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PROBLEM 1
The Covid-19 Pandemic and Economic Policy



PROBLEM 1 (Covid-19 and Economic Policy)

We can use the business cycle model with flexible prices in chapter 12 & 13 to analyse the effects of the
Covid-19 pandemic.

Let’s assume that the resultant shock affects the rate of capital utilization, 6.
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Let’s assume that the resultant shock affects the rate of capital utilization, 8. More specifically, we have the
following production function:

Y = z,F(6K,N) = 2, (OK)*N~“

where 0 < 0 < 1.
» Before the pandemic shock: 6 =1
» After the pandemicshock: 6 <1



PROBLEM 1 (Covid-19 and Economic Policy)

We can use the business cycle model with flexible prices in chapter 12 & 13 to analyse the effects of the
Covid-19 pandemic.

Let’s assume that the resultant shock affects the rate of capital utilization, 8. More specifically, we have the
following production function:

Y = z,F(6K,N) = 2, (OK)*N~“

where 0 < 0 < 1.
» Before the pandemic shock: 6 =1
» After the pandemicshock: 6 <1

We can re-write the production function as:
=2Zy

Y - ZlgaKaNl_a - (Hazl)KaNl_a - ZzKaNl_a
Clearly, z, < z; since 8 < 1 after the pandemic.

Thus, the pandemic shock is equivalent to a negative TFP shock in our model.



PROBLEM 1 (Covid-19 and Economic Policy)

Note that we can also assume the rates of capital and labour utilization are affected.

Y =z, F(OK,ON) = z;(6K)*(ON)1~¢
where 0 < 6 < 1.

* Before the pandemic shock: 6 = 1
» After the pandemic shock: 6 <1

Then, we can re-write the production function as:

Y = ZlgaKagl—aNl—a — Qagl—aleaNl—a

= Zz< Z1

- (821) KCZNl—Cl

— ZZKaNl—a

As in the previous case, since z, < z;, the pandemic shock is equivalent to a negative TFP shock in our
model.



THE SHOCK



PROBLEM 1 (Covid-19 and Economic Policy)
Q1.a).

The pandemic shock is equivalent to a negative TFP shock in our model. Determine its effects on output (Y),
employment (N), and price level (P) in the current period.




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

The pandemic as a negative TFP shock: z |

) 71 "AS shock" Y51 — Y3 shiftstothe left fromYP toY,®
a) z 5
NPl — NP shifts to the left from N to N?
"wealth shock"
b) z| — wl > we | (lifetime wealth |)
( .
negative wealth ef fect cl - YD ShlftS to the left
(small)
Vil > NST: NS shifts to the right from N;(r;) to N;(r;)
\ — YS shifts to the right from Y'; to Y
(
"negative income ef fect" C ‘L: I'l - move along YZD to QZ
intertemporal SE>IE (current period)
c) r1 > s 1 > 4

\

[l - N;T: N5(rp) shifts to the right to N5 (ry)
— move along Yy from O to Q,



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

The pandemic as a negative TFP shock: z |

d) wl towards 0, =—= New equilibrium in the labour market.

N* l:move along N5 (ry)
NP 1:move along N?
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PROBLEM 1 (Covid-19 and Economic Policy)

0.z "asshock”  |YS 1 — Y® shifts to the left fromY{ to Y, >
' " | NPL - NP shifts to the left from NP to NP
Wi Labour Market ™ Goods Market
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0.z "asshock”  |YS 1 — Y® shifts to the left fromY{ to Y, >
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PROBLEM 1 (Covid-19 and Economic Policy)

0.z "asshock”  |YS 1 — Y® shifts to the left fromY{ to Y, >
' " | NPL - NP shifts to the left from NP to NP
Wi Labour Market ™ Goods Market
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PROBLEM 1 (Covid-19 and Economic Policy)

neg.wealth ef fect fc A ShiftS leftward
"wealth shock" (small)
b). z o > we Vil > NS shifts rightward from N;j(r;) to Ny (ry)
\ - YS shifts to the right fromY'; to Y
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PROBLEM 1 (Covid-19 and Economic Policy)

D .
neg. wealth ef fect (cl > ¥ shifts leftward
"wealth shock" (small)
b). z o > we Vil > NS shifts rightward from N;j(r;) to Ny (ry)
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PROBLEM 1 (Covid-19 and Economic Policy)

neg.wealth ef fect fc A ShiftS leftward
"wealth shock" (small)
b). z o > we Y1l > NS shifts rightward from N;j(r;) to Ny (ry)
\ - YS shifts to the right fromY'; to Y
Wi Labour Market ™ Goods Market
Y’
N3 (r)N3 (1) o Q) Y3




PROBLEM 1 (Covid-19 and Economic Policy)

neg.wealth ef fect fc A ShiftS leftward
"wealth shock" (small)
b). z o > we Y1l > NS shifts rightward from N;j(r;) to Ny (ry)
\ - YS shifts to the right fromY'; to Y
Wi Labour Market ™ Goods Market
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PROBLEM 1 (Covid-19 and Economic Policy)

( D
"negative income ef fect" ¢ ‘L; I'l - move along YZ to QZ
" intertemporal SE>IE (current period)
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PROBLEM 1 (Covid-19 and Economic Policy)

( D
"negative income ef fect" c ‘L' I'l - move along YZ to QZ
" intertemporal SE>IE (current period)
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PROBLEM 1 (Covid-19 and Economic Policy)
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PROBLEM 1 (Covid-19 and Economic Policy)
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PROBLEM 1 (Covid-19 and Economic Policy)

dwl — {

w A Labour Market

NP T:move along N2

N5 l:move along N5 (1,)

N3 (r)N3(r1) N3 (12)
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Goods Market
Y5 Y3
7 (@) yi'

ON

SRR e e E e T

e £

>y

o
i



PROBLEM 1 (Covid-19 and Economic Policy)

N*$ l:move along N5 (r,) o _
dwl — towards 0, =—= New equilibrium in the labour market.

NP T:move along N2
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

w A Labour Market r A Ggods I\QIarket
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

Wi

Labour Market

Goods I\QIa‘rket

>>>>> Thus, in the new equilibrium: {
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

Labour Market r Goods .'I;l_arket
yZ
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>>>>> Thus, in the new equilibrium:
02: Nl wl




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

W Labour Market r Goods .'Izzarket
Y
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

Labour Market r Goods .'Izzarket
Y
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Qz! Y rl

>>>>> Thus, in the new equilibrium:
02: Nl wl
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.a). Determine the effects of the pandemic shock on ¥, N, and P in the current period.

Labour Market r Goods Agarket
y:
7 @+

M) M) s

Qz! Y rl

02: Nl wl

>>>>> Thus, in the new equilibrium: {

it Money Market

Yl
Since —— MP | (unambiguously): MP turns (pivots) to the left.

r T

If M* is constant, then P 1: P, > P, (Inflation).




THE INTERVENTION:
EXPANSIONARY FISCAL POLICY



PROBLEM 1 (Covid-19 and Economic Policy)

Previously, the shock led to the following changes:
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PROBLEM 1 (Covid-19 and Economic Policy)

Previously, the shock led to the following changes:

Money Market
Labour Market r Goods Market P s MD
Yzq M1 2
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To mitigate the negative effects on the economy, governments around the world have adopted economic
measures (fiscal and monetary) - with varying scale and scope across countries - targeting primarily
households, firms, health systems and banks.

Let’s assess the effects of such measures under different scenarios.
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PROBLEM 1 (Covid-19 and Economic Policy)
QL.b).

» Assume the fiscal authority (Treasury) increases G in response to the pandemic shock. Let’s also assume
that the fiscal authority uses the current lump-sum tax T to finance the increase in G.

 Assume that the monetary authority (Central Bank) keeps the money supply M> constant.

Determine the effects on output (Y), employment (N), and price level (P) in the current period.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

The government increases spending G T

e) G —— YP 1 =C+1+G1: YP shifts to the right fromYP to Y'5

negative wealth ef fect (¢l > yP shifts to the left fromY'5 to Yy

"wealth shock" (small)

) TT > we

.

\

"negative income ef fect"
intertemporal SEXIE (current period)

g) r1 > s T

A 4
.

[l > NS 1T:N°shifts to the right from N3 (r,) to N§(r3)

— YS shifts to the right from Y5 to Y5

(¢ L, Il = move along Ys° to Qs

Ll = N;T: N3 (ry) shifts to the right to N3 (13)

S
] — move along Y35 to Qs



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

The government increases spending G T

N5 l:move along N3 (r3) o ,
hwl — towards 03 == New equilibrium in the labour market.

NP 1:move along N?
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PROBLEM 1 (Covid-19 and Economic Policy)

Recall the after-shock (ex-post) economy in Q1.a. This will be the starting point for our policy analysis. Let’s
first simplify the two figures below.

w \ Labour Market r A Goods A;Iarket
YZ
(@) + (b) ys
< 1
Q
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PROBLEM 1 (Covid-19 and Economic Policy)

Recall the after-shock (ex-post) economy in Q1.a. This will be the starting point for our policy analysis. Let’s
first simplify the two figures below. We only modify the graph visually (the previous result and intuition
remain intact) to allow space for additional movements of the labour and output curves due to the T G.

w r
A Labour Market A Goods%ark:et (a) + (b)

N%(rz)




PROBLEM 1 (Covid-19 and Economic Policy)

e) G —— YP 1 =C+1+G1: YP shifts to the right fromYy to Y'S

Labour Market r A Goods Market

(a) + (b)

s Yg
N3 (r3)

"Y



PROBLEM 1 (Covid-19 and Economic Policy)

e) G —— Y21 =C+1+G1: YD shifts to the right fromYL to Y'5

w r
A Labour Market A foods%ark:et (a) + (b)

N“zq(rz)




PROBLEM 1 (Covid-19 and Economic Policy)

( D ohi
negative wealth ef fect cl - Y ShlftS to the left
? "wealth shock” L (small)
)T > we Y Il > NS1T: NS shifts to the right
L — Y3 shifts to the right from Y3 toYs
w r
A Labour Market A foods%arkit (a) + (b)
N3(12)
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PROBLEM 1 (Covid-19 and Economic Policy)

( D <}
negative wealth ef fect cl - Y ShlftS to the left
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N T > we Y Ll > NS1T: NS shifts to the right
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PROBLEM 1 (Covid-19 and Economic Policy)

( D <}
negative wealth ef fect cl - Y ShlftS to the left
? "wealth shock" L (small)
N T > we Y Ll > NS1T: NS shifts to the right
L — Y3 shifts to the right from Y3 toYs
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PROBLEM 1 (Covid-19 and Economic Policy)

( .
negative wealth ef fect cl - YD ShlftS to the left
? "wealth shock" L (small)
NT > we Y 1L > NS 1: NS shifts to the right
L — Y3 shifts to the right from Y3 toYs
w A Labour Market r A Goods Market
N3 (rz)N3(r2)




PROBLEM 1 (Covid-19 and Economic Policy)

D
"neg.income ef fect" (C “L'I l = move along Y3 to QS
2 intertemporal SE>IE (current period)
97 > 111 > N5T: N3(ry) shifts to the right to N3 (r3)
L — move along Y3 to Qs
w A Labour Market r A Goods Market
S\ Y;, Y3
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PROBLEM 1 (Covid-19 and Economic Policy)

"neg.income ef fect"
intertemporal SE>IE (current period)
g) r1 > S
w A Labour Market r
N3 (rz)N3(r2)

(¢ L,11 = move along Ys” to Q;
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PROBLEM 1 (Covid-19 and Economic Policy)

"neg.income ef fect"
intertemporal SE>IE (current period)
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PROBLEM 1 (Covid-19 and Economic Policy)

"neg.income ef fect"
intertemporal SE>IE (current period)

g) r1 S
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Labour Market
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PROBLEM 1 (Covid-19 and Economic Policy)

N3 l:move along N3 (13) o _
h wl — towards O; =——= New equilibrium in the labour market.

NP? 1:move along N?

Wi

Labour Market r A Goods Market
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PROBLEM 1 (Covid-19 and Economic Policy)

N3 l:move along N3 (13) o _
h wl — towards O; =——= New equilibrium in the labour market.

NP? 1:move along N?

Wi
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G Tinresponse to shock. T T to finance AG. M is constant. Effects on ¥, N, and P in the current period?

WA Labour Market r A Goods A;Iarkgt
N\ Y, Y3
N3 (r)N3(r) N3 (r3)
() .
Ty pmmmmmmmmmee- Y- --
Wy [pmmmmmmmmeneoyfom R f - ; i
W3 --------------- r i i
w2 -
I I > . - >
N, N, N Y, Y3 Y

le YT (Yg > Yz) rl (1'3 > 1'2)
>>>>> Thus, in the new equilibrium: 50
03: NT(N3>N2) W»L(W3>W2)



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

W \ Labour Market r A Goods Market
Y;, Y3
N3(r2) N3(r3)

(A .

Ty pmmmmmmmmmee- Y- --
L %
. %

*N Y, 1, Y

le YT (Yg > Yz) rl (1'3 > 1'2)
>>>>> Thus, in the new equilibrium: 51
03: NT(N3>N2) W»L(W3>W2)



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G Tinresponse to shock. T T to finance AG. M is constant. Effects on ¥, N, and P in the current period?

w \ Labour Market

N3(r2)

N3 (r3)

Goods Market

Qz: Y1>Y3 >Y2 TT: 7’2—> r3
>>>>> The new equilibrium:
02: N1 >N3 >N2 w l: Wy — W3

“STIMULUS PACKAGE”: The expansion of the government spending mitigates
the negative effects of the pandemic shock (TFP shock) on output and
employment.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

w Labour Market

N3(r2)

N3(r3)

Goods Market

Qz: Y1>Y3 >Y2 TT: 7’2—> r3
>>>>> The new equilibrium:
02: N1 >N3 >N2 w l: Wy — W3

“STIMULUS PACKAGE”: The expansion of the government spending mitigates
the negative effects of the pandemic shock (TFP shock) on output and
employment.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

w r
Labour Market Goods Market
Qz: Y1>Y3>Y2 TT: 7’2—> T3
! S - - -
N ) >>>>> The new equilibrium:

02: N1>N3>N2 Wl: Wy — W3

“STIMULUS PACKAGE”: The expansion of the government spending mitigates
the negative effects of the pandemic shock (TFP shock) on output and
employment.

p Money Market
| D
M5 M

assume: yT > r?

Since > MP 1: MP turns (pivots) to the Py

right from M2 to M2.




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

w r
Labour Market Goods Market
Qz: Y1>Y3>Y2 TT: 7’2—> T3
! S - - -
N ) >>>>> The new equilibrium:

02: N1>N3>N2 Wl: Wy — W3

“STIMULUS PACKAGE”: The expansion of the government spending mitigates
the negative effects of the pandemic shock (TFP shock) on output and
employment.

Money Market
P“ S MD
M 2
163 1 MD
> 3
Y, Ys Y
Y T - MD T assume:
cyr>»>rt - D e
Since > MP 1: MP turns (pivots) to the &
rt - MP| Y B

right from M2 to M2.




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.b). G T inresponse to shock.T T to finance AG. M is constant. Effects on Y, N, and P in the current period?

w r
Labour Market Goods Market
Qz: Y1>Y3>Y2 TT: 7’2—> T3
! S - - -
N ) >>>>> The new equilibrium:

02: N1>N3>N2 Wl: Wy — W3

“STIMULUS PACKAGE”: The expansion of the government spending mitigates
the negative effects of the pandemic shock (TFP shock) on output and
employment.

Money Market
P“ S MD
M 2
163 1 MD
> 3
Y, Ys Y
Y T - MD T assume:
cyr>»>rt - D e
Since > MP 1: MP turns (pivots) to the &
rt - MP| Y B

right from M2 to M2.

Since M* is fixed by the monetary authority, then P l: P, > P,




THE INTERVENTION:
MONETARY POLICY (PRICE STABILIZATION)



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.c). Assume that the monetary authority conducts monetary policy to stabilize the price level. Determine
the effects on money supply M and price level P.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.c). Assume that the monetary authority conducts monetary policy to stabilize the price level. Determine
the effects on money supply M and price level P.

From Q1.a).
P, Money M;Zket P Due to the pandemic:
zl — {le — MP 1l —— P 1 (inflation)
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.c). Assume that the monetary authority conducts monetary policy to stabilize the price level. Determine
the effects on money supply M and price level P.

From Q1.a).
P, Money M};zket P Due to the pandemic:
zl — {le — MP 1l —— P 1 (inflation)

To stabilize the price level, the central bank implements
contractionary monetary policy:

M*1l —— Pl toP; (whereP; =P))




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.c). Assume that the monetary authority conducts monetary policy to stabilize the price level. Determine
the effects on money supply M and price level P.

From Q1.a).
P, I\;I‘;?ey M;Zket P Due to the pandemic:
zl — {le — MP 1l —— P 1 (inflation)

To stabilize the price level, the central bank implements
contractionary monetary policy:

M*1l —— Pl toP; (whereP; =P))
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.c). Assume that the monetary authority conducts monetary policy to stabilize the price level. Determine
the effects on money supply M and price level P.

From Q1.a).
P, I\;I‘;?ey M};zket P Due to the pandemic:
1
zl — {le — MP 1l —— P 1 (inflation)

To stabilize the price level, the central bank implements
contractionary monetary policy:

M*1l —— Pl toP; (whereP; =P))

To sum up, active monetary policy:
» Goal: Stabilize price level
> Action: In this scenario, MS | —— Price level unchanged
(returns to its original position)




THE INTERVENTION:
PASSIVE MONETARY POLICY



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Now we consider an alternative financing mechanism. We assume that the fiscal authority issues new
government bonds (B) to finance the increase in government spending and the monetary authority is forced
to buy the government bonds. Determine the effects on output Y, employment N and price level P in the
current period.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

From Q1.a).
* Due to the pandemic:
p Money Market 20— YY L mpL — P (inflation)
A MS MIZ) r1
1
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

From Q1.a).
* Due to the pandemic:
p Money Market 20— YY L mpL — P (inflation)
A MS MIZ) r1
1

 Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.




PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

From Q1.a).

Due to the pandemic:

zl — {i* — MP 1l — P 1 (inflation)
Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

The expansionary fiscal policy (in particular, the deficit spending)
is financed by the issuance of bonds (instead of tax), all of which
are purchased by the (passive) monetary authority.



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

From Q1.a).

Due to the pandemic:

zl — {i* — MP 1l — P 1 (inflation)

Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

The expansionary fiscal policy (in particular, the deficit spending)
is financed by the issuance of bonds (instead of tax), all of which
are purchased by the (passive) monetary authority.

Consequently,

financed by inflationary pressure

MS 1T

> P T (more inflation)



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

Due to the pandemic:

zl — {i* — MP 1l — P 1 (inflation)

 Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

* The expansionary fiscal policy (in particular, the deficit spending)
is financed by the issuance of bonds (instead of tax), all of which
are purchased by the (passive) monetary authority.

* Consequently,

inflationary pressure

financed by ) )
G1 > M° 1 > P 1T (more inflation)



PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

G1

Due to the pandemic:

. {Yl

o MP 1l —— P17 (inflation)

Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

Passive monetary policy:
New money: AM = M, — M; — use AM to buy AB to pay AG.

inflationary pressure

financed by S ) ]
> M° 1T > P T (more inflation)
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

G1

Due to the pandemic:

. {Yl

o MP 1l —— P17 (inflation)

Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

Passive monetary policy:
New money: AM = M, — M; — use AM to buy AB to pay AG.

inflationary pressure

financed by S ) ]
> M° 1T > P T (more inflation)

There is a trade-off: Price level vs. Output.
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PROBLEM 1 (Covid-19 and Economic Policy)

Q1.d). Assume active fiscal authority and passive monetary authority (Fiscal Dominance). Determine the
effects on output Y, employment N and price level P in the current period.

G1

Due to the pandemic:

. {Yl

o MP 1l —— P17 (inflation)

Active fiscal policy: T G to stabilize Y —— mitigate the adverse
effects. Asin Q.2.b, Y T, N T due to the fiscal expansion.

Passive monetary policy:
New money: AM = M, — M; — use AM to buy AB to pay AG.

inflationary pressure

financed by S ) ]
> M° 1T > P T (more inflation)

There is a trade-off: Price level vs. Output.
The monetary authority (Central bank) indirectly contributes to

the stabilization of output at the cost of further de-stabiljzing
price level in the process.



	Slide 1: Intermediate Macroeconomics Sample Teaching Slides II
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26
	Slide 27
	Slide 28
	Slide 29
	Slide 30
	Slide 31
	Slide 32
	Slide 33
	Slide 34
	Slide 35
	Slide 36
	Slide 37
	Slide 38
	Slide 39
	Slide 40
	Slide 41
	Slide 42
	Slide 43
	Slide 44
	Slide 45
	Slide 46
	Slide 47
	Slide 48
	Slide 49
	Slide 50
	Slide 51
	Slide 52
	Slide 53
	Slide 54
	Slide 55
	Slide 56
	Slide 57
	Slide 58
	Slide 59
	Slide 60
	Slide 61
	Slide 62
	Slide 63
	Slide 64
	Slide 65
	Slide 66
	Slide 67
	Slide 68
	Slide 69
	Slide 70
	Slide 71
	Slide 72

