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Answer Question L

The  major assumption of this model is that the economy
is  dlways at il emp\ojmehf, meunih3 ot everyone
wWho want Yo work s workinj and all resources are
being fully used fo their capacity. The classical economists
believe Yhat the economy is  self-correcting , which means
That wWhen q recession 0(Curs, it needs no help from

Qh1’ihin9.



Answer  Question 2

As 1tS show on the Exhibit A where the series ¢f real GDP
per capita of Agenting are way 0 much stronger than
the trend of log real GOP  per capita in the Us, especially
after 1950 , the btrend of real GOP in  Agenting IS

cleary  fluctuated  compared 1o real GDP in He VS,

Panel A Argentina 1950s Panel B, United States

From lhe enibit 2, the  scatiered points displays the relation
between the level of dewelopment and level of business cycles .
This points show the negatie correlated between btwo variable,
meaning  at the  higner level of economic devel opment | the less

volatile  business c\|c\t fluctvations .

ic D and il Cycle

Standard Deviation of Real Gross Domestic Product
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SOURCE: World Bank's World Development Indicators.

Grudies using quarterly daiq also found that the average
SD of emerging market bysiness cycles are roughly  Jdimes

higher than advanted tconomies



Business-Cycle
Statistic Emerging Rich
O'y 8.7% 3.3%

Al of these 3 exmples ,’dqeveFore, can be  sum that
advance d econamy tend to have lower business cycle
volatilj¥ies that the cmergih_sj economies . Exhibit2 documented
that Sectovial imbalance ih trade of commo dities |, emerging
£ConomMies ProduCQ and ex‘)ort d ifferent good more than
devel oped  economies that import and consyme very
similar good- Then , ™ leads 1o produce mort than consumption
in emerging  economies, but similar productionh and congumptian
in  development  economies. Futhermore , manutq ctyres
are posi*ivew correlated with pysiness (ycle volaﬂli’r\‘
and it also  showed that the model can accouny for a
significant frachion of country -by ~Country relationship
between pusiness  cycle volatility ang the cross-sectional
characteristic . Moreover , the advanced economy Country
\ms\/nChoniLed adjustment in price and wag across
sectors and works 50 firm are not be gyle to
adjust  the oprice  whenevtr they wont  btcause of

the s‘zeciﬁ'c price and wage stickiness .



Money Morket
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13 As people loss confidence in Shcks and bonds, they chavoe their won
holdin 4 behovior People would want to hold rmove wioney , which resulted in

the inorease of Imonoy denand and moveose in interest vate in woney mavkef,
This causes o negative Ln shock and ghift L1 cune to the lefk. As interest rate

increase, Consurption ond ivvestment drop due o hia\ne/r cost of borvouing. It causes

Agoregoted expendituve to dvop and resulted o decrease in output. At the Same

price lene| [ Hhtre 1S an exces supply in Hhe mavket. In veqh‘h{ | Price con be
odjusked. Price will dvop from P 4o P* because Hhe old price is too high.

For price effect, as pric decrease , ik lowev the incentive to hire move (mbor

of the fivm. This couse o dvop in labor demond ond amownt of labor employed
The decrease in amount of labor couses a decrease in produckion | which cauges

o dvop in level of ourpat supply o litle bit. Price effeck also couses the veal
monty supply to invease . Tntevest vote is nowv being pressured to deoveas,

o Itk and chift Lm back to the right slightly. A drop in interest vate
pofially cause a rise in Consmplion and investment  which cawses an fncrease iw

09gvegated expondituve . This resulred 10 inovease i quantity demanded and
the new equilibrium in AD- AS wode| is ot EF.
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