Free Response Question
a) Suppose an economy currently has no cyclical unemployment but then there is an increase in the cost of important commodities such as coal and iron ore. Draw the resulting equilibrium on an ADAS graph and label the price level and output P1 and Y1 respectively.
b) What is a specific policy that a government might undertake if it prioritizes the reduction of inflation? What would happen to unemployment if this policy were undertaken? Draw the effect on the graph from part a).
c) In the absence of discretionary policy, would happen to the social security payments in the country?
d) What would happen to the following in the long run?
i. Unemployment
ii. Output
e) Draw the effect of the automatic self-adjustment in the long run on the same graph. 
[bookmark: _GoBack]
