Krugman Module 17 – Aggregate Demand
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Check Your Understanding:
1. a. shift of AD to left b. movement along c. shift of AD to left d. shift of AD to right e. movement down f. shift AD right
MC 1.d 2.d 3.c 4.a 5.a
Free Response:
2. wealth effect and IR effect
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Check Your Understanding
1. Determine the effct on aggregate demand of exch of the €. news ofa worse han-expected job market et year
following events. Explain whether i represents a movement & afillin e
along the aggregate demand curve (up or down) or a shif of the €. a rise in the real value of assets in the economy due t0 3
curve (efoward or rightward). lower aggregte price level
5. asisein the nterest rate caused by a change in monetary policy £ rise i therealvalue of ssets i the economy due o 3
b. a fall in the real value of money in the economy due toa ‘surge in real estate values

igher aggregate price level
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Tackle the Test: Multiple-Choice Questions

1. Which of the following explains the slope of the aggregate
demand curve?
L the wealth effect of a change in the aggregate price level
I the incerest race effect of a change in the aggregate price
level
11 the product-substicution effect of a change in the
aggregate price level
a Tonly
b Honly
< Monly
d. Tand Il only
-

2. Which of the following will shift the aggregate demand curve to.

therighe?
2 adecreasein wealth

b pessimistic consumer expectations

€. adecrease in the existing stock of capital
. contractionary fiscal policy

e. adecrease in the quantity of money

3. The Consumer Confidence Index is used to measure which of
the following?
a. the level of consumer spending.
b the rate of returm on investments
<. consumer expectations
. planned invesemen spending
e the level of current disposable income
4. Decreases i the stock market decrease aggregate demand by
decreasing which of the following?
2 consumer wealth
b. the price level
€. the stock of existing physical capital
d interest rates
¢ taxrevenues
5. Which of the following government policies will shif the
aggregate demand curve to the lefe?
a. a decrease in the quanity of money
b an increase in government purchases of goods and services
c. adecreasein taxes
d a decreasein interes rates
€. anincrease in govermment transfers
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Tackle the Test: Free-Response Questions

1. & Draws correctly labeled graph showing aggregate demand.
b On your graph from part 3, llustrate an increase in
aggregate demand.
€. List he four factors that shift aggregate demand.
d. Describe a change i each decerminant of aggregate
demand thac would lead to the shift you lluserated in
parch.




