Running Head: ECONOMIC QUESTIONS
ECONOMICS QUESTIONS
ECONOMICS QUESTIONS
a) “If autonomous spending falls, the central bank should lower its inflation target in order to stabilize inflation.” Is this statement true, false, or uncertain?
From an economic point of view, this statement is false. Inflation and output can both be stabilized simultaneously by the central bank when it eases the policy. In such a case, if the central bank lowers its inflation target, it will help in stabilizing the inflation on a temporary condition, but the level of production will be lower than the potential level. Additionally, when the economy recovers from the recession, inflation starts to fall because of the economy's automatic mechanisms. Therefore, the central bank should keep on adjusting its inflation target continuously to bring the economy to its potential level of production.           
b) Why does the divine coincidence simplify the job of policymakers?
The "divine coincidence" is a situation where economic activities are stabilized with the same policies set to achieve price stability. In this case, policymakers' job is simplified as there is no tradeoff between policy objectives they can choose. The “divine coincidence” scenario happens when the economy experiences a permanent shock in supply or aggregate demand shocks. In case of any of the two shocks, the policymakers can endorse policies that stabilizes inflation stabilize economic activities. Also, the same policies can help in shifting the aggregate demand curve to the equilibrium point to increase the level of economy's output. If ‘a temporary supply shock’ occurs, the policies that have been put to shift the aggregate demand curve to attain stable inflation will reduce the economy's output. On the other hand, the policies put into stabilizing the economic activities by increasing output will affect the stability of inflation.     
c) For each of the following shocks, describe how monetary policymakers would respond (if at all) to stabilize economic activity. Assume the economy starts at a long-run equilibrium. A. Consumers reduce autonomous consumption. B. Financial frictions decrease. C. Government spending increases. D. Taxes increase. E. The domestic currency appreciates.
A. Consumers reduce autonomous consumption
When the economy starts at a long-run equilibrium and the consumers, on the other hand, reduce autonomous consumption, the aggregate demand also reduces. To achieve stability of the economic activity, monetary policymakers will be required to use the autonomous decision to lay-back monetary policy’s’. 
B. Financial frictions decrease.
When the economy starts at long-run equilibrium, and the financial frictions decreases, it causes the aggregate demand to increase. Therefore, to attain a stable economic activity, monetary policymakers will need to tighten the monetary policies independently.
C. Government spending increases.
When the economy is at long-run equilibrium, and the government spending increases automatically, the aggregate demand also increases. The monetary policymakers will be required to strengthen the monetary policies autonomously to achieve a stable economic activity.
D. Taxes increase.
When taxes increase when the economy is at long-run equilibrium, the aggregate demand also reduces because the level of consumption also reduces. To achieve a stable economic activity, monetary policymakers should slacken monetary policies autonomously.
E. The domestic currency appreciates. 
[bookmark: _GoBack]When the domestic currency appreciates, this implies that the level of exports is very low and the imports are very high. This scenario causes a reduction in the net exports as well as the aggregate demand. So, policymakers should take an approach of loosening monetary policy’s independently to attain a stable economic activity.
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