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Putting Aggregate Demand and Aggregate Supply together.

Based on the statements below predict what will happen to the price level and real GDP. 

1.
In the period between 1929 to 1933, the FED allowed the money supply to drop by 40%.  This meant there was less money in circulation, fewer loans and higher interest rates.  (Start at full employment)

 


2.
In the period between 1939 to 1942 federal spending on defense increased from $1.2 billion to  $49 billion.  Unemployment fell to 1.9% in 1943, on of the lowest rates in U.S. history despite the dramatic increase of women in the labor force.  (Start at full employment)



3.
During the 1920s Henry Ford’s mass production techniques were widely adopted by the industrial sector.  (Start at full employment)



4. In 1961-2 President Kennedy and congress passed tax credits for investment and tax cuts for households to stimulate the economy.  By 1965 unemployment fell to 4.8%.   (start at less than full employment)

5. In 1965-67 with the economy already at full employment , the Federal government increased military spending  for the Vietnam conflict from $49.4 billion to $71.5 billion.  There was no offsetting tax increase.  Start at full employment)

6. In 1975, with unemployment rates below 5.5%, oil prices doubled as the result of OPEC reductions in production.  Start at less than full employment)


  

