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ECON 1133 Chapter 11 Exercise
1. What is cyclical unemployment? 
[bookmark: _GoBack]Cyclical unemployment refers to the component of overall unemployment that results directly from cycles of economic downturn and upturn. The unemployment typically declines during expansions and rises during economic recessions.
2. Explain the relationship between cyclical unemployment, equilibrium GDP, and potential GDP
Cyclical employment is relatively high when the equilibrium is under the potential GDP and moderately lesser when the equilibrium is close to potential GDP.
3. Explain when will inflationary pressures rise and when they will fall. 
 	Inflationary pressure occurs when the prices rise due to an increase in product costs such as wages and raw materials. A rise in demand for services and products can also increase inflationary pressure. When the prices are low, and the demand is low, the inflationary pressures fall.
4. Explain what happens when AD shifts closer to full employment GDP
When the Ad shifts close to full employment GDP, the component of AD also shifts. They include consumption spending, investment spending, and spending on imports and exports. The AD will shift back when all these components fall.
5. What does the Neoclassical zone of the AS signify?  
The neoclassical zone occurs ta the right of the as curve when it is relatively vertical, and it signifies the price levels and their impacts on the output.
6. What do the Keynesian zone and the Intermediate zone of the AS signify?  
The intermediate zone in the AS signifies an upward sloping of aggregate demand. A rise in demand causes price levels and higher output.  The Keynesian zone signifies the level of output and unemployment.
7. According to Keynes’ law, how does a decrease in demand affect supply? 
Keynes law states that demand creates its supply.  The decrease in demand, therefore, minimizes the supply in the market.
8. As the price level increases, what happens to aggregate supply?  
When the prices increases, the aggregate supply curve will decrease as demand reduces.
9. Describe the shape of the AS curve. 
The AS curve is upward sloping, indicating the relationship between the price level and the economy's production.
10. What are the four constituents of AD?  
Aggregate demand contains four components, including; investments, consumption, net exports, and government spending.
11. Describe the shape of the AD curve.  
The shape of aggregate demand is that it is downward sloping. The price levels drop, and the output quantity increases.
12. What are the equilibrium price level and real GDP of the economy? 
The equilibrium price is when AD= AS
 	Equilibrium price = 130
Real GDP= $ 1680
The economy of the country has a short-run equilibrium with a gloomy recession.
13. Describe where the equilibrium price level of Real GDP occurs in the AD-AS model. 
The real GDP equilibrium occurs when the AD is equal to the output supplied.
14. The equilibrium price level and equilibrium real GDP for this economy.
Equilibrium price level- 150
Equilibrium real GDP-  800
15. Describe the shape of the long-run AS curve.
The long-run AS curve is vertical, reflecting the AD that changes with the level of output. In the long run, labor, technology, and capital affect the AS.
16. Describe the shape of the short-run AS curve
The short run AS curve shape is upward sloping because the quantity supplied increases when prices rise. The firms only have capital as a fixed factor in the short run.
17. How does a rise in business confidence affect investment spending?
The rise in business confidence will increase the investment spending of a firm. The uncertainty concerning the future minimizes the confidence in the business. This indicates that the firm may postpone its investment decision until the confidence returns.
18. How will an increase in business confidence affect AD? 
A rise in business confidence will affect the AD, which will shift to the right. There will be a high amount of output and an increased price.
19. Suppose a new technology enhances labor productivity. How AS curve is affected?
The new technology will increase the aggregate supply curves. The curve is likely to shift rightward as the technology advances.
20. Suppose energy-saving manufacturing technology gets cheaper; how does this affect the AS curve?
When the technology gets cheaper, the supply curve will decrease and shift leftward of both aggregate supply curve.
21. How does a reduction in the price of a vital input affect AS?  
The AS curve shifts right when the price of a crucial input decreases. The aggregate supply increases as it is affected by the price levels and productivity.
22. How does a rise in wages affect AS? 
An increase in wages makes the AS curve shift inward, signifying that the amount supplied declines. 
23. How does an increase in input prices affect equilibrium?  
When the price of input surges, the production cost also increases. This will decrease the equilibrium price.
24. How does a decrease in wage rates affect equilibrium?  
A decrease in wages affects the amount demanded. The equilibrium of demand and supply curves shifts outward, indicating that the quantity provided at any price level rises.















