Perapu’( Witisoock 6404690762

Exercise 1
Introduction to Macroeconomics

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

the agents interact?

1. Households 2.Firms 3 The govermen’r 4 The rest of the world

1. The goods and service morked
2. The labor wmarket/€aclor markef
3 The money ( finacial) morhet
2. What is sticky price? Explain why price may be sticky.
Sticky price is when the price adjust slowly to the equilibnum may be de to
MNIMUM wage policy employrent contact ond labor unon
3. Explain the four main categories of unemployment.
1. Frctional unem ploymcn* 2.84ryctural unemploy ment
3. Cyclical unemplay men! 4 Seasona | unem ployment
14244 =natural rate of unemployment
3=problen dve fo velession
4. Classify the following events into the categories of unemployment.
- Some friends just graduated from college and have been looking for jobs.
Frctional unemployment
- Christine lost her job as a biologist at a biotech-company when the whole
industry went into recession.
Cyclical unemplgy menT
- Gerhard, who used to be a taxi driver, stopped looking for a job three months
after he lost his job.
Discouraged - wor Key
- Dirk used to work as a wooden-doll maker. Now all kids want plastic dolls, so
he is out of work.
structural unemploy ment
- The hotel part-timers were laid off during low season.

Seasonar | unem ploymenyt
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- Aditi, a high-tech engineer, just decided to quit her job; she is being
interviewed for a better-paid job in a multinational company.
Frictional unem ploymen*
- A man lost his job as a public reader as literacy has increased in his village.
Frctional 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?

une,mp\oymm’f rafe : % : 407

We can't Find the labor force participation rale beawse we needto
hove the number of 4olal population 1p years old or plder to find

6. What is the discouraged-worker effect? How can it affect the unemployment rate?
Discovraged - worker etfect is when people who want o work cant £nd a

J0bs become op looking for worlh. TF oftects the unemployment rate by veduce
tre number of numerater ang dww\"mhvby e amovit of people who becores

7. On average, nations in Europe pay higher unemployment benefits for longer %'%¢ ovraged.
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.
Tt will maky the nahon in Evrope hove higher uremployment rates than us . The dype ot

nwber of frichi gna! vnemploy ment

8. What s 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?

Inkiation is an increase m nt overall prict level

For engplt, you have M tne price 04 chicken is 70/ Kg bt tmr it
thanges Ly 100 ) kg this Mean you have the sart A M bot he valve of Hhe
monty is gpng dowt

Yes , when 1t is fhe slw inflahon with swall and constand rade it il make
Me economic growth faghiy



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

with examples.
Lender becavse borrower reed to pay back their dept with money worth more twan money

they vortwed ot frst for cxampl 100 bavt during e barres con buy A0 eggs b ey e
rivrn the 100 band it worth 15¢g4s

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

interest rate? (Hint: Fisher Equation)

Bank will inercase the inferest rate

11. The CPlis 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?
re un krown 1*307- T = unhnown
. 0-12 r- 1-1
-n_ - w - 257
1% Y:30/.-25/. - 8.
12. Explain why inflation is necessary to a growing economy with reference to
the money supply.

Infiption s necessary o amwins eConomy becavse 1t he\ps inevemst in  produe hon
and v relattd o money swpply by morey supply ncrease faster o e growts
w real ovipd will eayse nflafion.
13. What are the two administrative costs of inflation? Explain.
1 Maw crst - cost bom chonging mnus/ptia list {frequent ly
2. Shot - leather cost - opportumdy oyl of iding cosh ouf side thy bank i ki’h
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?
Inflafion decrea Ses duning recessions andl incrLase o\un'ng LY ONS | expan siy
- Which phase do you expect to see high unemployment?
Yecession
- Which phase should the government use expansionary policy? Give example.
Yecession
- Which phase should the government use contractionary policy? Give example.
expansion
- What factors determine the trend line?

The quantity andl quality of |aby and rapih\l
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Level of veal ovt pot

Time
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.
This is possible beavse veal outp W hove more facor ngt jush

copital stock and \abor force it capital good , horon capitd|

and tech mlogy :



