
The statement is False because inelastic moneydemand given higher

GDP than elastic money demand ,
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The statement is false because actually it's positive co - movement
because when AD shift upward , price

and output will increase
and vice-versa .
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Positive Demand shock
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Short run aggregate supply ( SRA s ) and Long run aggregate supply ( LR AS I

shift leftward so as well as output because of the permanent cut in government
transfer

.

The equilibrium will not adjust back to the initial point c temporary shock 1 .



Tie = ( l - Q ) TT t 0 It,

Assume A = 0 ; ITI = TF = 2 t.

Ttt , = TT = 2.1 .

Tlttz = TT = 21.

Ttt -13 = TT = 24 .

Tlttq = TT -- 2%

as Tle in period t -- i - 5 is equal to TT = 2T.

Ttt = Tf - 0.7 Cut - UI ) t V
U =D

,
UI = 5% gut =3 -t . If = 0.02 - 0.7 ( O

.
03 - O

-
05 )

= 3.4 T.

To conclude
,

Ttt from t -- I - 5 7 TT

3. 4%7 2 t.

I do not believe because people are more clever to predict
the expected inflation by using past inflation to forecast

.

So
, they are related and A is not zero .

Due to the fact that past inflation strongly related to the prediction of future

expected inflation .

As Ttf + s
= 3

.

4 t .

They = ( t - A) TT t D- Ttt + , IT ++ a
= 0.076 - O

-
7 ( D . 03 - 0.05 )

ITI
, ,

= 17++5 = 3.4 t' I 0.09

Ttt = TIE - 0.7 ( Ut- UI ) t V

TH -if = 0.034 - 0.7 ( D. 03 - 0.05 )

= 0.048

Titty -

- 0.048 - 0.7 ( D. 03 - 0.05 )

= 0.062

71++8 = 0.062 - 0.7 ( D. 03 - D. 05 )

= 0.076



AS 0=1
, Ut =3 to , the inflation increase by 1.4% every year

from period t-16 to t -19 .

At ttb
,
U t .

,
Uti

..
= 5%

,
Ti -- 2%
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Central bank are not successful in achieving the targeted inflation .

As TT -
- 21 .

g
Uff , , = 5 'l .

If , , , = ( t - A) It D- Ttt + is

Titty , ,
= Tft, ,

= 9 t .

To bring It +1 , = 2
'l -

Ttt -11 , = Tie , " - D -

7 ( Utah - Utyi, I t v
D. 02 = 0.09 - 0.7 ( Utt , , - D

. 05 )

O
.
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.
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15 = 15 y .
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. Unemployment rate will rise to 15 I

The result in 13.7 ) ; It . . . = TT : 2%

Ttt -112 = ( I - Al TT t A Ttt -11 ,

Fett , z = Ttt + , , = 2 t .

It-112 = Tilt -112 - 0.7 ( Ut + iz - Utt iz ) t V
Ttt -112 = 2

- I ' - D
-
7 ( 0.05 - 0.05 )

= 2 -I.

As A = I and Ut = Ut meaning that past inflation are strongly related
to expected inflation and as Ut = ut meaning that the inflation will not change
because there are no different between us and Uf so

,
the inflation

from t -112 to te 15 will be equal as 2 'l -



Ttt = ( t - A) TT t A Ttt - I

As f- = 0 meaning that past inflation has no effect to predict

the expected inflation and the past macroeconomic outcome are not related

to the future .
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ITI , if = TT = 2%
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. the inflation in period t-118 and t-119 is as same as the inflation

before the shock happened at Tt# 6
= 2-1.
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. the inflation in period His is not equal to the targeted level .

To reach Ttf , ,q = TT = 2 y . A = i
og

Tilt + , a = ( l - F) TT t Atty 1g
= Tl = 3 '/ .+ t 18

Tty Iq
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. The government have to bring unemployment rate to 6.4T .

If there is no volatility Ttt = Tet and Ut = U !
however

,
if U 70 ; It is more than Tet in order to keep

Tt = TIE government have to adjust their unemployment rate

by trading - off the Ut and Ttt
.

If there are supply shock

v so
,
to adjust at = Tie, there have to increase the Ut > Uf

to keep Ttf = Tilt
The target inflation rate pay

the important role in macroeconomic

stability because it is the trend that inflation should follow
.

If there

deviate much from TT meaning that the macroeconomic are less stable

and vice versa .


