Questions to Lecture 6 – Business cycles
1. Why Great Depression could not be explained by classical theory?
2. Define a model business cycle. Why is he economy inherently unstable – always fluctuating?

3. State 3 stylized facts about business cycles.
4. Derive the shape of aggregate demand curve from the quantity theory of money.

5. Imagine people start to pay more by credit cards. What impact does it have on the framework of quantity theory of money? What effect would it have on aggregate demand curve?
6. How does the long run aggregate supply curve look like and what assumption it is based on?
7. What is the impact of the money supply decrease on the AS-AD framework in the longrun?
8. How does the short run aggregate supply curve look like and what assumption is it based on?
9. What is the impact of the money supply decrease on the AS-AD framework in the long run?
10. What do we understand under classical dichotomy? Does it hold in the short run? Does it hold in the long run?

11. What is inflationary gap? What implications does it have on the evolution of prices / unemployment?

12. What is recessionary gap? What implications does it have on the evolution of prices / unemployment?

13. Explain the combined short and long run effects of decrease in money supply.

14. Give an example of negative demand shock and positive supply shock.

15. How would you define stabilization policy?
16. What is laissez faire policy?

17. What are the tools of fiscal policy? How do they affect aggregate demand?

18. What are the tools of monetary policy? How do they affect aggregate demand?

19. Which part of the economy is affected by supply side policy. What changes to AD-AS framework does it imply.

20. How does the trade policy affect the aggregate demand?

21. In case of positive demand shock, describe the optimal government response (think about monetary policy).

22. Why we cannot fully evaluate the final effect of governmental policies? How do you understand the multiplicator effect?
