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Introduction

Macroeconomics is the study of the economy as a whole, focusing on aggregate indicators such as gross domestic 

product (GDP), inflation, unemployment, and the interplay between fiscal and monetary policy. For students tackling 

a curriculum that is organized into units, lessons, and activities, each component is designed to build upon the last, 

reinforcing concepts through practice and application. One such component is Macroeconomics Unit 3 Lesson 7 

Activity 29. Whether you’re a high �school student, an undergraduate, or a lifelong learner, having the correct

answers and understanding the reasoning behind them is essential for mastering the material.

This article offers a comprehensive, step �by �step guide to Activity 29, providing not only the correct answers but also

the context and explanations needed to internalize the concepts. By the end of this piece, you’ll have a clearer

picture of how the activity fits into the broader macroeconomic framework and how to apply similar reasoning to

future problems.

Understanding Macroeconomics Unit 3 Lesson 7

Before diving into the specific questions of Activity 29, it’s helpful to understand the structure and objectives of Unit

3 and Lesson 7.

What Is Unit 3 About?

Unit 3 typically explores the aggregate supply and demand model, the determinants of economic growth, and the

role of government policy in stabilizing the economy. The unit often culminates in a series of activities that test

students’ ability to analyze real �world data, construct and interpret graphs, and apply theoretical principles to

practical scenarios.

Key Themes Covered in Lesson 7

Lesson 7 usually focuses on the short �run and long �run aggregate supply curves (SRAS and LRAS), the impact

of supply shocks, and the relationship between inflation, unemployment, and output. Students learn how shifts in

these curves can lead to different economic outcomes, such as stagflation or a recessionary gap.

•  Understanding the shape of SRAS and LRAS

•  Identifying factors that shift SRAS (e.g., changes in resource prices, technology)

•  Analyzing the impact of demand �side shocks (e.g., fiscal stimulus, monetary policy)

•  Exploring the natural rate of unemployment and its connection to the Phillips curve

Activity 29: A Deep Dive into the Questions

Activity 29 is the final challenge of Lesson 7, designed to assess students’ ability to synthesize the lesson’s

concepts. The activity typically presents a series of multiple �choice and short �answer questions that require students

to interpret data, draw conclusions, and justify their reasoning.

Overview of Activity 29

Although the specific wording of the questions may vary across editions of the textbook, Activity 29 consistently



revolves around the following core ideas:

1.  Graphical Analysis: Interpreting shifts in AD, SRAS, and LRAS curves.

2.  Quantitative Reasoning: Calculating changes in output or price level using provided data.

3.  Policy Evaluation: Assessing the effectiveness of fiscal and monetary measures.

4.  Real �World Application: Relating macroeconomic theory to recent economic events.

Question Breakdown and Answers

Below is a detailed breakdown of each question in Activity 29, along with the correct answer and a thorough

explanation. The format follows the typical structure: question number, answer choice, and explanatory paragraph.

•  A) A rise in the price of oil

•  B) An increase in the minimum wage

•  C) Technological progress that lowers production costs

•  D) A decrease in consumer confidence

Answer: C

Technological progress improves production efficiency, reducing the cost of goods and services. When firms can

produce more output at each price level, the SRAS curve shifts rightward, indicating an increase in the economy’s

productive capacity in the short run.

Question 2: If the economy is in a recessionary gap, which of the following policy actions is most likely to

move the economy toward equilibrium?

•  A) Tightening monetary policy by raising interest rates

•  B) Implementing a fiscal stimulus by increasing government spending

•  C) Decreasing the money supply to curb inflation

•  D) Raising taxes to reduce disposable income

Answer: B

During a recessionary gap, aggregate demand is below the economy’s potential output. Expanding fiscal policy—

such as increasing government spending—shifts the AD curve to the right, boosting output and price levels toward

equilibrium.

Question 3: A sudden increase in the price of raw materials leads to a leftward shift in the SRAS curve.

Which of the following is a likely immediate effect?

•  A) Lower price level and higher output

•  B) Higher price level and lower output

•  C) Lower price level and lower output

•  D) Higher price level and higher output

Answer: B

Higher input costs reduce firms’ willingness to produce at each price level, shifting SRAS leftward. The result is a

higher equilibrium price level (inflation) and a lower equilibrium output, a classic case of cost �push inflation.

Question 4: Which of the following best describes the natural rate of unemployment?

•  A) The unemployment rate when the economy is operating at full employment

•  B) The unemployment rate that results from cyclical fluctuations



•  C) The unemployment rate that persists even when the economy is at its potential output

•  D) The unemployment rate that is caused by a decline in the labor force participation rate

Answer: C

The natural rate of unemployment includes frictional and structural unemployment but excludes cyclical

unemployment. It is the rate that the economy tends toward in the long run, even when output equals potential

output.

Question 5: Which of the following would most likely cause the aggregate demand curve to shift to the left?

•  A) A decrease in consumer confidence

•  B) A rise in the money supply

•  C) An increase in net exports due to a stronger domestic currency

•  D) Both A and C

Answer: D

Both a decrease in consumer confidence (reducing consumption) and a rise in the domestic currency (making

exports more expensive and imports cheaper) shift AD leftward, reducing overall demand.

Question 6: If the central bank wants to combat inflation, which of the following tools should it use?

•  A) Increase the reserve requirement

•  B) Decrease the discount rate

•  C) Increase government spending

•  D) Reduce taxes

Answer: A

Increasing the reserve requirement reduces the amount of money banks can lend, decreasing the money supply

and raising interest rates, which helps dampen inflationary pressures.

Question 7: In the long run, an increase in the money supply leads to:

•  A) A permanent increase in the price level without affecting real output

•  B) A permanent increase in real GDP

•  C) A permanent decrease in real GDP

•  D) No change in either price level or real GDP

Answer: A

In the long run, the economy’s output is determined by real factors such as technology and labor. An increase in

the money supply only raises the price level (inflation) without altering real GDP.

Question 8: Which of the following best illustrates a supply shock?

•  A) A sudden increase in consumer confidence

•  B) A natural disaster that reduces agricultural output

•  C) A government tax cut on capital

•  D) An expansionary monetary policy

Answer: B

A supply shock is an unexpected event that suddenly changes the cost or availability of production inputs. A natural



disaster that reduces agricultural output is a classic negative supply shock.

Question 9: The Phillips curve shows a trade �off between inflation and unemployment. Which of the

following statements best reflects this relationship in the short run?

•  A) Higher inflation always leads to higher unemployment.

•  B) Lower inflation always leads to higher unemployment.

•  C) There is a stable inverse relationship between inflation and unemployment.

•  D) Inflation and unemployment are unrelated.

Answer: C

In the short run, the Phillips curve suggests that lower unemployment can come at the cost of higher inflation and

vice versa, reflecting a trade �off between the two variables.

Question 10: A persistent decline in the price level is known as:

•  A) Stagflation

•  B) Deflation

•  C) Hyperinflation

•  D) Disinflation

Answer: B

Deflation refers to a sustained drop in the general price level, which can lead to decreased spending and lower

economic growth.

Exploring the Underlying Concepts

While the answers above provide quick fixes, truly mastering macroeconomics requires understanding why each

answer is correct. Below are deeper insights into the key concepts that underpin Activity 29.

Aggregate Supply and Demand Dynamics

In macroeconomics, the equilibrium price level and output result from the intersection of aggregate demand (AD)

and aggregate supply (AS). The AD curve slopes downward, reflecting the inverse relationship between the price

level and the quantity of goods and services demanded. Conversely, the SRAS curve slopes upward because

higher prices incentivize firms to produce more in the short run. The LRAS curve is vertical, indicating that output is

determined by real resources and technology, not by the price level.

Fiscal vs. Monetary Policy

Fiscal policy involves government spending and taxation decisions, whereas monetary policy is conducted by the

central bank through tools such as open market operations, the discount rate, and reserve requirements.

Understanding the relative effectiveness and time lags of each policy is crucial for diagnosing economic problems

and crafting appropriate responses.

Inflation, Unemployment, and the Phillips Curve

While the short �run Phillips curve suggests a trade �off between inflation and unemployment, the long �run Phillips

curve is vertical at the natural rate of unemployment. This illustrates that persistent attempts to keep unemployment

below the natural rate often lead to accelerating inflation without lasting gains
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