Question 1
1.4)  The classical madel describe haw the ecanomy kehaves in the long run, we derive
the lung-run aggreqafe supply Curve from the classical model as o wverfical line becuue,
in the long-run , the pofential output an econamy can produce is not relsted to the price level.
Toere are only two thinge that matter for patential output ( Mechanism) -

1) The %u&\nﬁty and the :ﬁﬂ\\iﬂ of a counfrfs resources (fived amounts of capital and lalogr)
2) Wow i can compine Hiose resources fo produce aggregate output ¢ the awailakle technalogy)

When an economy s producing exactly its Full employment output(Y), the rote of unemployment

is eqoal to the natwal rate of unemployment. The LRAS irve is also vertical ot full-employment

level of outpub becwee this is the amount thet would be produced once prices are fully akle to
wdjust. In twe short-run, some prices are sticky. This means that producers might respond to
crnges in the price level loy changing their output.  Howeyer 4 in the long - run , those prices

of “UNSTUCK" , and once they have fully odjusted the econtmy will produce the
efficient , full employ ment autput.
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Murg infd. Eonomist tended to assume tht prices weve fully Flexible before the Great Depression.
In fimes of high ynemployment, they kelieved , wages will go down and vestore Rl employment. There
was jost o slight problem: that didn'k happen ol\m'w? the Great Depression! High unemployment and low
OGtput pertisted for o long time. The logicll conclysion is that wages (and other prices) e
temporarily rigid.
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L) Emerging teconomitd product and fart dlelvberately unexpecteos products i com parioon
to developed covhtevpartt while the two Jorts of econmits (mpurt and €xpendl
fundamenal the came as ing¢ of mercngoise , kY tmevging ovitnes product a larger
humb ey of products fhan fhey ekptnd y WO Wuntrits dehver and devoyr wared i
wmpargtlt wmg. Thegt systtmatio contragti amang tmerging and aeveloped Lconomies
influenct theyr reackions fo Chgnats in the interhational price of commonitiey comparative
with Fabricatts, enhancing buitneds cyclt unprtdictubilify tn emerying economity .

Congider tor cxamplt dn expangion in the relutive price of Commodititr. ln emtrging
countrres , the ghare of commodlities in all production f biayer than theiv shart jn total Condv mptioh.
Accordingly, an ekpanion in the relahivt ’rs'ce of Commonities ehpandd tht eftimation of the Jort of
product delivered tomparabiye with thost expended ,fru'aﬂcrn'ng an €cohomjvbhoom.
The higher valye of commudifies yice s the umount of redources qccedinle fo aggregate capital and
increment yijlivation and fur thermore dwilds the refurng to capital accumolation and work procuring.
In qodition, there (0 an expangivn in agartyatt prodyctivity ot produttion impute are reulocares acrody
divisions. Intevestingly, the shart of commodifies fn production and whilization It significantly more
Comparnble in weveloped economies. klony thege (ines, thunges in the relative prive of commod ities
Imally affect the relative valut of produttion andl wcCordingly, @ minor effect on agyregatt ecunomic
ach ;/|"ry, The baric contrasks (i tht pulitens of produttion antl tkchunyt amony emerding and pich
Countivei art figwiticant in repreje nting the hightr Wirhess gpcle volafrlity of emerging economigs
Ranying from differences i ingtitotional qualify ~money relaked mprovement or the viability of public policy,

to contrastd in fthe /%0 und Sttadinecs of the fhocks looled by thede economies qrt the merchaniim Complements,
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