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39. Advantages
Inflation targeting allows monetary policy to “focus on domestic considerations and to respond to shocks to the domestic economy”, which is not possible under a fixed-exchange-rate system.
Transparency is another key benefit of inflation targeting. Central banks in developed countries that have successfully implemented inflation targeting tend to “maintain regular channels of communication with the public”.
An explicit numerical inflation target increases a central bank’s accountability, and thus it is less likely that the central bank falls prey to the time-inconsistency trap. This accountability is especially significant because even countries with weak institutions can build public support for an independent central bank.
Disadvantages
There is a propensity of inflation targeting to neglect output shocks by focusing solely on the price level. Leading economists argue that inflation targeting would maintain or enhance the transparency associated with a system based on stated targets, while restoring the balance missing from a monetary policy based solely on the goal of price stability, thus neglecting other factors of an economy as well.
40. The demand for money is affected by several factors, including the level of income, interest rates, and inflation as well as uncertainty about the future. The way in which these factors affect money demand is usually explained in terms of the three motives for demanding money: the transactions, the precautionary, and the speculative motives.
Transactions motive. The transactions motive for demanding money arises from the fact that most transactions involve an exchange of money. Because it is necessary to have money available for transactions, money will be demanded. The total number of transactions made in an economy tends to increase over time as income rises. Hence, as income or GDP rises, the transactions demand for money also rises.
Precautionary motive. People often demand money as a precaution against an uncertain future. Unexpected expenses, such as medical or car repair bills, often require immediate payment. The need to have money available in such situations is referred to as the precautionary motive for demanding money.
Speculative motive. Money, like other stores of value, is an asset. The demand for an asset depends on both its rate of return and its opportunity cost. Typically, money holdings provide no rate of return and often depreciate in value due to inflation. The opportunity cost of holding money is the interest rate that can be earned by lending or investing one's money holdings. The speculative motive for demanding money arises in situations where holding money is perceived to be less risky than the alternative of lending the money or investing it in some other asset.
41. An exchange rate index is a way of measuring the performance of a currency against a basket of other currencies.
42. Rise in interest rates decreases the national debt but increases the fiscal debt. This also triggers a ripple effect of many factors which eventually lead to the debts to return to an equilibrium.
43. i) decrease, increase
ii) increase, increase
44. doubt
45. i) 385, -20, -165, -35, -95, 95
ii) Direct investment, exports of goods, export of services
46. i) The labor market is the place where the supply and the demand for jobs meet, with the workers or labor providing the services that employers demand. The worker may be anyone who wishes to offer his services for compensation, while the employer may be a single entity or an organization that is in need of an individual to do a specific job or to complete a task. The worker is then comparable to a seller while the employer is the buyer.
ii) The equilibrium in employment terms is mainly due to frictional unemployment which is due to incidents like imperfect information and unwillingness to work, etc. 
47. The stability of exchange rates is very important as it stabilises the income and expenditure of all businesses that interact with foreign businesses. Too much instability will lead to unpredictability of cash flows. The government can stabilise this buying and selling when necessary.
48. i) -10
ii) -10
iii) 20 because we need to nullify 2 -10s
iv) Yes because there are changes in reserves
