Macyopconomics 21d (ear

%(—D cuss Why Yod agree o diSagree .
g \

Bop ms Can  Cause uait labor Costs f‘o—:l;. S/o,u(?,uh‘,le e CEesSiin S
aually Cawse unit labor Cosks to Fall vapidly .
(X) THe speed of AAM ia TRe Cate of an iaflationary §a
of arecessionary gap begause waged are [lexible jame wpward direetion

P erx weds \rat

bat SHeKy (rigid) 1a Wa down ward dweckwn -

:Q) Ouring an n Cla\'iana'j 9ap actual ‘inCome exceads potantial tHCam:J
™e unw?lagmen(” rate is Jess than 4%, money wages rise more rapidly
Than produzzh'vfg ,and uniF labor Casts Fise

(‘/) \1'>\I*) H(u* —-»estdemanJForlabar——» Cest T.
acfual i'ncome Lalls beyond pofental

@ D\a\r\'r\% N re_CQ,SS\'ono.rﬂ s
u ¥, money wauges rise

intome , The unemployment rate is Grealer tRan
\ess tRan prcseI««cCJ'n'n/';EJJ and unil laborcests Fall .

(L/) YQV"' 3 u> u*ﬁeanSSqFPLjporlabar—aC@ng_

@ while posifive demand Shocks Creafe &7 'mPlahlomrJ 9ap positive
Supply ShocKs Creafe a rccc_s,r[unqyj oap- P e
L %) Botk pos’»m/c demand aad S“\’Plj ShocK S

creafe an \'nFlahc}narj gap - :
in boti graphs . Pesifive AD

. 'b}"\"h;‘j From €o

sheck  ( "‘Ijkfwari shifF \n ADo T AD, ) crealts

an {nFlof:bnarj 94p gEN - (graph D) -

¢« Posifipe SRAS ShecK ( rightward ShiFt in SRAS, to
SRAS, ) cresfes an inPlationary gap \/"7‘ (3raph@).

e AD ShocK al (\il , B ) higher prite level rian

e TRAS DGR AP Py ) beasr == e s

Po
Py




Macroe conemics 20d yeanr @

Z) The Cause of .S?'aﬂ//aﬁ'or‘ resulbs from autorahc adjuskments

¢ ¥
to off set deflatiorary Shock . T
The S\-oﬂ(’-lah'on reswlts from an
@)
adverse SRKRAS ShocK whith Causes SRASo
& swiFt \eftward o SRAS.\.
Evmand resul {ess leve) of (nCeme \{,. P\
: : % prie e
(& recess.wonary 5q()) wivth Nngher L

\e;/?./\ P\

A M can cles 4 i
we cost which Wi

réCessionar
3 m}-aq? as e J
3 Wl cause SRAS)
j“? S rue

ro refwra pacK to SRASp ajar
o y

demand or ﬁmpormj increafes in ajgre_yaté

@ Tncreases in a%,fegafe o
. . \ LRAS

S-{FFLD Can increase real eDP in e Larfﬁ—run-i -

|.A ADQ t—a AD| W‘l\\ Cﬂllf! 9‘“50

(X)) The increatc
Intre Shert run there Puf—-
P

an l'nC(u\'\évm"j 9ap ( \/*<\f) )

\ ; T AD,
is an inurease 1nY bur Empwr/ﬂ beoause .8, "“[—‘ ADo
e intlahonary gap will Cause SRASe & Shift leflvant 2 : ek
to SRAS, ftRe 34(’-«.‘“ be clesed at Pz ,¥¥) (graph®) A 1 @
Also An intrease (a SRASo 0 SRAs, will ecpen an T
inflakionary 9ap whith will cause SRAS, © % —@,_@sm(
veturn back to SRASo ateo (y¥, F,) | e 45T N

{ / 5 L
in e long — run - '
ey —>

@ An 1nCrease (n The 8ue~'ﬂ‘ P”.C‘L level - otRer tRings be""j &iw[ e

may lead & an [ncrease in e nferest rate - T Ms
(2 1 2 Pisup ABA ¥t
o Anincrewse ja (P) as Ms s Censtant b s \

. 5 . d
witl lead to dlom inCrease 1n AL denand LO—T- ey ”\ﬁ[:’l:'\
for moaej ([1 ‘o ShiFts r.'ghrv.mrd to /\'};’) ! 2

- ) 1 o ™
¥ TTHG equ}lfbrium jntevest rafe will Jacrease (pod to ()

as MA Shifts r.bhf‘ward alb 1he Same Ms .




MacyoeConomvics 2NdYeqy~

@ Transmission mechanism might ocewr in Case of afallm te

[Dr[CQ level . 8 ©H; 0. &>
(VIOVPsIMD— H—>Tt At Nt e RN
®© As a fallin (P) leads to a decrease (n y H% !

r ST e
e Mp ( leFbward SWiFtin M fo ) - L |
Py — My — L} as Ms is conshawt . AE 4 g hosily 3
Qi e ls . us°
@ As equilibrium inlerest rate (LD decreases (1D

' = 7

\r\\/‘t'.si'r-\cn{’ Wi\ (nereage {¢o->I\) . A AE::
P ey Th

(® An increase 1n (I leads to an upward Shift
in AE carve. Aslong as (P Falls we’ll move
dlong FRe Same AD carve - I+ sAEt —Nb
P =P L Not =N,

@',( e price levelinCreqses and ™on ey Supply expands , equilibrium

).r\TC'ﬂfif’ vrate must I‘nci’(';a«fe >
(X)) 1f maw price level jhcoreades that
wiil lead Fo an intrease m the demand for

moﬂ&«j (Méo will ShifF rn‘?l«ﬂdard fDMd{))(ﬁ'}—YQG

Bur .F ”’13 C\CComFam'e,J bfj a man&{'ﬂrj

M5y

e;panhbn (h‘tjk*wan{ ShifFin Mse fbHr,) [ ¢ M:'?hf‘

Camse  the equilibrium interest rate 2 fall to (o er may pe bejaqd(l:o).

|'/§_\ 7 =
i// The fransmission  meLhanism ConpecTs
X pend, ture ﬁl,aws :

]

:

""°"¢*°"_‘J Forces and rea |

(7 ) TRe Transmission mechansm TaKe Three sheps s

®© The linK belween mpnc"wj e.r_‘u‘ll.'br;uman\d (ateres b ate .

“2) s $ >
@) TR MK  belyeen (nferest vale and qubonomous inveshment .

@ TMe LinK between

Use rhe graph n  P.F No &7

Qutoromewus tnvestment and AD



: Macroeconomics 204 Jeax @
@ An \ntrease 1n inveskment will Cawse an inﬂlahe;ntv_’j 94p -
(> 18 T A This Wil Cause AE fo shift A%\
up»vérl y will increase , and AD will Shiff
rightward — as P is ConStant -
The “SKItE {n ADs T ADy Wwill open
CAn \'r\p(qf‘;.cna"n Sae wheve ‘/*4\{\.
But Yhe Enal equilibrium pomt s €, (Y, ,0) X i,
where (ntroduling SRASe leads o arise in Po ’ :_S:' !Vemo
& P - i %:ﬁo :
m o
Y 1ve monef‘arj adJ.u;/‘meflf mch”;§m will eliminale an ;np(aZLZAQE'VéQP 5\‘/3

qgol.;d

”“5'@ interest vates , reducing investment and Shif limg Tie AD crt 'r?j/'xmard.
(X VF Msd —» Ft —» Ty —» AFd & s s, b
AD will shift leftward - i

Final resalt Y will decreade but

Shilkt

TN R 1o L e e

AD
A

D|°
Mo Me 1
s Inflatonary sufptn Shock inihally vaise (ncome while lowering price
leved - o
A

(X An |.AC(af|baar5 quplj Shec K Causes Ll

SRASe 1o Shift leftwnrd To <RAS, . /SR:;ASO
final result 1s a rise n M price level P--§e "

and afqll (a na Flonal 1nCome 2 ":: ) ke

There will be a recessiontry gap (YFY) s

at point e, (Y,P). N Oy Y




Macrocconomics 204 (ear @

—

2 qredter The 5[0,'06 of SRAs Curve e more

effeltive The monefary policy - g 3F 7’2"“5\
T —> /S As2
% P
(e,ﬂ TR MneT&rj Pol{c:j s less g‘,
eLfeckive alea Sfeeper SRAS cnrve (SRAS))® =
Cy — “Tha monetar Po\\' (S ™more Ny AD,
| i e
effectinve at aflatter (less Sloped) l e
"o
SRAS  twrve (SEAS g - Ai S
lj‘ 'Ajﬁrfj'are Supphy ShocKs Caude tre price level asd real
GDP to move 'n o()pcs.'f'e d«ifeor"w'ﬂfé/) P T o
= 5&r~[—.'~3 Prom €o where Mere L} no Gaps - /SEAS\ )
- An adverse SRAS Shock due fo arise |n e Cast / S
_ _ . & SRAS,
of any imported vaw maferial forexample will A 't/// \
shifFt SRASe leftward To SRAS, - g" T & %,
The new el(u‘.“b/;urv\ point e, where {' Lalls ’ ;{( #Do
te ¥, and aruein TR pria level from Po P (s.twi‘,}h-,:;.\’k i

& A PaS:T"V" SRAS ShecK will Cause SRASo To Shift f‘t.gh}ww Where

at €5 @ AN {atreajeia Y To ‘{7_ and a Fall atha pr[u.Lud G:Pz,-

-

whea Wtdes are ’;‘S""ﬁ relafive o produc/-,‘v,'t‘j tife SRAS wild e
Shithing Upward te e leff .

i LRAS
(/D starting Lrom an ‘n @ lationary 9up
(V*Y) s tRere will be an excss demand Lov SMS;RNQ
labor whiCh Cause wages fo rise more MRan o b
prawh'v'ltj v Tﬁ, um‘f LQbar Cosft WII“ ri&e R; : el eo
v 4 3 > — ADo
Causrnyg ¢4 [eftward Shift in SRASe to SRAS, { o

he 94f 1§ Closed 0 0 P A .




s

(ms

Cpecu (ative Purpeses s

Mawoe conomics 214 y

X £ F Speculative demand (Ms) fcrmonej Is S(uer\ by e equalicn

3e0-15F ) and Hhe qwznh'&] of money available for
(HMs =75) . IF tRe investment (I)

functuon 1s 9{ven bj The a7uc¢fiun (fsomat i) and meum{aflan
(©) Functon s (7'iuen by rie equa-hbn (C: 20+0-75Y)

4) determine inihal C({u‘nh'bn‘um values 1n bermx money and

product  morkels and Shew 3raf‘1[(la“\j .

b) T

F Ms

derermme Afe New

SOlu ton
———

a)

available for Speculakon inreases to lio

equilibrium values . Show grdplqimltj
?,/(P[a-m‘ulg how 1My Transmission mechaniom workKs .

Equili brium ia MmoneyparKet where

()

75 =

225

300 -15Y
= 195

Equilibrium (n preduwet marKet where N =AE AE

|
D/

NEwS

newd N = (20 +0.75Y ) + TBL3 x12)

Y

N=AE= c+L
\f

= So +0.795Y
N = 200
Ms = Mp
120 = 300-15
() = 12

:ﬁ"&é

(204675 V¢ 75-(3 + 1s)

v

(52

r[ . Ms
Ms =Mp :
b e J
H
7S Qu
F li$°
AE
i
i
i
200 'y
MS| “si N
= E
o 12 T .
. |- -
2s  [20™ %o 35 +
Ko 4 e

AN (nCrease in roney s«(ﬁwj by 45 Cawses
a fall (n () b& 3% ,ond M Cawes an

intreale n

investment T

oy

J

which leads o an (atrease in Y by B




Macroecnomics 20 Yegu - >

:D #gsman me Col[owu'nj arqfihancl answer e 7uc:héns below

e ' " 2 . ,? p LRAS

\Q-'Trt Consumphion Funchon I3 g1ven by AR equq Fioa
C= Go4 0.8Y . where e ‘nvestment Fundics SRAS
s Iz e~ G . what will be me changel \
A TR javanme:vf expenditure 1o clese the >$<
recessonary Jap ¢ Skow graphically 2 N o,

| 3
4 \{,(5";"(650) i \’
). In tme ey marfe |, e deamand for money Ls given by

equation Mp = bco-30F , where M levelof money Supply 5

16 . what s e equ?l.'bn‘um mTerest rate

. ' t>
@. 1TE Theye eﬂ\it(:br;um in both P"“‘l“‘/“ and M"cj marKet 2

& ’. -
%) De termine e level of iaveskmeat where Y= 55‘0‘ .

A
} W s
So\u.\'n..on
T S
@ Wi | S | = 5
I = Mpc /-0
soo b5o ;Y
K:_.A_)’- 5:_1__52, °°°A(==’s°=3o
LG DG &

—

o Close fRe reusm&mrl 3q(3 us(na e P«'sa‘{ poh'Oj
Jovernment  Shawld iacrease iTs Spend.'nj by 30 T
restore  Y* = 650 . (Shift (n SRASo To SRAS, rightward )

@’ I money mariet equilibyium where Mg = HQ

|50 = boo-30 [

GQu}l.'br:km \nferest rale (F) = 4%o -
30




Maoroeconom ics 214 fear™ .

@] Tn preduct mavkekb e«ﬂ%\t[a'bf;u,m where

AE = Y
.4+ I = N

4oto SN +ISo - bt = 1

Lo+ 6.§KE50 4S04 = 650
: 60
= el = 19
r Z

in mones rmarKet =5 also
There (s equ,}[fbr;um tn bothe  markets -

.

C_&) The leved ofF investmeat «F poteantial jacome
I = 50— 4Yis = 9o '

D44

A Ckanje_ ‘mq\ée/cﬂarf's cF (sc) led to anew e‘l“"‘b‘bf‘lum Gop
level of (2400) IF V* =200 , Pr=t.

© whatTGpe of gap hasdeveloped 7 And what is Ty SUz?,

@ what [§ 1o value of Hw mclf/‘fp/u;r 2
@ what 18 Ho e‘luiltl‘!or: um level of GDP in te [0'19"’\“” 7
@ How would hHa prxle, level be, 1p HR lcnﬂ—’l"\—bn <

AnSwP:’ S
P

@ InFLcLJ*L;nC{;iJ 9“(,9 Wh ere \-’(2& oo) > \[1‘ ( Zmo)

The Size of the 94p = 2beo —2000 = oo

@ K=_8Y - 4 .3
Ny

So

@ I'\ m LO n_a un \/ ﬁl‘r(li— ‘eqkﬂ( \f* _ ZOOO

@ The price level will b lﬁclhfr Han boan e LB




