Solution#3
a. The price level and actual GDP are decided at the intersection of the aggregate demand curve and the short-run aggregate supply curve. The charge level is 110 and the actual GDP is $400 billion.
b. Freezone has inflation trouble due to the fact its actual GDP, $400 billion, is higher than its potential GDP, $300 billion. In this case if no action is taken Freezone will go through from inflation.
c. If the central financial institution takes no economic policy action, the nominal wage rate and different aid costs will ultimately rise so that short-run aggregate supply decreases. Ultimately in the long run the economic system will reach equilibrium with actual GDP equal to attainable GDP, $300 billion, and the price level will rise to 120.
[image: ]
d. The central bank can take a contractionary economic policy by raising the interest rate. This policy decreases aggregate demand, which decreases actual GDP, lowers the price level, and decreases inflation. Decreasing actual GDP, however, will make bigger the unemployment rate.
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Solution #4
 a. Freezone’s price level is 130 and its real GDP is $200 billion. Freezone has unemployment trouble due to the fact its real GDP is much less than its possible GDP. If the central bank lowers the federal cash price and buys securities, aggregate demand will increase. The extend in aggregate demand will increase the price level and extend real GDP, supporting resolve Freezone’s unemployment problem.
b. If the central bank raises the federal funds rate and sells securities, aggregate demand decreases. As a result, the price level falls, and real GDP decreases, which worsens Freezone’s unemployment problem.
c. Freezone should decrease the interest rate and purchase securities because this policy will assist solve Freezone’s unemployment problem.
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