A simple parable can sometimes help you remember and understand a concept.  Refer to the “inflation parable in your textbook[footnoteRef:1]:  “Consider a mini economy consisting of a baker, tailor and carpenter who buy and sell products among themselves.  Now consider what happens when a government…starts paying its soldiers with newly printed money.  At first the baker is delighted when soldiers walk through his door with cash for bread.  To satisfy his customers, the baker works extra hours, bakes more bread, and is able to raise prices.  “How wonderful,” he thinks, “with the increase in demand for bread I will be able to buy more clothes and cabinets…”   [1:  Tyler Cowen and Alex Tabarrok (2015) Modern Principles: Macroeconomics. NY: Worth Publishers, third edition page 258] 


Later (pages 284 and 286), the authors explain that if workers don’t expect inflation to increase, yet inflation increases more than nominal wage rates, workers are willing to work more hours as their real wage falls.  Nominal “wage confusion” can result in greater labor input and production (real GDP) along with higher inflation in the short run.  Nominal wage confusion can thus explain why the short run aggregate supply curve is upward sloping rather than vertical as the classical economists thought.   

[bookmark: _GoBack]Be creative and generate your own “inflation parable” that explains why the short run aggregate supply curve is upward sloping, employing the idea of nominal wage confusion (set aside sticky wages and prices for now, we’ll attack that in a later problem).  Make sure that you connect how any initial aggregate demand shock reverberates throughout the economy, generating a macroeconomic effect.   Make this memorable so it will help you recall the theory (and help study for the next exam!)  Consider something that will also resonate with fellow students.  Draw the appropriate graph on the large paper suitable for  gallery walk posting. 

You may use bullet points to express your parable.

We’ll put the idea to work to assess the effect of aggregate demand shocks on real economies, and the effects of monetary policy.
 


