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75.
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9.

80.

81.

The explanations for the slopes of the aggregate demand and aggregate supply curves are the
same as the explanations for the slope of demand and supply curves for specific goods and
services.

Technological progress shifts the long-run aggregate supply curve to the right.

Increased uncertainty and pessimism about the future of the economy decreases investment
spending shifting aggregate demand to the left.

In response to a decrease in output the economy would revert to its original level of prices and
output whether the decrease in output was caused by a decrease in aggregate demand or a

decrease in aggregate supply.

Economists mostly agree that the Great Depression was the result of a very large adverse
supply shock.

If the government increased the money supply in response to a decrease in aggregate supply,
unemployment would return towards its natural rate, but prices would rise even more.

A recession has no benefit to society--it represents a sheer waste of resources.

Most economists agree that stabilization policy is likely to work despite lags in the effects of
policy.

The cost of inflation reduction is a small but permanent increase in unemployment

The federal government has committed to eliminate federal public debt by 2021.

Short-Answer Questions (24 points)
Answer in the space provided.

82. (4 points) Explain why sustained government deficits are likely to lead to lower living
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standards in the long run. You may want to use a diagram.
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X 83. (IE points) Suppose that the economy is in a long-run equilibrium.
a. Use a diagram to illustrate the state of the economy. Be sure to show aggregate

demand, short-run aggregate supply and long-run aggregate supply.
p LAAS

b. Now, suppose that firms become pessimistic about future business conditions and
significantly cut their capital investments. Use your diagram to show what happens to
output and the price level in the short run. What happens to the unemployment rate?
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c. Assuming no change in policy, what would happen to output, employment and the
price level in the long-run? Explain. (For now, assume that there is no change in the
long-run aggregate supply curve).
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d. Is there anything the government could do in the short-run to soften the impact on the
economy? Explain.

@ N T)'\l» éw*'f Cow /c/ ffzwc’ﬁ&«% < /u_{/f.aw M(,‘)/@f\.
nfb @‘5’“‘%’ T?*<§ {’fw fiff« | gf £ Pl N o

s;i

We ?M G 74 P
é‘ : wa\f{ 5%3”’@?" at PN Mcﬁ T;u// «é\mf“

Oy {(P ¢ j htve ( . Q} ;t?;! } Wb ﬁ r’/« ng'ﬁilsf*’xﬁ“J”’% m@"iﬁ A‘*ﬁt“”h’l ‘(‘”J‘
Aeka,

e Woold it ne P ) ies

. / ’
LA F ALt !

e. How might the drop in capital investment affect the long-run aggregate supply curve?
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84. (5 points) In the 1970s people had become accustomed to high inflation. In 1979, the Bank of
Canada decided to fight inflation and decreased the money supply growth rates. Many people
thought that the Bank of Canada's action would cause a recession.

a. Is this thinking consistent with the aggregate demand and aggregate supply model?
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b. According to the sticky wage theory what should have happened to output if people

had believed the Bank of Canada’s commitment to reduce the inflation rate and had
perfectly antlclpated the drop in prices. Explam
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85. (5 points) On Apr11 22, the Bank of Canada will announce whether it increases, decreases or

does not change the bank rate. What do you expect the announcement to be? Explain (you
may want to use diagrams). A
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