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PLEASE, show all of your work and be neat and clear.
1.
a)
Using an Short-Run Aggregate Supply/Long-Run Aggregate Supply/Aggregate Demand graph, explain how an economy is affected by a increase in consumers’ optimism, in the short-run.  Make sure to explain the process that the economy goes through and how prices, real output and unemployment are affected.  (6 points)


b)
Using an Short-Run Aggregate Supply/Long-Run Aggregate Supply /Aggregate Demand graph, explain how an economy self-corrects from this inflationary gap (above), in the long-run.  Make sure to explain the process that the economy goes through – wages, business costs, as well as how prices, real output and unemployment are affected.  (6 points)

2.
Using the Short-Run Aggregate Supply/Long-Run Aggregate Supply /Aggregate Demand graph explain how a balanced budget increase (government spending increase equal to tax revenue increase) would affect an economy in long-run equilibrium.  Make sure to explain the process that the economy goes through, including how prices, real output and unemployment are affected.  (6 pts)  
`
3.
If the economy is in a recession, explain how the Federal Open Market Committee could attempt to influence the economy.  Explain the steps: show the impact of this open market operation (purchase or sale?) on the money market (graph the money market too) and then the affect upon the economy.  Use an AD/SRAS/LRAS graph (including potential GDP) to explain the impact on the economy.  Make sure to include the effect upon the price level, unemployment and real output.  (7 pts)

