Exercise walk-through
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The Phillips Curve
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Long-Run Consequences of Stabilization Policies
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Long-Run Consequences of Stabilization Policies

L Phillips curve

What shifts the Phillips curve
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AP Macroeconomics

Exercises 2.1:2.3

2.1 State what the short-run Phillips curve shows. 1]

2.2 State the shape of the long-run Phillips curve and where it sits. 1]

2.3 State the short-run effect of an increase in AD on unemployment and inflation. [2]



AP Macroeconomics

Exercises 2.1:2.3

2.1 State what the short-run Phillips curve shows. 1]

2.1

o the short-run trade-off between inflation and unemployment

2.2 State the shape of the long-run Phillips curve and where it sits. 1]

2.2

« vertical, at the natural rate of unemployment

2.3 State the short-run effect of an increase in AD on unemployment and inflation. [2]

2.3

o unemployment falls and inflation rises



AP Macroeconomics

Exercises 3.1-3.2

3.1 The short-run Phillips curve shows a trade-off between inflation and

D A growth

B unemployment
C the exchange rate
D saving

3.2 The long-run Phillips curve is vertical at the

D A zero rate

B natural rate of unemployment
C business-cycle peak
D full inflation rate



AP Macroeconomics

Exercises 3.1-3.2

3.1 The short-run Phillips curve shows a trade-off between inflation and

D A growth

B unemployment
C the exchange rate
D saving

3.1B

o unemployment.

3.2 The long-run Phillips curve is vertical at the

D A zero rate

B natural rate of unemployment
C business-cycle peak
D full inflation rate

3.2 B

« natural rate of unemployment.



AP Macroeconomics

Exercise 3.3 (a)

3.3 The central bank runs expansionary policy, raising AD.

(a) State the short-run effect on unemployment.



AP Macroeconomics

Exercise 3.3 (a)

3.3 The central bank runs expansionary policy, raising AD.

(a) State the short-run effect on unemployment.

(a)

e it falls
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Exercise 3.3 (b)

3.3 The central bank runs expansionary policy, raising AD.

(b) State the short-run effect on inflation.
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Exercise 3.3 (b)

3.3 The central bank runs expansionary policy, raising AD.

(b) State the short-run effect on inflation.

(b)

e it rises



AP Macroeconomics

Exercise 3.3 (¢)

3.3 The central bank runs expansionary policy, raising AD.

(c) State the long-run effect on unemployment.
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Exercise 3.3 (¢)

3.3 The central bank runs expansionary policy, raising AD.

(c) State the long-run effect on unemployment.

()

e it returns to the natural rate



