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Today I will cover

I How to download the data from Freddata

I Chapter 26 review
I Transition from short run to medium run
I Phillips curve
I Anticipated vs Unanticipated in�ation

I Exercise
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Transition from short run to medium run

I In the short run, the price level does not fully adjust. Nonzero

output gap is possible and the economy transitions from short

run to medium run to make the gap be zero.

I In the medium run, the price level adjusts to be consistent

with the output level determined by the supply side. Output

gap is zero.

I A shift of AS curve is crucial for this linkage.
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Phillips Curve

I Phillips curve is a name indicating a (positive) relationship

between real economic activity (output gap) and some

measure of changes in nominal prices (in�ation rate)

πt = πe
t + γ(Yt − Y f

t )

I Positive relatioship is more likely if one uses recent sample

period (1984-2016) than the past (1960-1984) and this could

be associated with lowered and more stable expected in�ation.
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Phillips Curve
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Anticipated vs Unanticipated in�ation

I When the central bank changes the money supply Mt the
output and price adjustment may depend on people's
anticipation on the policy.
I If the policy is anticipated, price immediately adjusts and the

there is no change in output even in the short run.
I If the policy is unanticipated, it will takes time for price to

adjust and the policy has a real e�ect in the short run.

I A term measuring the cost of disin�ation is 'Sacri�ce ratio'. It

depends on whether the monetary policy is anticipated.
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Exercise

Assume the partial sticky price model. Illustrate how the economy

goes from short run to medium run equilibrium when there is a

negative supply shock (such as a decrease in At).
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Labor supply & demand
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Production function
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Aggregate supply & demand
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IS & LM
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Exercise

Assume the partial sticky price model. Illustrate how the economy

goes from short run to medium run equilibrium when there is a

negative IS shock.
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Labor supply & demand
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Production function
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Aggregate supply & demand
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IS & LM
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