Krugman Module 19 – AD/AS Equilibrium
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Check your understanding: 1. a. SRAS shift left, PL increase, Output decrease b. shift AD to right. PL increase, output increase. C. increase taxes decrease AD, decrease PL and output d. negative supply shock (SRAS shift left)
[bookmark: _GoBack]2. LRAS shifts to right. We move along AD because the price level is lower so people will buy more. There will be a new equilibrium and no lack of demand. 
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Check Your Understanding

1. Describe the short.run effects f each of the following shocks 2. A rise n productivity increases potential outpu, but some

on the aggregate prce level and on aggregate output. worrythat demand for the additional output willbe

3. The government sharplyincreascsthe minimum wage, insufficient cven i the long run. How would you respond?
rasing the wages of many workers.

b. Solar energy firms lsunch a major program of investment
spending.

€. Congressraises taxes and cuts spending.

d. Severe weather destroys crops around the world.
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Tackle the Test: Free-Response Questions

1. Refer to the graph above.

. Is the cconomy in short-run macroeconomic
hbeiom? Bl

b Is the cconomy in long-run macroeconomic
bt

. What type of gap exists in this economy?

d. Calculate the size of the output gap.

. What will happen to the size of the output gap in the

long run?
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Tackle the Test: Multiple-Choice Questions

1. Which of the following causes a negative supply shock?
1 a technological advance
IL increasing productivity
1L an increase in ol prices
a Tonly
b Honly
< Monly
& Tand Il only.
 LiLand1
2. Which of the following causes a positive demand shock?
2 an increase in wealth
b pessimistic consumer expectations.
€ adecrease in government spending
4 an increase n taes
€ anincrease in the existing stock of capital
3. During stagflacion, what happens to the aggregate price level
and real GDP?

Aggregate price evel Resl GDP
. decreases increases
b decreases decreases
4 increases decreases
© sayschesame  staysthe same

Refer o the graph for questions 4 and 5.
Aagregate A swas
rice
evel

v Real GOP

4. Which of the ollowing statemensis true f this cconomy is

operatingat Py and Y2
1 The level of aggregate output equals potential output.
IL It in short-run macrocconomic cquilibrium.
L Ieis in long-run macrocconomic equilibrium.

a Tonly

b Honly

< Monly

4 Hand

< landil

5. The conomy depicedin the raph s eperencing ate)
o conmrcionsty pp.
b. recessionary gap.
< inflationary gap.
& demendgp.
 supplygap.
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2. Draw a correctly abeled aggregate demand and aggregate
supply graph illustrating an cconomy in long-run

‘macrocconomic equilibrium.




