Purjinnichd  Fungyen

1. What are the four macroeconomic agents? What are the three markets in which R 6404640 Ny
the agents interact?
— 1. Hougholds — 3 Markots ¢ 1) labor market
L. Firms 2) Good & Service market
3, Government 3) Money market

4.Tne rest of the world

2. What is sticky price? Explain why price may be sticky.

— Sticky price 5 The price that ajucks Sowly oo The eguilibrium.
© Price of goods &erviges gonty chang rapi&xy.
~The prin muybe §hicky or nof depends on minimunm wage policy, employmeni Contract
and febor union

3. Explain the four main categories of unemployment.

. Frictional unemployment — unemployment as d result of Shorf~run job kil matthing problems.
—included twopla Who just enter tho labor force dind looking for job.
eg. College ftudent Who just graduatod
2 Structural unemployment - People thai 10se job from the esult of Changes in the Shructure
of the economy in GgnifiCient (ndustries.
— Advanced tochology ¢ the industry use the robot or machinery instead of worker.
— Change job location
3. Cyclical” wnemployment — People +hat lose job from {lactuations in business cycles
or recesson.
—Not enough demand for goods& services
t. Seasonal unemployment — Unemploymend dud +o Changing Stasons
=There are low Season & high season , people wigh lose their job in low Seuson.

4. Classify the following events into the categories of unemployment.

- Some friends just graduated from college and have been looking for jobs.
Frictiond]  unemplayment
- Christine lost her job as a biologist at a biotech-company when the whole

industry went into recession.  ({(licd) unemphyment

- Gerhard, who used to be a taxi driver, stopped looking for a job three months

after he lost his job. not in (ghr force

- Dirk used to work as a wooden-doll maker. Now all kids want plastic dolls, so

he is out of work. Structural \memp]o\{m\%’lb

- The hotel part-timers were laid off during low season.
Seasond| ynemployme nf
- Aditi, a high-tech engineer, just decided to quit her job; she is being

interviewed for a better-paid job in a multinational company.
Frictiond) Unemployment
- A man lost his job as a public reader as literacy has increased in his village.

Stractural unem ployment



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?

— Unémployment Fdie = Unemployed

emp\wedwnwplm’ad
<l X = =440
FF 100 04144

Sunemployment vate {5 4

—We cannoi fing labor forcd payticipation rate becpuf@ we need 1o tnow the

Umount of population 16 yeaw old or oldor.
6. What is the discouraged-worker effect? How can it affect the unemployment rate?

— Discouraged - worker e ffoct = Unemployed ~people who wont work but cannot
find jobs becme give up  to find o job.
> Not intluding in the calculation of wnemployment rate because theg're not in labor fore.

=T+ affocts the unemployment rate botaue unemployment rife is coloulate by ufing
amount of unemployed pavple and amoyt of labor force, if there dre any discouraged
worker effett  the amout of labor force will decrease and tho Unemployment -
rate  will Change.

7. On average, nations in Europe pay higher unemployment benefits for longer
periods of time than the US. How would this affect the unemployment rates ir

these nations? Explain which type of unemployment is most directly affected.

~Europe hove more unemployment the the US because  unemployment  get more
bepefit for a long period .
~ 1t lead fo frictional because people don't have a job but they SHill qef money.
8. 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?

— Inflation = An incmage overoll price lovel of goodS & corvices over Some period of +im.
=>WWhon people get higher income ;The goode & Services will become more expangive.

— Inflotion reduco®s one purthasing power is bad depend that has fied
wage Condition,

— Inflation may nof be bad i there's nof fixed wage.

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

with examples.

—lendor is botter off
—Wample=> 2020 ¢ A borrow $10 from B, Acan buy S pens (rate 37)
2021 ¢ A give § 10 back +o B, B can buy 10 pens Crate -27)

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

(Hint: Fisher Equation)

=The centra] bank will et higher nominal inforest rate to the  borrower,
— The centrd| bank clenders) can use the Fisher quuq‘rs’on to qecide what
interest rate they chould Charg@d

Fisher Eguation : Iir r+1r

\ . ¢ -
nowinal \veal Inflation rate

intevest  jntoyest
rast  rote



11.The CPIlis 120 in year 1 and 150 in year 2. All inflation is anticipated. If the bank
norminal inmtyes

charges an interest rate o 36%, what is the bank’s real interest rate?

. Find T 7= inflation rdafe
— from: (=r+T T = new-0ld = 150-900 =25 | =20
303 r+2s old 124 re?

r=5
oo The bank's red| infecest rafe i &

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

~ Inflation will increast value of monty , make people want o de un
ihyestment . When people have money and they want to gpend money \The geller
also want to Sell; Demand will increase and make fhe economy gqrow up.
13.What are the two administrative costs of inflation? Explain.
NMuhy  cot — cost from changing menus })pnce listS  ¢roquently.
2)$hoes leather cost —When the interest vates dre highythe opportynity cost of
holding cash oufside the bank is high.

14.Draw a diagram of business cycles and the trend line. Label the four phases of

business cycles. Answer the following questions.

= L Rwerd tne 4 Whith phase do yoy ogect H e inflotion?
P & —EXpension, Peak
’g ﬁ§ Trough
Z] \S_permanent 2 Which phase doyou expect to see
2 A high unemployment?
Trough

. — Retession 4 Trough
Time
3.which phase should the goverhment use expangionary poh‘cy? Give eXample .
—Racession y Trough  ~This 2 phases going down oo much, govi. should bring them up nearly
the trend [ine. ‘
4. which phase should The government use comrctionary pohcy? Give eample.

—Expansion 4 Peak ~This 2 phases also going up too much, govt chovld make them come down
for 1ess  fluctyation.

5. What factor deferming the trend ling !
—odality and guantity of faclors of productions

Fop 1) Land
2) Labor if FoP 1§ good
3) Capital the trend ling

) Entreprengurship will go up#

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.

— It IS possible because the machinery or worker have more productivity by
developed Fechnology o they will Qe more output.



