


































1.21 Keynesian vs classical model

Keynesian model tells about short term economic growth but
classical model tells the long term economicgrowth

classical model prices wages are freely adjusted competitor

market creates potential output economy is self correcting
Aggregate supply curve is vertical meaning that outputis fixed Pricesare

flexible Therefore if the demand curve changes the effectwillbe entirely onprice
level not on output

Keynesian model believe that economy is not always in full employment
needs an interventionfrom government Aggregate supplycurve is horizontal

at same price level If demand changes theeffectwil beentirelyon output
i the main difference lies on price flexibility the powerof

increasing output through aggregate
demand stimulus
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At pointA fYt Hr PP gwiw gNiN Theeffectsof fiscalexpansion create thegovernment
spending101increasewhich leadto Aggregate expenditure AE riseandthenincomeLYincrease Hence atr
IS curveshiftrightfromIs to II Plus Monetary expandsion create moneysupplyincreasefromMtoMeand then
FrisefromITto whichmeans LMcurvewillshiftright fromur toLiz that intersect with Is atpointB

r remain thesame but Y increasefrom Y toYeAtPi Aggregate demandLADTcurve willshift right
from AD toAD which createtheexcess demand In orderto clear market Price levelrisefromPtop
This action creates a impact Thefirstone is willdecreasefromIT to II ThenLMwillshift
leftfrom LmgtoLMandthen rrisefrom rtoreConsumptionandInvestmentwillfallAsaresultYdecreasefrom

YgtoYgThiscallprice effect whereY morethanYtThesecondimpactisthatUMPincreaseandleadsto N
curveincrease and shiftright fromNdtoNd resulted in wincrease fromw tow gNincrease them4toNc
Yrisefrom4toYgHence newequilibriumisatpointCandtheoutcome ofthis affectisPgrWNGY increas

but I decreaseThesizeoffiscalmultiplieris smallerthanunderthesituation



 
Trade composition
the emerging economy countries export morethan developed countries

While the amount of import isnearly the same We canseethat
in emerging economy country the percentage of aggregateexport
is in percent and thatofimport is 33percent while both import
andexport inthe developed country are nearly thesame level
So wecan conclude that emerging economy country produce goods

more than they consumed While developed country produce andconsume

atthe same amount

International relative price Affect economic activityin emerging
economies

In emerging economies country the change inotherwords
increase in thepriceofcommodities will increase the valueof
the goods thatconsumed and caused the economic boom
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Quantitatively

from the information above
,
it implies that these effects are related to quantitative finding .

Difference in pattern of production and trade among emerging and developed economies

accounted for 52 percent of difference in average volatility .
Moreover

,
we could represent

the data with information that we imply . for instance , we showed that sectoral imbalances

in the trade of commodities and manufactures are positively correlated with business

cycle volatility . furthermore
, we presented that our model was capable of accounting for

a significant fraction of country relationship between business cycle volatility and

the cross - sectional data
.
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