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In this example, SR stands for short run, MR for medium run, and LR for long run. This is terminology we 
used last year, but haven’t emphasized this year. 

Y2 (or YSR) 
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The target rate of inflation is not something we have discussed this year. It is the rate of inflation 
consistent with r* on the Fed’s reaction function. See the Suggested Answers to Problem Set 6 for more 
discussion of this topic. 
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