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INSTRUCTIONS

ANSWER ANY FOUR QUESTIONS



Question Cne

1. Suppose you are a classical economist. Assume that there has been an increase
in financial innovation and financial technology. How would the change in
financial technology and innovation affect your stance on the determinants of
money demand? (15)

iL. Distinguish between monetary policy goals, targets and rules (10)

Question Two

. What role does money play in the transmission mechanism if the following

are used as operational variables?

a. The official interest rate ]
b. The monetary base 20)
it List the current functions of the South African Reserve Bank (5)

Question Three

i “Cost-push inflation occurs as a result of workers’ attempts to push up their
wages, Therefore, inflation does not have to be a monetary phenomenomn.”
Discuss (20)

1l Using the Flow of Funds approach, explain the likely effect on the rate of

monetary expansion of a central bank’s decision to raise interest rates  (5)



Question Four

®

(i)

Why do the assumptions of rational expectations and continuous market
clearing in the new classical school imply that output can deviate only

temporarily from the full employment level? (20}

Briefly discuss why some economists believe that inflation is not always and

everywhere a monetary phenomenon. (5)

Question Five

1i.

Compare and contrast the money supply curves under the endogenous and

exogenous money supply approaches (20)

Using the Flow of Funds approach, explain the likely effect on the rate of

monetary expansion of a central bank’s decision to raise interest rates (5)
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