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

The fow macrgeconowit n"mfs are ane \\NS!‘\o\o\.) Qifn’ 3¢Nunn\m*’ and +he cest of ane world, Twe ihvee

markets in wiich e agents infergct @t e Joods-gnd-services warket , at lobor / factor warket, and
W monty/ Financiql mareet.

2. What is stlcky prlce‘? Explaln Why price may be sticky.

fticky grice cefers do tne way gt wdhust slowly o the equilibrium 0 wucroleonomics, The cemon

Yehind the slicwy grice i because of @ minimum wage polity  emplagment contract, amh werkes wusion .

3. Explain the four main categories of unemployment.

B  triciona uwnemployment - resst of dne Norml fymover 0 tl \abor warked
® stractura) ummq\o\\,weo"f fesqlt of onanges in thi shruchure of the econumy (em\\inj’ in oo logg
@ oydina) unemployment b dug e Ewdunkions e Wdines qyele

® sensmal wemployment © awt to dnunginy of seasons

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

- Some friends just graduated from college and have been looking
for jobs. FErictiona) unemployment

- Christine lost her job as a biologist at a biotech-company when
the whole industry went into recession. cydical unem ployment

- Gerhard, who used to be a taxi driver, stopped looking for a job
three months after he lost his job.  discuraged- workers effects

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

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

- Aditi, a high-tech engineer, just decided to quit her job; she is
being interviewed for a better-paid job in a multinational
company. Fictional wnemqloymen?

- A man lost his job as a public reader as literacy has increased in
his village. stuctural unemployment



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?
unem, rote = wnem. unem. nte = 100-69 4 - a0°l
\abor &, 100 00 7

* we awnot €ind ine  \abor force garkicipafion rte becnse we aeed 4ne popu\ation number as well.

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

The discoum\’!d-wor\uzr eklect s when Wt pesple who want  do find Joos but cannot Cind one
oecome &scvurnjc& so ey will rtop \vo\(mg lor jobs. & affects +ne wnemployment rate 9y tsing

b oseeM ey than  whet if “‘qub 1. Lince Abese peop\R are fol clagsi€ied ag \\ﬂ!f"f\ustd'

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.

This might couse e wnemployment cute N Euarope o be Wghet than the W becquge thgy will
(teeive higher gay oven when teey arg unemployed. The ype of uoemplyment  that will be most
difectly affected iy ("‘*’“"‘J the (rictiong\ unemglogment group - 8¢ cause ey are the ruult of
WAL normal  fwnougy in 4ag  (ghor marker. For examgle, NJ do net have to Wurey find o jdb.

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?

* nflation * 4n increnge N dne overgll grece \evel

* inflakon does Mot Wiy ctduce onels purdmfing powt race income also rises 5 bat Y
wi\ Ctduce onty ¥ twe wggt @ tixed  from *we eMpoyment  contract
in Elavion m'\,m not v bad i€ we anticipute e M flglign and AN mtecest cate given by

W wank i \{qs\m,( Man the nb\qron Yate. - Whis oill wioke R valye € e tnoney N Creage.



9. Who — lender or borrower — is better off, given unanticipated
deflation? Explain with examples.

\n an qmn\ic.fq’fd deClation Yne ‘ender will be Yetrer of becayse valde o e money et
wit (tnd ¢ the Yorpower il decreage . Aam'.m\!.,, when Jou ger e mney \owd(’ the
e  of e mongy  might ve o gt whiay yout gt W e bej'mn;(y Qs well. for zmmplo’
W€ Mg lender  give Ae oorower 0100 pnd wen o deflayion ol y M wlye b

9 200 wight ceduce Ao 880. W means tye vowower will Wwe o smglier amowt to spend.

10. When inflation is anticipated, what will the central bank do with
the interest rate? (Hint: Fisher Equation)

‘i = ¢t T—iatlapon ¢ ° when inflakion i anbicipated  the central baak wil)

no M Naf cea\ incrense  the interedt cate
int. mte Nt cale

[ ontumer price e x
11. The CPI is 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?

inflation = 150-130 y4op = as. 302 %359 2 3025 | & reql bt emie
1&0 S s‘/. ',
/
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12. Explain why inflation is necessary to a growing economy with
reference to the money supply.

Infiglion n!cuﬂfy to a er'-fy mnomy Yequce qr +he Qtonvdly Jrows g mofe 9“”“‘
wll  aeed mondy fr ther \angactions - That's why it 4 is no :nflationg there wowd
ot e endugy Monty supply for people o spend.

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

D) menw cos® ¢ cost From dnanging menu/ priclist  Grequently

3)  shot leather cost: wwen he opgortunity cost ok M\d’-nj cash outside of e uak s Wigh



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

four phases of business cycles. Answer the following questions.

- Which phase do you expect to see inflation? expansion

- Which phase do you expect to see high une‘r‘R\p_‘ln(")t ‘ H&ent? ceassion

- Which phase should the government use expansionary policy?
Give example. *® cation (g, lowering e grice

- Which phase should the government use contractionaty policy?
Give example. during expansion Ceg, increase tax )

- What factors determine the trend ling? e wsity & guantity of Fofs

*rough

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 1s possible.

Wk ie possive Vecause Yhe oubgut i1 WML cet of MQ wpital and the Capor force. So, i€ fhe capitq|

and \aver  lorce mcrmirb 9 He oukout witl most kel ificreast ag well,



