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Advantages of inflation targeting
· Improved ability of economic decision-makers (firms, consumers) to anticipate the future rate of inflation. 
· Inflation reduces uncertainty and facilitate economic decision making about the future
· Greater central bank transparency and accountability. The central bank becomes more open about its activities and more accountable to the government and the public. If it fails to bring inflation close to the target, it must provide an explanation.
Disadvantages of inflation targeting
· Reduced ability of the central bank to pursue other macroeconomic objectives. 
· Reduced ability of the central bank to respond to supply-side shocks. 
· Reduced ability of the central bank to deal with unexpected events, such as financial crises. 

40.   1.	There are many factors affecting the demand for money. Some major factors and their long-term stable relationships are as follows:-
The dependent variable -Real money
The scale variables
The scale variables include the income or wealth variables. It always measure by the GDP and CPI. GDP stands for the gross domestic production. It is an important index to measure income generated by the United Kingdom economy situation. The data of GDP is constant price which means it is real GDP.
The opportunity cost variables
The dissertation has five opportunity cost variables which are short and long interest rate, money growth rate, inflation rate and stock exchange index. For the short run interest rate I choose the three month Treasury bill. For the long run interest rate I choose the yield from British Government securities for ten years.

41.   (i) An exchange rate index or the effective exchange rate is a weighted average of the exchange rate of a particular currency against all other currencies, where the weights are based on the proportion of transactions between each country.
42.   The direct effect of a rise in interest rates is to raise the cost of current government borrowing and so raise the fiscal deficit. In addition, it will raise the cost of financing the national debt to the extent that the debt has been financed by floating rate debt. The indirect effects of a rise in interest payments are also likely to widen the fiscal deficit initially since the interest rate rise will slow down the economy so increasing government expenditure on social security and dampening government tax revenues.

43.   a. Money supply will be unaffected because the public’s cash is withdrawn from banks and government spends it, so it is redeposited in the banking system. Hence, no overall change in the amount of cash held in the banking system.
b. Increase because there will be more cash deposited in banks, rather than being held outside of the banking system, which they can use to create credit.
ii) a. A fall in the national income leads to a decrease in the transactions demand for money. The demand for money curve will shift to the left.
b. A decrease in the expected value of domestic currency will cause a decrease in the demand for the currency, i.e., the demand for money curve will shift to the left.
45.   Exports = 385
Balance of trade in services = -20
Income payments (Investment Income) = -175
Net Income flows = -35
Current Account Balance = -95
Capital and financial account balance = 95
46.   i) The labor market refers to the supply of and demand for labor, in which employees provide the supply and employers provide the demand.
The labor market should be viewed at both the macroeconomic and microeconomic levels.
Unemployment rates and labor productivity rates are two important macroeconomic gauges.
Individual wages and the number of hours worked are two important microeconomic gauges.
ii) The causes of unemployment can be divided into two major categories which is equilibrium and disequilibrium unemployment. There are five types of unemployment in equilibrium unemployment and three types in disequilibrium unemployment.
Equilibrium Unemployment is where can be caused because of people who are economically 
 
Disequilibrium Unemployment is where usually due to the imposition of the minimum wage laws by the government which is means there will be higher demand for jobs then the supply.
Reason: - Takes part when the trade unions use their monopoly power to demand wage stage higher than the market stage or even when the government sets the national minimum wage stage higher than the market equilibrium. This can be also known as “disequilibrium” unemployment. The wages will be also falls down and could be caused by minimum wages, or the trade unions.
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