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The Rule of 72, Inflation, Recession and Depression
Name
Institution

a. If you bought a house for $150,000 and the annual inflation rate was 4%, how long would it take before the house, under good maintenance, would be worth $300,000?

72/4= 18. Using the rule of 72, 72 is divided by 4, which is the annual inflation rate. Therefore, it will take 18 years for the house to be worth $300,000.

b. If you bought a Picasso painting at last week's auction for $200,000 and the annual inflation rate is 10 percent, how long would it take to double your money?

72/10= 7.2. 72 is divided by 10, which is the annual inflation rate to get 7.2. Therefore, it will take approximately seven years for the money to double.

c. If you went to the car show and bought a 1965 Mustang in mint condition for $25,000 and the annual inflation rate was 8 percent, when would your investment double?

72/8 = 9. 72 is divided by the rate of inflation, which is 8. Therefore it would take nine years for the investment to double. 

d. If your grandmother gave you her wedding ring, it was appraised at $1,200, and the annual inflation rate was 6 percent, how many years would it be before it was worth $2,400?

72/6 = 12. 72 is divided by the inflation rate, which is 6. Therefore, it would take 12 years for the wedding ring to be worth $ 2,400, which is double the appraised value, $ 1,200.

e. If you bought an antique lamp for $3,000 and the inflation rate was 3 percent, how many years would it be before your investment doubled in value? 

72/3 = 24. 72 is divided by the inflation rate, which is 3. Therefore, it would take 24 years for the antique lamp to double to $ 6,000.

2. Reflect on how inflation, recession, and depression affect you? Your family? The general population? Explain your thoughts in a short paragraph (5-7 sentences).

Inflation reduces the purchasing power for me, my family, and the general population. The overall rise in prices of goods ensures that people, including my family and I, buy fewer products. Recession leads to a decline in the economic activities of a country (Gertler & Gilchrist, 2018). Recession leads to decreased demand for goods and services for the general population, my family and I. That is because of the decline in the economic activities, which leads to the standards of living decline. Depression is worse than a recession since it lasts for more than 18 months (Choonara, 2018). It affects the population, my family and I in that the purchasing power and the demand for goods and services decrease tremendously due to the weak performing economy. 

3. Who are the winners in times of high inflation? In times of recession? In times of depression? Provide specific examples to support your answer.

In times of inflation, the winners will include those persons with huge debts since it will be easier to pay back. They include debtors on fixed repayment plans, as well as land and physical assets owners (Bernanke et al., 2018). For example, businesses with outstanding debt may increase the prices of its products and use the increased cash to pay outstanding debts. Land and physical assets will rise in prices during inflation, and hence the owners will benefit. In times of recession and depression, the winners include the lenders. Recession and depression lead to a decline in economic activities, which leads to unemployment as well as an increase in the national debt (Gertler & Gilchrist, 2018). Lenders, therefore, loan more money at higher interest rates because more people lack a source of income. 

4. Who are the losers in times of high inflation? In times of recession? In times of depression? Provide specific examples to support your answer.

In times of inflation, the losers will include individuals who keep cash savings as well as workers with fixed wages. Savers will lose because a rise in the prices of goods will lead to a reduction in the value of money. For example, if a person had saved $10,000 and the cost of land at the time was $10,000, inflation will lead to an increase in the price of the land, which will make it impossible for the saver to purchase the land. Fixed-wage workers will lose in that the prices of goods will increase, but their wages will remain the same. Their purchasing power will thus reduce. In times of recession and depression, the losers include the general population. Recession and depression slow the economy, which leads to an increase in unemployment (Choonara, 2018). More people may lose their jobs in times of recession and depression.

5. What can be done to minimize the effects of difficult times due to high inflation, recession, and depression?

Interest rates can be increased to minimize the effects of difficult times due to increased inflation (Bernanke et al., 2018). Increasing the interest rates will lead to a decrease in the cumulative demand of an economy. The slower economic growth will then lead to lower rates of inflation. High-interest rates also reduce consumer spending because the borrowing costs will increase, and hence consumers will be discouraged from borrowing and spending. To minimize the effects of recession and depression, a government can spend more to ensure there is an investment injection into the circular flow. 
References
Bernanke, B. S., Laubach, T., Mishkin, F. S., & Posen, A. S. (2018). Inflation targeting: lessons from international experience. Princeton University Press.
Choonara, J. (2018). The political economy of a long depression. International Socialism, (158).
Gertler, M., & Gilchrist, S. (2018). What happened: Financial factors in the great recession. Journal of Economic Perspectives, 32(3), 3-30.
