ECO2142 B

Fall 2013

Assignment #4
Due date: November 13, at the beginning of the class

MS, Chapter 11, #1

MS, Chapter 11, #3. Use, however, the following equations:
C =200+ 0,8(Y-1T)
I=200-25r
(M/P) =Y — 200r

Suppose that firms become very optimistic about future business conditions and invest

heavily in new capital equipment.

a) Use IS-LM and AD/AS diagrams to show the short run effect of this optimism on the
economy.

b) Now use the diagrams from part (a) to show the new long-run equilibrium of the
economy. Explain the transition from the short-run to the long-run equilibrium. (For
now, assume there is no change in the long-run-aggregate-supply curve)

c) How might the investment boom affect the long-run-aggregate-supply curve?
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