

with consumers facing rising prices and declining purchasing power. 

 

The Creation of a Currency and Subsequent Inflation that Happens  

The creation of a currency often leads to subsequent inflation, which is a 

natural result of the growth of an economy. For example, the creation of the US dollar 

in the late 18th century was initially backed by the gold standard, a system where each 

dollar in circulation was backed by a fixed amount of gold. However, as the US 

economy grew and the population increased, the supply of paper dollars was not 

enough to meet the growing demand. This caused prices to rise, leading to inflation. 

Deflation, or a decrease in the general price level of goods and services, can 

also occur when the supply of a currency increases. For instance, when more gold was 

discovered and became available, the value of the dollar increased, causing a 

deflationary effect. 

Before the implementation of the Bretton Woods gold standard in 1944, 

inflation was a slow and natural process that occurred in conjunction with deflation. 

The gold standard ensured that the value of the currency remained stable, but once 

the link between gold and currency was broken, it became much easier for central 

banks to print money and stimulate the economy, leading to rapid inflation. This 

highlights the importance of managing the supply of a currency and controlling the 

inflation rate in order to maintain the stability of an economy. 

In the 1930s, during the Great Depression, the U.S. government implemented 

new gold policies that limited the amount of gold that could be held by individuals and 

increased the amount of gold held by the government. This policy aimed to reduce the 

amount of gold in circulation and limit the amount of money that could be created, in 
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order to reduce the inflation that was prevalent at the time. This policy was successful 

in reducing inflation, but also led to a reduction in the money supply, which had a 

negative impact on economic growth and contributed to the Great Depression.  

The gold standard system was officially cut by the United States in 1971, this 

move was made in order to support the growing U.S. economy and to increase the 

supply of dollars in circulation. The cut of the gold standard led to an increase in the 

money supply, as the U.S. could print dollars without the need for a corresponding 

amount of gold. This increase in money supply caused a rise in inflation, as the extra 

dollars in circulation reduced the value of each individual dollar . 

The Russia-Ukrainian War 

The Russo-Ukrainian War, which began in 2014, had a significant impact on the 

inflation of currencies in both Ukraine and Russia. The conflict, which started with the 

annexation of Crimea by Russia and the subsequent conflict in Eastern Ukraine, had 

far-reaching economic consequences that affected both countries. 

In Ukraine, the war led to a sharp increase in inflation as the government 

struggled to finance the military conflict and maintain basic services. The Ukrainian 

hryvnia, the national currency, lost a significant amount of value due to the conflict, 

and inflation reached a peak of 60.9% in 2015. This led to a decrease in consumer 

confidence, lower spending, and a decline in economic growth. 

The war also had a significant impact on the Russian economy. The Russian 

ruble lost value due to Western sanctions and the decline in oil prices, which were 

further compounded by the economic costs of the conflict. While the Russian central 

bank raised interest rates to try to stabilize the ruble, inflation still increased, reaching 

a peak of 15.8% in 2015. 

The impact of the conflict on inflation was compounded by the economic 

sanctions imposed by Western countries on Russia. These sanctions targeted key 

sectors of the Russian economy, including energy, finance, and defense, and made it 

more difficult for Russian companies to do business with Western companies. This, in 

turn, led to a decrease in foreign investment and a decrease in economic growth. The 

conflict also led to a decline in international trade between Ukraine and Russia, which 

further compounded the economic impact of the conflict. Both countries were 

significant trading partners before the conflict, and the disruption to trade led to a 

decline in economic activity and further inflationary pressures. 
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MAJOR COUNTRIES AND ORGANIZATIONS INVOLVED  

Country/Organization  

The name of the country or organization must follow the already mentioned (sub-

heading) format. In the case of an organization please write its full name. You can 

include its abbreviation, if it has one, in a parenthesis next to the full name and you 

can use its abbreviation when referring to it in the text.  

Country/Organization  

Please list all the countries involved first and then list the organizations. We suggest 

that you balance MEDCs, LEDCs and Organizations (when it comes to number).  

 

POSSIBLE SOLUTIONS  

Implementation of monetary policy in Member States 

Monetary policy is a powerful tool that central banks use to manage inflation and 

stabilize the economy. It involves adjusting the money supply and interest rates to influence 

borrowing and spending behavior in the economy. In general, central banks use monetary 

policy to combat inflation by reducing the amount of money in circulation and raising interest 

rates. 

The primary tool used by central banks to implement monetary policy is the control 

of the money supply. This is done by adjusting the reserve requirement that banks must hold, 

the discount rate at which they can borrow from the central bank, and the purchase or sale 

of government securities in open market operations. By increasing the reserve requirement 

or raising the discount rate, the central bank reduces the amount of money that banks have 

available to lend. This, in turn, reduces the overall money supply and helps to combat inflation. 

Another key tool used by central banks is the manipulation of interest rates. By raising 

interest rates, the central bank can make borrowing more expensive, which reduces consumer 

and business spending. This helps to reduce demand in the economy, which can help to reduce 

inflationary pressures. Alternatively, by lowering interest rates, the central bank can stimulate 

borrowing and spending, which can help to boost economic growth. 

Central banks can also use forward guidance to influence expectations and help 

manage inflation. Forward guidance involves communicating to the public about the expected 

direction of monetary policy in the future. By providing clear guidance on future policy 

direction, the central bank can help to shape expectations and influence behavior in the 

economy. This can be particularly effective in combating inflation expectations, which can 

become self-fulfilling if not addressed. 
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Implementation of fiscal policy in Member States 

Fiscal policy is another tool that can be used to combat inflation. Fiscal policy refers 

to the government's use of taxation and spending to influence economic activity. In general, 

fiscal policy can be used to combat inflation by reducing demand in the economy and lowering 

the money supply. 

One way that fiscal policy can combat inflation is by reducing government spending. 

When the government spends less, there is less money in circulation, which can help to reduce 

inflationary pressures. Additionally, by reducing government spending, the government can 

reduce demand in the economy, which can also help to reduce inflation. 

Another way that fiscal policy can combat inflation is through taxation. By raising 

taxes, the government can reduce the amount of money that people have to spend. This can 

help to reduce demand in the economy and reduce inflationary pressures. However, it is 

important to note that this approach can also have negative consequences for economic 

growth if it reduces spending and investment. 

Fiscal policy can also be used to combat inflation through government borrowing. 

When the government borrows money, it reduces the amount of money available for private 

borrowing and spending. This can help to reduce demand in the economy and reduce 

inflationary pressures. However, it is important to note that excessive government borrowing 

can also have negative consequences for the economy in the long run. 

Another approach to using fiscal policy to combat inflation is through supply-side 

policies. Supply-side policies aim to increase the supply of goods and services in the economy, 

which can help to reduce inflationary pressures. Examples of supply-side policies include 

investing in infrastructure, reducing barriers to entry for businesses, and reducing the cost of 

production through tax incentives. 

Implementation of Exchange Rate Policies  

Exchange rate policy is another tool that can be used to combat inflation. Exchange 

rate policy refers to the government's management of its currency's value in relation to other 

currencies. In general, exchange rate policy can be used to combat inflation by affecting the 

price of imports and exports. 

One way that exchange rate policy can combat inflation is by allowing the currency to 

appreciate. When a currency appreciates, imports become cheaper and exports become more 

expensive. This can help to reduce demand for imports and increase demand for exports, 

which can help to reduce inflationary pressures. 

Another way that exchange rate policy can combat inflation is by implementing a fixed 

exchange rate system. Under a fixed exchange rate system, the government pegs its currency 

to another currency, such as the US dollar or the euro. This can help to stabilize the value of 

the currency and reduce inflationary pressures. However, it is important to note that 

maintaining a fixed exchange rate can also have negative consequences for economic growth 

and can limit the government's ability to implement other policies to combat inflation. 



Pierce-The American College of Greece Model United Nations | 2023 

ACGMUN Study Guide|Page 12 of 13 

 

Exchange rate policy can also be used to combat inflation through capital controls. 

Capital controls refer to policies that restrict the flow of capital in and out of a country. By 

limiting the amount of capital that can enter the country, the government can reduce demand 

for imports and reduce inflationary pressures. 

Finally, exchange rate policy can be used to combat inflation by managing 

expectations. When people expect inflation to increase, they may demand higher wages and 

prices, which can contribute to a self-fulfilling prophecy of inflation. By communicating a 

commitment to controlling inflation through exchange rate policy, the government can help 

to manage expectations and reduce the risk of inflation. 
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