Note: the best way to study for the tests is to:

· Start by reading the lecture notes (if you don´t, your study will be of a much lower quality).

· And then answer the weekly questions.
Reserve some hours every week to answer the questions. If you answer them properly, then you’ll have to study much less before for the tests. Students who choose not to answer the weekly questions seldom pass the course.
You should hand me the answers to Week 1 at the beginning of next lecture (Feb 22).
 - The answers should be manuscript (not typewritten) and preferably based on schemes (as I do in the whiteboard). Keep a copy for yourself.

Please write WEEK 1 in bold at the beginning of your answers.





WEEK 1
1. What are the three main goals of several CBs of advanced countries? 

2. Why are prices the sources of people’s income?
3. Why does the doubling of prices leave AGGREGATE real income unchanged?

4. “An increase in the general level of prices can erode the purchasing of some income classes but only if at the same time it increases the purchasing power of other classes by the same extent.” Why? Bear in mind the answer you’ve given to the previous question.

5. In which case will inflation leave the purchasing power of all income classes unchanged? Explain.

6. Can inflation be associated with an increase of the purchasing power of the working class? Explain.

7. a) “The value of accumulated savings and debts remains fixed in nominal terms from one year to the next.” This is not strictly correct. Why?
b) In which case will inflation cause a transfer of wealth from savers to debtors? Explain using a numerical example.

8. “If an increase in inflation leads to an increase in nominal interest rates by the same extent, that increase in inflation does not cause a transfer of wealth in real terms from savers do debtors.” Do you agree? Explain.

9. a) Why don’t short-term nominal interest rates necessarily adjust to inflation?
b) Why don’t long-term nominal interest rates adjust to inflation?

10. Why does high inflation create uncertainty to private business investment?

11. Compare two scenarios with the following figures during a period of 15 years i) Zero annual inflation and an annual nominal interest rate of 3%; ii) 15% annual inflation and an annual nominal interest rate of 6%.

In which scenario, do businesses have more incentive to:

a) Borrow money to undertake productive investment projects? Explain.

b) Apply profits in productive investment projects rather than apply profits in time deposits or bonds.
12. a) Why may a relatively high inflation rate stimulate private business investment?

b) In that case, what’s the effect on people with accumulated savings? Explain.

13. What does the empirical evidence suggest about the relation between inflation and long-term economic growth?

