
 

i a true

1 t true since the supplyshock have thechange in technology121 change in marketstructure

change in labour force change in capital change in number of leisure change in labour supply

which these variables have a negative relationship with interest rate Hence interest rate is
counter cyclical variable under supply shook
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In short run as there is a decrease in government transfers

That would cause Is shift down1shift lefttNo decrease to4 I ro to r
that makes consumption InvestmentincreaseAD shifts left as a result and
makes P decreasesfromPo toR FromdropofP causing Ndshift left
due to thefact thatNd MPNPMoving fromNa toN WatoWi
Decreasing in P also affectLn toshift right thatLMMps as PdsLMI
i It shiftsto therightResulting in production market in decrease in
labor output

In medium run Ns labor relise thatpricehas decreased so they
would work less Nsshift right labor increase fromNa toNa

when hisshift right It makes its shifttotheright as well And pricewould
drop even further to Pe and 4 risestoYe In production market

Y increase from 4 to42 N rise from NytoNz
In long run adjustment Ns will shifts right until labor equal
to Nz and 1M would shiftuntil it back to same Yo As well Aswould
shift until it is verticalatYo
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3. 8) 0=1 , Uf -- bit .
It 0.02 - 0.710.05 - 0.05 ) = 0.02

Http = 0.02 - 0.710.05 - 0.05 ) -
- 0.02

Ft + µ = 0.02 - 0.7 (0.05-0.05)=0.02

Ttt
+ is

= 0.02 - 0.7 (0.05-0.05)=0.02

.

'

.
Inflation of given period is at .

3.9 ) Since the Theta value reduce to zero
,
it implied that mean past inflation did not affect future inflation

.

3.10) t t 16
, ve -- o ft in , ve -- g ft 18 , Ufo 0=0 TIE -- TT Unf -- 51 . Ut

' 51 .

Htt 16 = 0.02 - 0.710.05 - 0.05 ) to = 0.02 = 2-1 .

Http = 0.02 - Ot 0.01 = 0.03--3-1 .
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3. M) Ft+ is = 0.02 - 0.710.05 - 0.05 ) to -
- 0.02

Ft , ,g = 0.02 - 0.710.05-0.05) to = 0.02

i . The inflation of both period is et .

3.12) 0=1
, Tlttf = H .

Titi, = 0.02 - 0.070.05 - 0.05 ) t 0.01=3-1 .

Tl tug
= 0.03 - 0.070.05 - 0.05) to = 3T

,

3. 13 ) Tt, ,g
= Htt , g - 0.910.05 - 0.05 ) to
= 0.03 = 31 .

Therefore
,
in order to decrease inflation rate

, government have to increase unemployment rate by D. 02--0.03-0.9 cut - 0.05) to -it 0.064

3.14 ) Based on question 3.1-3.4
, there is no vitality since Ttt -- Fte and Ut

-
- ht .

However
,
if u becomes more than zero

,
He will be less

than Ft .
Hence

,
in order to maintain level of inflation

, government has to adjust unemployment rate by increasing Ut > UH .

The targeted inflation rate is indicator for stability in economy for example , if Ttt drastically deviate from It
,
it could implied that

economy is not much stable
.
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