







































































































Question 1
1 1 Theclassicalmodeldescribehowtheeconomy behaves inthelongrun wederive

thelongrun aggregate supplycurvefromtheclassicalmodel as a verticallinebecause

inthelongrun thepotentialoutputaneconomycanproduce isnotrelatedtothepricelevel
Thereareonlytwothingsthatmatterforpotentialoutput mechanism

1 Thequantityandthequality of a country's resources fixedamount ofcapitalandlabor
21How itcancombinethose resourcesto produce aggregateoutput ctheavailabletechnology

whenaneconomy is producing exactly itsfullemploymentoutput therateofunemployment
isequaltothenaturalrateofunemployment The IRAScurve isalsoverticalatfullemployment

levelofoutputbecause thisistheamountthatwouldbeproducedonceprices arefullyableto
adjust Intheshort run somepricesaresticky Thismeans thatproducersmightrespondto
changes inthepricelevelbychangingtheiroutput However inthelongrun thoseprices
get UNSTUCK andoncethey havefully adjustedtheeconomy willproducethe
efficient fullemploymentoutput

Pricelevel P
longrunaggregatesupply IRAS

3Pa

fP

Incomeoutput YF

Moreinfo EconomisttendedtoassumethatpriceswerefullyflexiblebeforetheGreatDepression
Intimesofhighunemployment theybelieved wageswillgodownandrestorefullemploymentThere
wasjust aslightproblem thatdidn'thappenduringtheGreatDepression Highunemploymentandlow
outputpersistedforalongtime Thelogicalconclusion isthatwages andotherprices are
temporarilyrigid
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According tothegraph atpointA there is a loss in confidence in
risky stocks and bonds By doing this it leads to a lowerstock
price andafall in consumption andinvestment which makes
the aggregateexpenditure to fall Also Outputwillfallfrom H to Y
Atpoint r there is a decline in theinterestratefrom r to ra By
doing this consumptionand investmentwillrise andan increase in
aggregateexpenditure Also outputwill rise but lessthan4 3
AtpointP ADwillshift tothe left from ADp to ADz In
addition it createstheexcess supply of output To clearthemarket
theprice levelhas fallen from4 to P2and makes the real money
to rise from Mpf to Mt This make the LMCurvetoshifttotheright
Moreover thefall in interestrate will cause theconsumptionand investment
to rise and a rise of aggregate expenditureandoutput respectively
Additionally a fallin price would make the UMPto fall anda labor
demandto fall and shift to the left As a consequence the wagenumber
of labour and outputwill decline respectively for the newequilibrium
outputwill fall from y to 43 interestrate fall from r to r gPricewifall from Ppto Pz g wage rate will fall from W toWz labourwillfitfromNe to Nz Eventually the consumptionand investmentwillbediminish
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2) Emerging economies produce and fare deliberately unexpected products in comparison

to developed counterparts while the two sorts of economics import and expend

fundamental the same as kinds of merchandise
.

As emerging countries produce a larger

number of products than they expend ,
rich countries deliver and devour wares in

comparable sums . These systematic contrasts among emerging and developed economies

influence their reactions to changes in the international price of commodities comparative

with fabricates
,
enhancing business cycle unpredictability in emerging economies .

Consider
,
for example ,

an expansion in the relative price of commodities. In emerging

countries
,
the share of commodities in all production is bigger than their share in total consumption .

Accordingly , an expansion in the relative price of commodities expands the estimation of the sort of

products delivered comparative with those expended , triggering an economic boom .

The higher value of commodities rises the amount of resources accessible to aggregate capital and

increment utilization and furthermore builds the returns to capital accumulation and work procuring .

In addition ,
there is an expansion in aggregate productivity as production inputs are reallocated across

divisions . Interestingly , the share of commodities in production and utilization is significantly more

comparable in developed economics. Along these lines, changes in the relative price of commodities

small y affect the relative value of production and , accordingly , a minor effect on aggregate economic

activity .

The basic contrasts in the patterns of production and exchange among emerging and rich

countries are significant in representing the higher business cycle volatility of emerging economies
.

Ranging from differences in institutional quality , money related improvement or the viability of public policy ,

to contrasts in the site and steadiness of the shows looked by these economies are the merchant'sm complements .

Member

① NatChaya L . 6104641425

@ Nan tha p hoh f . 6104640500

③ AMeera B
. 6104641103

⑨ A pass a rn v . 6104640575


