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

the Pour macroeconomic agent oonsisk oF  Household ) Fems (The 3memmev\’r
ond  the vest of the world / TM inrevack i the Paee warket - The gooo\s and service market
The lobor market omd  fhe woney warket
2. What is sticky price? Eixplain why price may be sticky.
S}'icktj price oul;yuslrs s\ow\u' Yo +he equi\ibrium,
Slr\'ck\j price dve fo  minimum wage P°|"°‘1 , tmployment wntract and  labor union .
3. Explain the four main categories of unemployment.

1) me'l‘ov\o\\ Unexnp\o\jmeh\' H Uv\emp\m’men* w\/\en PeOp\e \ookmj l SwiJrcl'\mg Tor o Job.

5 Cylical UMMP\U\,MCV\\’ . due Yo Nuchuations n business cycles
) Seqsona\ Vy\evv\plo’mew\’ 8 A\)e Lﬁ C‘/\av\gmg Seasons

9eographical change

2y Shedural Uv\empla1mev\\' ° d\uwges in a struche o he economy technological * change
I change  in demand Tor labor <kill

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

- Some friends just graduated from college and have been looking
for jobs. Frickonal UV\eMploijeh\'

- Christine lost her job as a biologist at a biotech-company when
the whole industry went into recession. Gyclical vﬂew\p\oymev&

- Gerhard, who used to be a taxi driver, stopped looking for a job
three months after he lost his job. Not in the labor force

- Dirk used to work as a wooden-doll maker. Now all kids want
plastic dolls, so he is out of work. Struchoval vneMp\oymw/ﬁ'

- The hotel part-timers were laid off during low season. Seasonal wemployment

- Aditi, a high-tech engineer, just decided to quit her job; she is
being interviewed for a better-paid job in a multinational
company. Frichomal wemployment

- A man lost his job as a public reader as literacy has increased in
his village. Stwchuml 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?
Unemp\o\,mev& m\'e = VntMp\oqmen¥eJ we o' b bnd H\e labor Force
CMp\D\jed v wnemplomented Pm\-icipo\HOv\ me ble we donk keon
= uo = 0.4 Hra\ poyula\m,
100

6. What is the discouraged-worker effect? How can it affect the
unemployment rate?
Docowaged - worker eHect is Peolole whd watt o work bk comed] bind Jobs
become  discovvaged and sl»op looking Por work
These pecple are not classitied as wmemployed  and ok included in ololabion of Hhe vnemplm,menL vatt
;5 the memplyment ke Fall that oan mislesd people Hhink.  more pecgle, howe, gol Hheir Jobs

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

Unem?lb\’meh\‘ whe in E.,mpe will imoremse . Frickional unemPlo\,men\' is most o\imHj allected.

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?

Litation is an moense in the overnll price level
Tablohion raises both woge ovd price of goed 50 inlation doesn't veduces purchasing power.
Bk it or wage are fixed dee to emy\ajmevx\' controcks . then indlatin  will veduse owr puvclmsmj poer
In case where intlakon vy wok bad 6 when your wage morase
9. Who — lender or borrower — is better off, given unanticipated
deflation? Explain with examples.
lender is betrer Hhan bovvower in deMation.
Example yov borow 100 & fvom your Priend  m w000 ond rehm 1008 i 2001
Pssome thot 100 bakk can by 4 Pred chicken in 2620 Then, Phere i mantiipated  detlakion
and 10 bkt o buy 5 bried chiken n 2011 . Now your briewd ove beter ol b



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

'/\n\m M[‘»\n\'\'on iS5 anh’a’pa\’!d ,‘Hne ceni’m\ \)av\k wi“ mcvease mchs\- m‘rt_

11. The CPI is 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?

inbloaHion vate = 150- 120« 100 % veal interest mie

= T -1
120
= W% -2% %
= 25 > 5% X

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

Tnevensing money supply s necessary bt i+ olten case  inblakion.
Economy and iks pon\nh’on grow will veed money Por their tomsechions and the Govk

want s o use money 05 Phe mean of exchange |0 intahon is necessary

13. What are the two administrative costs of inflation? Explain. |
meny cost ¢ ot Prom “"“"‘3"‘9 menvs and prce lisks qu\ﬂ\,

hoe leabher cost : when inkerect vakes are high e Oppoer’h’ st of holding cash ovkside banks is high.
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? Peac
- Which phase do you expect to see high unemployment? Tﬂle\f\
- Which phase should the government use expansionary policy?
Give example. Tough  Ex covida ovkbreak
- Which phase should the government use contractionary policy?
Give example. feak Ex uhen ok ond employment grom
- What factors determine the trend line?

Pk depend on quliby » qwnHH
{g’ \ reesHn ot fackor of produc bion - lamd
& - labor
- copital

L[]
Teogh - entveprenevr ship

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.

Copital shock and lulm bovce are both increase Hhat wake \/\ig\nev ?rOAUCk‘l\li"l] ,50 “"ﬂg veol oU\—F\,\— B growing .



