Exercise 8 Porchou

Ansuer 630 435002

1. R 1¢ derived From money maskel diagram and  TIS-LN.
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Nhen P T, M, goes down wWhich shi¥t [is Yo thelef}. When Ml | qoes up . When
i goes vp, nuestment decrenses which decreases the output 1 economy. Therefore, # creies
A9 downward sloping which P and N has negative velationship,
2. Sticky Noge theory refers 4o when the Hage s sticky, maybe doe to employee contrach, mn the
economy . By sticky wage heoyy, ewen price T, uage Ts conskant , so real nage ¥ which motiv-
obes  Firms 1o employ more labor. S0 when veal wage 1s cheap labor demand crease. And,

when labor increases, ovtput WIll vaise as wel That's , when P1, Real Hage U, labor T,VT,
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3. The LRAS 1s the verhical line because price does not have any effect en procucken 0 long mn
In long-run, wage Ts Hexible  so when price T, nominal wage * too which make real
woge remains the same. Firm will not demand any more or less of labor ; heace, ovtput

does not Change as well. That's ,even price changes, output does not, 80 LRAS 7s verlical.
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h- 4. Cetaris Paribus (other things equal), how will each variable/event affect each
curve - shift (to which direction?) or movement?
Variable/Event AD SRAS LRAS
P? move down [move up no effect
Gl shift downuard) no effec) no edect
T snith vpward | no edlech no edecr
Autonomous CT chift vpward | np edfect no edfect
Autonomous Il shift dounuard| no effect no effect
Ml shi$l dounuard | ng Q,fgec* no effect
it shift douwnward no effeck no effect
Temporary epidemic shif} 1o the ledl| no effett
(assuming AD unchanged) No effect
Permanent increase in .
population growth rate No effect shutd Ho the S 40 the
(assuming AD unchanged) vight Hghk
(A9 no change) W1 no edfect shifl 4o tne 1ef | No effeck
Bad seasonal weather no  effeck shift Yo the lefl| No effect
Permanent loss.in agricultural o efdec) ¥ 1o theleft| siifl 1o he left
land due to climate change
Discovery of new technology | ho efPect | shif| Yo the righl |shif} o the right
Short-term worker training no edfed Sft Yo the lef} | Np effect
Permanent education reform ng effeck |shift 4o Hhe right shif4 1o the right

5. .The economy Faces negative AD shock .50 AD will shidt dounuord trom original equikbrium A

fo point 8. A 8, there s deflationary gop which outpot is produced under Fuli-employmert. This means

P~ e that there might be an amount 0¥ unemployment.

SRAS,
sk 1§ government wants Yo ¥ix deflationary oap, policy thad should

be used is expansionary ¥scal policies which are increasing G

or decreasing T that encourages consumpiion. For example, it 61
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- Y1 and M will s vpward back o equilibriom point B.
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Seﬂahonng gap

- 1f there T no government wnferuene, economg will adjust. Firsty, when AD shifi dounward , SRAS



will have to move down Yo decrease , so T con abract Cconsumer. However, uhen price goes down

regl wage goes up because wmediakely T SR . nominal woge 1S shicky. Firm that guin less profit

than before wll #ire some labor. lafer m LR, wage 1 no longer stickg i so when PV, nominal Wage

¥, fim can hire pepple that create more ovtput agam( from ¥'back o Y¥). (shidt SRAS 4o the Tighi).

G. Hhen the economy faces o femporarg postive RS shock , 1 will shidt SRAS 4o the right. The example

can be good weather that benebiks the mpots of supply -side.
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18 there % no govement iervention,+he ewnomy wuill do

L
sei- correcting mechanism. Nhen SRAS 1s shifhed to e right,
there's an Tncrease in ovtput and o decrease ™ price. In SR, when
price decrease, and wage 1§ slickg . prodvcer will produce more

resolting 1 more output. Wowever, T LR, Nage 1§ 4lexible, and ¥l

rise as price increase ; so frm will vedvce s production as the cost of input T now high , which

make outpul go back to the oviginal one (4) and SRAS relum fo the original ome too (SRAS,> SRASY

1. The economy 2aces permanent, negative AS shock , # will Shift both SRAS and LRAS to the ledt.

The example Could be global warming or depletion 0% fossil Jvel.
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SRAS,  ithout government itervention , at First permanent negakive AS shock
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Wil shith SRAS %o the led, resulting high price and lower output . Then
LRAS shitt do dne ledt thal creale new equilibrivm with permanent

lower output and higher price.

3. The 1dea of money nevtralidy s hue for A9-AS model. Rs AD-AS model analyzes the

economy 1n both long-tun and Short-vun, S0 1n longrun, changes n money supply will not

affect real varigbles, like employment or rey GOP. This 15 becavse in LR, AD-AD uil

adjust tsel? back do equilibrium at dul employment outpot. There dore, the chonge m slock o mon-

ey con only affects nominal variables kke wage or price but veal voriable vemain the some.

3. To change ovtput, government tan tmplement supply-side polices. For mstance, the derelopment
o? edocution sustem LI help M Yoman resources which benefih LRAS (swifd do the right) . Thus, ® aan



results tn permanent higher output.
10. When economists want fo have low unemployment and low milation , they face +rode-0fF betucen these

o goals. In short-run, A shifls vp ,s0 there 'S low unemployment , bot price also goes up that makes
hngh in¥lakion. However, T Long-run, wage is  lexible ,s0 when inflodion 1 high , Pirms  choose %0 hire people

ot ol employment only ,
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When G 1T -

For 15 curve, i+ shifls {0 dhe right becwse RE shifts up.
. For A9 corve, it shifls to the right 4oo which mereases price.
.for LM cove, when P goes up, T shifls to left as money sopply decreases.
2 Utth new IS (1,2 1Sy) and new LH (U1, L,), the new equilibiom n 1S-LM corve occurs with
higher 1 but the same V.
. With A9, in SR, there will be nflationary gap, but when in (R, #iem will demand less labor

which make SRAS shifis to e left. T4 makes AI-pS P back o equilibriom 1 (R,






