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Abstract:
I propose a new Monetary Conditions Index that can be easily interpreted and thatcan
guide monetary policy. Built on National Income Accounting principles and Aggregate
Demand Theory, the index is based on econometric estimation of behavioural
relationships among key macroeconomic variables. The aforesaid macroeconomic
relationships, in turn, are shown to be consistent with microeconomic behaviour. The
estimates indicate that the current policy of aggressively “loose” monetarypolicy in the
US is well justified, and suggest that the economy is indeed gradually healing from the
traumatic plunge from 2007 to 2009, with an improving fiscal budget balance as an
additional bonus.


