MONETARY POLICY

Introduction:

1. In 1975 the Fed Chairman refused to open the monetary flood gates to fight rising unemployment. Why was he holding back?

2. Four years later chairman Paul Walker set the Fed on a course that would lead to the worst recession since the Great Depression. What could have been worth such a terrible price?
3. On October 20, 1987 the heart beat of the financial world nearly flatted up. What could new Fed Chairman Alan Greenspan do to revive the patient?

I. The Fed holds back
1.  What is the Fed responsible for?

-to hold to the policy

-to keep the economy on course

-to tighten the money supply

-to stimulate growth

2.  Describe the economic situation by the end of 1974? What was the reaction of Government?
-to face a dilemma 
-to be caught between persistent inflation and a growing recession 

-to rise to a staggering percentage rate

-to bring in smth to a standstill 

-to bring inflation under control

-to be committed to fighting inflation

-a policy of keeping money targets

3. What were the usual measures of the Fed to fight Inflation?

-to provide funds to the banking system
- to ask for money in credit

-to put restraint on borrowers

-to sell securities

-to lay on the economy (“The sort of restraining hand has laid on the economy.”)
4. Were there any negative effects of such a policy?

-to be out of work

-to shoot up to…%

-to pressure the Fed to relent

-to increase in an annual rate by … %

5. What was the course of the Fed under chairmanship of A. Burns? What concept has been mentioned in connection with it?
- to open up the spigot

-to relieve unemployment
-to accelerate inflation

-the stock of money

-a turnover of money

-to be stingy about the money supply

-to grow at a modest rate
6. What were the results of this policy?

-signs of recovery

-to drop substantially

-to take a controversial stand

-to use Velocity as a guide

-to foster the recovery

7. Speak about Velocity: 


a) what does it show?


b) how is it measured?


c) what was the dispute between the Congress and the Fed? (explain, using the equation of exchange)
-to circulate through the economy

-to be measured by….

-put on the other side of equation / on the left hand side

-to bring prosperity


II. A course to recession.
1. What were possible ways of handling Inflation before 1979?
-to exercise restraint in the economy
-to cool the economy

-to slow down business investment and spending
-to put inflation back to a box

-to work on the money supply directly

-to focus on the long run

-to face enormous criticism 

2.  What actions did the monetarists suggest?

- to reset targets

-to stick and keep to the targets closely

-to be consistent with zero inflation
3.  What course did the Fed stick to?

-to focus on targeting money supply

-volatile inflationary environment

-to have slow interest rate changes

4.  How was the economic situation developing from late 1979 to 1981?

-to rise dramatically

-to squeeze small businessmen

-a cure for the country

-to react to sky high rates

-to impose a limit on…

-to be pulled off course

-to expand the money supply

-to rescue the plummeting economy

-to support monetary restraint  
-to take one’s toll 

-to maintain the necessary degree of restraint 
5.  What happened in 1982?

-to fall into the deepest recession
-to urge the Fed to relent

-to hold tight

-to drop substantially

-to ease the money supply

-to low the discount rate

-to help non-inflation period

6.  For what reason was the Fed criticized by the monetarists?

What was their own explanation of their actions?
-to reduce substantially
-not to adhere to the strict growth rate

-to add to the uncertainty and instability of the economy

-to stay on at target path day to day

-to fluctuate enormously

-to take a pretty monetarist approach

-to call for strict measures

-to ameliorate

      -not to be workable over a long period of time

7.  To sum it up, say what the two sides of the monetary policy are in the late 1970s and early 1980s. 
-to jump around
-to keep a firm hand on the money supply throttle

-to fall more shortly, than anyone might have predicted

- to take precedence over smth

III. Reviving the financial world.
1. What program did new Chairman A. Greenspan announce in 1987?
-to be in office

-to reveal one’s wish list
-to reaffirm the tight money policy

-a long range strategy

-to be crucial to maintain orderly economic growth

-to launch a series of studies

2. What happened in October 1987? What were people afraid of?
-to get an unwelcome opportunity

-to precipitate the Great Depression

-to loom 

-to call in the loans

-personal / corporate bankruptcies 

-to be laid off

-a full-scale recession 

3. Describe the Fed’s actions to help the stock market.

-to supply liquidity

-to reduce the demand for liquidity

-to plunge … points

-to approach a standstill

- buy orders
-to trickle in

-the largest rally in the big bond history

4. Compare the situations of 1929 and 1987 focusing on the difference in the Fed’s actions to rescue the economy.
-the plunging stock market

-to starve for ready cash

-to stifle the economy

-to cause a panic

-to tighten the money supply

-to do the opposite

-to demonstrate the power and flexibility

-to turn one’s back on smth

-to pump cash into the economy

-to keep things steady

-human judgment and discretion 

-an upturn in the market

-to give way to smth
-an appreciation of the crisis

-to handle the crisis

-to abandon the policy

