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Please use the equations and graphs to show the equilibrium conditions in goods
market and monetary market as IS and LM curves indicated.

5.25 3)

Please construct the CPI and GDP deflator using the base year denoted by subscript
and current year denoted by subscript £ and all items of goods run from i to n. Please
point out what is the potential bias in caleulating CPI. Compare the structure of CPI
and GPI, show the similarity and difference between these two indexes.

6. (15

Consider a Markov chain model of nnemployment duration dependence. The three
states are (1) employed, (i) unemployed in the first week of a spell, and (iii)
unemployed in the second or later week of a spell. The transition probability matrix
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Find the equilibrium population fractions for each of the three states as functions of
the three parameters. Call the fractions e, u;, and u,. Find the expected number of
periods a person will spend in the first state once he enters it and before he becomes
unemployed; that is, find the expected duration of an employment spell. Find the
expected number of periods a person will spend in the third state once he enters it.
Find the expected number of periods a person will spend in the second and third states
.together once he enters the second state and before he becomes employed again; that
is, find the expected duration of anumemployment spell.
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