SUGGESTIONS FOR REVIEW SESSION SLIDES

SLIDE 2

I think a restructuring of the first part of this slide(points 1-3), including title, would be helpful.  The only changes in 4) and 5) are to capitalize P.  Feel free to alter it however you think is best.  I don't know if the color-coding is too much.  But it might help them distinguish between IS, LM, and AS* events and policies.  
AD(IS-LM)/AS Mechanics
1) Most exam questions will revolve around the impact of either a Policy Change ((g0, (t0 or (M0) or an Outside Event ((c0, (i0, (x0 or (j0 or (k, (inst).

2) Read the question carefully to figure out which of these variables change, hence which of the underlying curves will shift.  


a) (c0, (i0, and (x0 all shift IS & AD (via the z0 term).


b) (g0 and (t0 also shift IS & AD (but in opposite directions).


c) (j0 shifts LM & AD (with +(j0 shifting LM to the left).


d) (M0 also shifts LM & AD.


e) (k, (inst shift AS*
3) Make the appropriate shifts in the diagram to either IS & AD, LM & AD, or AS*. 

4) Now you can read the short and long run effects on y, r, and P directly from the diagram.

5) Once you determine how y, r, and P are affected, you can plug in those effects into equations 1-10 to determine how the rest of the economy is affected.

SLIDE 3

This looks great.  Only suggestions: Change 'which' to 'that' in the 2nd equation.  Take off the capital S on 'short run' in sentence 3.  Insert 'output' into sentence 4 (But as the output market clears . . .) and change all the p's to capitals (sentences 4 and 5 and in the graphs).  Put LM(P0) and LM(P2) labels in the top graph.  You might also label the interest rate, i.e, i0, i1, and i2.  

SLIDE 4

Again, change all the p's to capitals and put P in parentheses on the LM diagram.  After the short run impact for r, word it as '+, because a +(y leads to a rise in r as IS slides along the LM curve.'  After c, and i and x, it's not exactly right to say that something 'changes the value of the consumption (or investment or net export) function'.  The functions refer to the relationship between the independent and dependent variables rather than the magnitude of the value of c, i, or x.   So I think it would be better to say something like

c   +, because a +(y increases the level of consumption (eq. 2)

i    -. since r increased, the level of investment decreased (eq. 4)

x   ?, +(r and +(y both decrease net exports (eq. 5), but since our initial step was a    +(x0, we can't tell from this information which will dominate.

b   -, since y rose, tax revenues rise and decrease the deficit (eq. 3).

SLIDES 5, 6  ETC.

Remember: Upper Case P's and lower case y's throughout. 
