Semester: 2/2011
EE 312 Macroeconomic Theory
Homework#4

__________________________________________________________________________

1.
Analyze the impact of the following events on price, output, and employment.


a)
an increase in oil price


b)
businessmen lose confidence in government stability


c)
labor union is successful in asking for a wage increase


d)
stock market is under a slump, people hold less stock


e)
floods have reduced agricultural output

           Use appropriate diagrams in your analysis.

2.
“Stagflation, i.e., an increase in unemployment and inflation, is inconsistent with the short-


run Phillips Curve and the AD-AS model.  Do you agree?  Explain.

3.
Compare the “trade-off” between unemployment and inflation in the short-run and long-run 

by using Phillips Curve under


a)
adaptive expectations


b)
rational expectations

4.
What are the differences in New Classical and Keynesian views about the effectiveness of 

aggregate demand management policies in stabilizing output?

5.
Continuous depressions and heavy rains have caused severe floods in many parts of the 

country.  Use the Real Business Cycle theory to explain how such an event causes 

fluctuations in output.  

____________________________










PAGE  
1

