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EXerc'lse 1

Tnbroduction o Macroeconomicss

1. What are the four macroeconomic agents? What are the three markets in which

the agents interact?

4 wmecvoeconomic ayw‘l’s 6 mw\ad’s

- Households - The \?oools § Services market
- Firms ~ The larbor market

- The governmew} ~ The money (Rinancia)) market
~ The vest of the werld

2. What is sticky price? Explain why price may be sticky.

S’r'\o\(j 9ricc is Yhe Prices Jf{r\’asr aobus’rs Slow|y $o -H.e
equililm"lw“, so the wmarket Takes Yime to clear due to -H\e

minimum - wage ?oliCj) emp\oymaﬁ cen‘rrac’f, and  fabor ynion.
3. Explain the four main categories of unemployment.

1. Fictional UheW\P\ijeW\' s \hen feoF\e ‘oo\dv\j or swih,%inj \')o\os.

9. S’rruc%ra\ Unem?\oymw\' is Jf\'\& V'eSUPf Qrem d'uhjes in S‘\'rucjfure
ot ecohomy - S0 feop\e, loss Jrl\eir \')obs.

3.(,3(;\'\03\ UV\ch\o_\jMf_n"r is then the business Ojcles floctuate.

4, SPASOV\'J\ Uhe_w\?\o:.’meh“’ is wlm,\ ~H\¢ Sea%0ms CL\QV\‘()Q’ So FeoP\e w'l“ 9@,
Heeir \')olas oh\y Hat season.



4. Classify the following events into the categories of unemployment.

Some friends just graduated from college and have been looking for jobs.

Fi c\'iom\ unew\?\ovmenjr

Christine lost her job as a biologist at a biotech-company when the whole

industry went into recession.

C3 c\i ca\ une mp\oy MemL

Gerhard, who used to be a taxi driver, stopped looking for a job three months

after he lost his job.

Disco Uraged worker
Dirk used to work as a wooden-doll maker. Now all kids want plastic dolls, so
he is out of work.

Sh*u c\'u ra\ un emp\03me n+

The hotel part-timers were laid off during low season.

Se asom\ unq,m‘)\o_y ment

Aditi, a high-tech engineer, just decided to quit her job; she is being

interviewed for a better-paid job in a multinational company.

Fiction) UntW\p\Oj ment

- Amanlost his job as a public reader as literacy has increased in his village.

S’rrucl(ura\ untM?\oymM'

5. Suppose there are 100 people in labor force and 60 people currently in

employment. Find the unemployment rate. Can we find labor force participation

rate? If not, what information do we need?

Ur\cmp\oye& - 100 - L0 | No we cant becavse we need the Fopu\erhon.
- 40
Uhcmp\ove& 40 40 40'/
evv\?\oyeo{ + Ur\cvv\?\aj ec\ 100 .

Uhem?\Oj W\e,V\* Y‘a‘\'t’. :



6. What is the discouraged-worker effect? How can it affect the unemployment rate?

D'\scwrage_o{ - warl(er MQLES 99,09\9, 'Hr\'m\( ‘H\;\' 'Hm.re_ are m;mJ

people have ot their Jobs and makes Yhe uremplogment rate fall s because
i*'s not include in ca\cu\ahovx then Jhe Uhem‘)\ogme\f\‘f rate wi“ decrease.

7. On average, nations in Europe pay higher unemployment benefits for longer
periods of time than the US. How would this affect the unemployment rates in

these nations? Explain which type of unemployment is most directly affected.

The em?\ojmv\‘r ete in Europe will increase more than US because
the £2y makes \mw\\)\owd don} wont to Rind Jo\os.

Tn this case, ﬂ' wi\l be Fr(cjriona\ UheMP\theh‘\' because
it's 2 result of the normal Yurnover.

8. What is inflation? It is often said that inflation reduces one’s purchasing power,
and hence inflation is bad. How can inflation reduce one’s purchasing power? Is

there a case where inflation may not be bad?

In‘Pl;nLion is an increase in +he overa“ Frice level (9004 and Services)
and ¥ can reduce one's purchasing power if their wages are fixed
becavse J(\r\cj receive same incomes but goods are expensive 5o “ncy
can ‘ovj \ess aoool. Tnfladion ian a\ways bad Becavsc olvriﬂj imcl«"%"”,
both wages and prices of 30«01 rise ‘\'oje%\er st Ythe same Hme,

9. Who - lender or borrower - is better off, given unanticipated deflation? Explain

with examples.
Tn My o?inionl lender is bedrer OQ‘C Lhen unawjr'\oi?ajred deflation.

For txamp\() ]‘? 1 ‘:)orrow \oo baM From Mj cl’“’-"d ‘Bssf wee\(, ‘H\is wec‘t ‘H\a
Umh’r\c'lyakol deflation comes and decrense the money valee. T used (oo bibk o
Boujh {0 applo_s hast weeL, bot Yhie week, the lender con get 12 apples From 100 bt



10. When inflation is anticipated, what will the central bank do with the

interest rate? (Hint: Fisher Equation)

The central bark wil colevlade their velurn on investment
or roming inferest rate by using the veal interest rate plus the inflation
r;;)re,. “: '\Y\-C\‘}*'\O\n n\-e_ k‘ﬁ\‘l -Hr\e, homim\ 'w\-\tres‘\‘ ra‘\’:, w]“ inCrease oo,

LevaT| U = norminal inferest nte

—> ¥+ vesl inlerest vate — T = i"'HrHo% rate

1 b S The CPIis 120 in year 1 and 150 in year 2. All inflation is anticipated. If the

bank charges an interest rate of 30%, what is the bank’s real interest rate?

inﬂs\-\m ke = N-0 4100 L= r+T
o
0: r + 15

s 150- RO
(0 Y: %30-1S

s r= 5 — resl inkerest rate

is S
12. Explain why inflation is necessary to a growing economy with reference to
the money supply.

Pﬂn#'\r\j Mohej is N,CQSSQT:J w\r\u\ 'H\L econwy gy\o\ ?oPula'hon 9row,
‘v\’\"«j Y\e,u‘ Montj 'FOY ‘\’L\e'u' \OUS'IY\CSS and '|'\' iSh") znoujL LJS"\ -Qr "H\cm-
W meney g "V‘adcq\"h: ‘H\t Purc‘f\asihj power wi“ increase in '}LL -(-‘U‘)U"C-

13. What are the two administrative costs of inflation? Explain.

1. Meny cost ic 2 cost Prom ck;nj'mj menus Or prices licts Rrequently.
9. S‘r\oe_ \ea'\'\ner COS* is 'H\e OWOY“\‘Uhi{’y C,osJ[ 0-? L\ololir\j CasL\ is LijL
bd\\!.n Yhe interest rakes are k.j\y\ wiHr\ ahhcipa*cd inflation.



14. Draw a diagram of business cycles and the trend line. Label the four phases

of business cycles. Answer the following questions.

K“"\’n‘:r\OI |'|Y\€'_

Asareja’fe Ou‘(pd‘

Trougﬁn

Time

- Which phase do you expect to see inflation?
Expansion

- Which phase do you expect to see high unemployment?
Recession

- Which phase should the government use expansionary policy? Give example.

Recession |, Exarnf\e: “ Aua: ATy project, it ghimokabes people Fo use money.

Which phase should the government use contractionary policy? Give example.

Empav\s'\OV\, ExaMP]ef TLe 9overhmeh+ Incredse Hne Jrax Jr() slowdown S?ew}‘ihg.

- What factors determine the trend line?

The oLua\'Ay andl oLUath'\‘b of Fickors of Pmo(uohov\s ( FoP)



15. An article states that capital stock and labor force are both increasing at an
annual rate of 7%. The same article also states that real output is growing by

11%. Explain why this is possible.

|¥'s ?oss]\a\e becavee fe_r-cafi'l'; o\ﬂ'pu‘} which is 3
?mo\ud’wi\rv increases. The c;fﬂa\ shock and labor Lorce

veeded Yo produced ovkpud and this outprt can increase by
a&ue\ e qUa\iH and cluaw‘ﬁ’ry.



