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Exercise 1
Introduction to Macroeconomics
hat are the four macroeconomic agents? What are the three
markets in which the agents interact?
- What is sticky price? Explain why price may be sticky.
- Explain the four main categories of unemployment.
4. Classify the following events into the categories of unemployment.
_~Some friends just graduated from college and have been looking
for jobs.
< Christine lost her job as a biologist at a biotech-company when
the whole industry went into recession.
~Gerhard, who used to be a taxi driver, stopped looking for a job
three months after he lost his job.
~Dirk used to work as a wooden-doll maker. Now all kids want
plastic dolls, so he is out of work.
_~<The hotel part-timers were laid off during low season.
/i Aditi, a high-tech engineer, just decided to quit her job; she is
being interviewed for a better-paid job in a multinational

company.
- A man lost his job as a public reader as literacy has increased in

his village. ermpliy el s emloyed Uhem pled
~ Suppose there are 100 people in labor force and €0 (abur Boree

currently inemployment. Find the unemployment rate Can we _ 1—0 04

find labor force partlclpatlon rate? If not, what 1nf0rmat1b?n do vz/
need? Jlb.;% WE Chuek ind 00 We metd 10 knew The PW‘:\C( \‘2‘/\
opUlation

hat is the discouraged-worker effect? How can it affect the

: 0

nemployment rate?

/gn 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.



“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? unexpe okl

_97Who — lender or borrower — is better off, given unanticipated
deflation? Explain with examples.

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

. The CPIis 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?

)Z Explain why inflation is necessary to a growing economy with
reference to the money supply.

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

_<Which phase do you expect to see high unemployment?

_~ Which phase should the government use expansionary policy?
Give example.
hich phase should the government use contractionary policy?
Give example.
_#What factors determine the trend line?
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
) ) N : . :
W is growing by 11%. Explain why this is possible.
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1) 4 Moo agents
- House hold
- Firmns
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- The st of the world

3 markets thab these agents inferact
- The Goods q Services Marlket

- The lobor Marked

- The Moey Maret ( financial )
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) -In Europe, vnempbyment mie Will gek higer than US because of the hightr
money they get TTOM goverient malke peopie's wiling fo £ind job  decrenied.

- ffect fricfiond  unempliymen’
?)-Inflokin (s an increased {n gversl price level.

Tt can decrease the purchasng power of money 1% the cosk of Q(Jods and Service§ i
higlaer but  OUr Wages Qe skl “Fixed. TF means You 0re how able obug legs with your mohey

- Tnflabion cun be quod. It cn buost p the economy. More maney inthe economy can increase
the §pending and aggreqated demand. feople hae more money b0 Spend.

9 eing lender during an unanticipated. deflabion is betfer off beust the lender il o mape
pu(c‘?qsing power The money getting back from the barrower cun buy more because during deflation
the price of goods and ™~ Servites ~ decreased.

now: 1008 - ¢apples = 25 B Jeach
deflation: 100 8 ~ Sapples = 20 § [ each

10) The bank will Charge higher interest rafe during andicipate inflabion

Fisher Equation * f=r+7 1 it WA
€| v : TV <= inflakion rake
fave that Luv\k uses

1) CPL Yeur, =120 , Year, = 150
5 CpL = new-old < 150-120 = 30 = 0.25 = 26/

§ inflation 01 120 120
gfeu\ intevesk
~r= 1T r= 30 - 259 = ST

e bt bark s © Silaon e+ bank's real inberest robe - S
1) Infation is necessary fo o growing economy bewause the central bunk will prind more  mone
Jo the money supplies inwveased . People want o spend mare and the finm's wiling to
produce will “also increased

13) ‘menu ost' is a Cost from chnging prices incurred by firms

'shoe leather cost' is a st of time ond effort Bt peole expend beause they donw't wark
bo 1old cash outside the bark.
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141) During the P?-Gk,’, Inflation might oceurs
1#.2) During the 'Trough , There will be “a high unemployment.
14.3) Coverment should Use the 'expangionary fiscal policy’ “during  the receSSion and traughy o
boost the €wonomy.
eq. tay (uts, increased  Goverment; gpending
14.9) Goverment should wse the ' contrackion fiscal poh'cj' during the, expansion and peok to slow
down the economy because grawing fo fast can Caured inflation.
eg. rasing tax | reduce goverment spendin
14.5) Trend line depends on the quality and quanbity of Fop

15) When the copital Stock and labor force incyeasing ot the onnual rate., the real output growbh wil also
increase because the productivity is increased.



