Macro Economics 12 AP Chapters 26 to 29 Take-Home				April 29, 2020
Assume the following circumstances describe the economic state of the nation of Saintsland.  You may use notes, slides and the text in developing your answer.

Real Interest rate is 2.9%; inflation is at 4.5%; unemployment is at 3.2%; growth in real GDP is 4.5% per annum.  (Note that NAIRU is generally 5.5 to 6%)

1. Describe the nature of the economy as described above; if need be you can relate it to Canada or the US. (2 marks)

2. The Central Bank wishes to utilize monetary policy and the tool of open-market operations to adjust for pressure on this economy and correct the output gap.  Describe the steps and full consequences of this monetary action (2 marks).  How is this policy invoked, what are the consequences for the value of the currency, the Saints Buck$, and interest rates on government bonds? (2 marks)

3. The Central Bank’s actions will have an impact on the amount of money in the economy.  Describe the key steps in the process of the deposit multiplier that would follow after the Central Bank’s actions described in question 2 (2 marks).  Be sure to describe at least two factors that influence the extent to which this multiplier can work. (2 marks)

4. Describe fully and with appropriate graphs the monetary transmission mechanism, in an open economy, that would ensue after Central Banks’s monetary action.  Use at least three graphs in your answer. (2 marks per graph, 4 marks for written answer)


5. Describe the Keynesian argument(s) against the strength of monetary policy (2 marks).  Be sure to relate this argument to describe the economic circumstances of Saintsland and any conditions that might strengthen the Keynesians’ arguments (1 mark).   Comment on whether these conditions exist in this particular example (1 mark).
