Questions to Lecture 9 – Monetary policy
1. Explain the motives for demand for money balances. For each motive, give an example of everyday behavior.

2. Explain the relationship between the demand for money balances and interest rate: is the relationship negative or positive, and why?

3. Explain the relationship between the demand for money balances and income: is the relationship negative or positive, and why? Draw a picture depicting the demand curve for money balances at two different levels of income.

4. What are the three channels through which can CB change the money supply? Which is the most common channel?

5. On the real world examples explain, how the changes in the nominal interest rates affect the real variables – investment spending, consumer spending and government spending.

6. In the Keynesian theory, what is the mechanism of the effect of monetary stimulus on the aggregate demand?

7. In the Keynesian theory, what is the mechanism of the effect of monetary restraint on the aggregate demand?
8. Explain the problem of short v. long term interest rates in the context of efficiency of monetary stimulus.

9. Explain the problem of reluctant lenders in the context of efficiency of monetary stimulus. Why may the banks be unwilling to make new loans? Give a real life example (e.g. from the current crisis).
10. Explain the problem of the liquidity trap in the context of efficiency of monetary stimulus.

11. What would be the appropriate fiscal policy in the case of liquidity trap? On the graphs of goods market and money market show how this fiscal policy would solve the problem of liquidity trap and stimulate the economy.

12. Explain the problem of inelastic investment demand in the context of efficiency of monetary stimulus.

13. What is the cause of the time lag of monetary policy?

14. What is the cause of time lag of fiscal policy? Is it longer or shorter than in the case of monetary policy?

15. What are the constraints of efficiency of monetary restraint? Are they considered to be serious?

16. What is the conclusion of Keynesians with regards to the efficiency of monetary policy and what are their supporting arguments?

17. Compare the views of Keynesians and Monetarists on the optimal monetary policy to fight inflation. What is the recommendation of Keynesians and why? What is the recommendation of Monetarists and why?

18. From the monetarist perspective, can monetary policy affect output? What is, in their opinion, the outcome of the monetary stimulus with respect to interest rates?
19. Why do monetarists believe that real interest rates are stable (connect this to the assumption of natural level of output).

20. Describe he different channels how monetary policy can affect the content (composition) of GDP.

21. Compare the views of Keynesians and Monetarists on the efficiency of fiscal policy. How does the fiscal policy (in Keynesian opinion) affect the velocity of money exchange?

22. In the empirical data, do we observe stable of varying velocity?

23. What is inflation targeting? What is the current inflation target of the Czech Republic (check with he website whether the information from the lecture is right). What is the monetary policy pursued by the central bank of your country?
