Chapter 18 Determination of Output and Price
Study Guide

18.1  Macroeconomic Equilibrium
1. Short run macroeconomic equilibrium is found where the                     
           curve intersects the                                curve.

2. Long run macroeconomic equilibrium is found where the                     
           curve intersects the                                curve.

3. The total quantity of output demanded is equal to the                        
                    in the long run.
18.2  Deviations of Short Run Equilibrium from Long Run Equilibrium
4. Draw the situations of a deflationary gap and an inflationary gap on diagram (a) and diagram (b) respectively. 
	Diagram (a)
	Diagram (b)

	

	


5. When an economy is operating at a below full-employment equilibrium, the short run equilibrium output level is (higher / lower) than the full-employment output level. The difference between the short run equilibrium output level and the full-employment output level is called                                     . 
The economy has an (excess supply of / excess demand for) labour.

6. When an economy is operating at an above full-employment equilibrium, the short run equilibrium output level is (higher / lower) than the full-employment output level. The difference between the short run equilibrium output level and the full-employment output level is called                                      . 
The economy has an (excess supply of / excess demand for) labour.

18.3  Changes in the Equilibrium Level of Output and Price Level

7. Suppose an economy is initially at the long run equilibrium. What are the effects of the following events on the price and output levels? Show on the following diagrams.
(a) The government lowers the salaries tax rate.

- The aggregate demand will                           and the AD curve will shift to the  (left / right).

- In the short run, the price level will                           and the output level will                                                             .

- In the long run, the price level will                           and the output level will                                                             .

(b) The labour supply decreases.
- The long run aggregate supply will                           and the LRAS curve will shift to the (left / right). 

- In the long run, the price level will                           and the output level will                          .
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