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Exercise 4
'wmb are the four macroeconomic agents 7 Whati dre the thre markets in
which the agents interact]
* & macroeconomic dgents sehoweholds 2firms 3sgovernments 4o The rest of the word
® 3 market€ 1o Joods- and-gervices market 2 The 1abor market 3o The ‘&'S&“&’ market

@ what s eticky price? Oglain vy price way be wkicky.
oShicky price means tndt the prices of goode and eurviceS do not change.
They don’t go up/down de voon v demand rige or fal.
o There are ymany reasons why the prc is ghicky.
wage dug % - minimum wage policy

unemployment
— S

w should -
beinw { Gacioan employment.  contiract
w S (No ummploymant) . Iqu,- union

[}

Labor

‘ Oxplgin - the four main ctqgories of unemployment
1) Frictiongl unemployment -d regutt of the ‘hormal turnover in the Idbor market .
Q9. unemployment wnen peodle loking /e wicthin g jobs mmfg\' mgg
2) fbructural unemployment — q regult of changer in the @conomic FEruckure.
29. newspaper workers Ore replaced by E-Book workens:

3) Cyclical_unemployment = fiictiond| + fhraciural unemployment ¢ due £0

fluckugtione in buginess cyclog Crocession)  &.0. dir-noctage

%) Seagondl_unemploymont, = unemployment due to Changing Wamong:
0,0 hotel workers in low seagn.

‘ Clagrify the following events into the crtegoriee of unempoyment:
= fome friends just graduated from collage and have bean lodigg for Jobs:
Frictiona) Unemploymant



-Chrigdine lort hor joo d¢ d biologisb b 0 biotech- Company when the whole
inducbiry wonk it vecadtion.
Cyclicdl unemployment;
= Gorhard q Who used 0 o d taxi drivae ¢ Stopped laoking for g job three moning
e he loch hig job
Nob in the [gbor fyee Cdiscouraged - worker )
= Dirk usked 4 work d¢ @ wooden-doll maker Now al kids want plackic doliy
$o n i our of work.
Soructural - unemployment
~The hotal part ~timery werd \oid off during low wagn.
fedgondl  unemployment
~ Aditiqd high-tach engineer jues decided to quib hen gob § ¢he i being
inkerviewed fr o better - paid Job in o mulbindtiond! company.
Frictiondl  unemploymant
- Aman losb hi¢ Job as o padic readdr a¢ libeacy hes incrded in
his village,
foracturd!  unemploy ment

' Suppore there dre 400 people in |dbor force and S0 people Currently in employment.
Eind £he unemployment rate. Can we find abor frce  participdtion rate 3
If ngt 4 what information do we need.

unemployment rate = _unemployed

1abor force

= Aﬂo_m_= =0tq'

; 2
00§
We con* find labor force pavlicipabion rdte
We need to know ‘WDIRKING =002 population:



what i the discourgged - worker effect 2 How can it affecs 4he
unemployment  hake
o DigcouragRd - worker oFfect i¢ people who wanb o work but cnk
find joos beowmne  dicoouraged and ko looking i work,
® AS a vesull y the unemployment rate fall,

’ On dverage ynations in Europe pay higher unemploymert benofits fon
longer periods of time than 4he LS How would this dffect the
unemployment. rate¢ in these nabion§ 3 Expliin which bype of unempoyment
i€ moct directly affected.

o Paying higher unemployment benefits in longer periode of &ime
will_incregse the number of unemployed in Qurope . Europe will have
ror unemployment  rdter more Gnan U

* The type of unempoyment 4habds mosk directly offected ¢
frictiondl unemployment. because pople will wtop working and
thoy will recieved the ymoney oy doing nothing.

® wnat i inflation 3 It is often gaid that inflakion reduce one’s purchaging
power 4 ard HeNnce inFlakion is bad.: How can inflation reduce onelr purchdsing
powr  Te 4here o e wherd inflakon may not be bad
v Inflakion is dn incredse in Hhe overall price lovel. Tne goods and
fervices become mord xpendivd qin £he game way people ko reciove
higher income 460 infldion by el don't necessarily reduce oneds
PrChafing powdh, HoweuRry if ouwr wages ave Fixed due to empoyment.
conbirucks ybhen inflation will ducd dur purchaging power. Te Cases
that inflabion mdy nob oo kad are being orrower or gqver.



© wno -lender or borrower —ig bebker OFfy given unanticipated deflation?
Explain with xamples:
o londor  bettor of
® orrowdr worge of
because of deflation s purchaching  power ¥ increge - Tre_power of ymoney Ehat,
you borrowed i the pavk is 140 Enan the power of maney in the fgure.
Cor_whon yoy vepay )

' Whon  inflgtion i€ anbicipated g what will e cenbidl bk do wikh the
interect o’} CHint § Figher Equation)
The cenbrdl bank wil charge higher interopt rake, The hdnk cun
use Figner Qquabion whon deciding $e intorest rate the should charge.
Fighor oqudtion & i=r+w

@ ™ Co1 ic mo inyear 1 and 450 in yor 2. A inFlakon i¢ ankicipabed . T 4he
bank charges an inteross rate of Go% qwhab if 12 bankd red) interest rated
Figher oquabion 8 i=reT 22304 T=2 find 1
find T 7= New-old -160-m0 = 25
od 710
find kg = i-T
= %025 6

’ Explain why inflakion i hecessdry 4o d growing QONomy wibh reference
% £he money gupply:
The infidbion will dlowly incroae  Price level keops budiness profibable.
The bank will increq® interese vate gthon londer will charge interest.
Thig can  provertd  Conumers from  waiking for lower prices before
making parchar.,



’ Wnat g the bwo ddyminiSbrabiv®  coste of inflakion 2 Explain.
1) /MeNUCOSE) — There  may bR corbs  associdbed Qven with anicipabed
infldtion yeuch a¢ cofts from changing menue/price ligkC froquontly.
2)¢hoe leather cogt - Tnberopt rate§ fend 0 rige wibh dnticipdted
infld tion , When inkerest  raked are highy U Oppdtunity cost of
hoding Cach Oubsid® loanky 1§ high.

@® Drow a diggram of buginess cycler and trond ling. Labol 4ne four
phaces of buginess cycled: Angwer the following quertbion.

Aggregate outpyt

-which phase do you Qxpect &0 €90 inflation?
pedk
~ which phase do you Oxpect £0 ¢ue high employment
peak
~ which phase Should he Joveriment uge Qxpangionary  plicy d
Give example,
Trough
~ which phad® Showld +he Joverniment uge Conbracvionary plicy 2
Give Qxample,
peak
~what fackore determinge the trerd line 3
debermined BY quanlity and qudliby of ldbor and Qipita).



@9 An artice clatee bhot copital ook and labar e ane both increae
gt an apnyd) rate of 7% . The qme artide dleo ckdbes that redl outpat
I¥ growing by Mm% Explain why thi¢ i possible.
The aconamy is @xprrienCing dn  increde® in echnolqdy and  productivity
growth, If £hove iv g tRchnologica) improvement, leading 0 higher labor
and capitd] productivity 4 outiput can b produce wmore .



