GRoup 11

1.1)  Explain why the classical supply curve is vertical. What are the mechanisms that ensure
continued full employment of labor in the classical case?
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With long - run aggregate Supply, nation of aggregate Swpply when boht Prices and

wages are perfecth, adjusted .That 1S there is no nominal frictions about labor market
and good market. The aggregate supply is represented relationship between price \evel (p)
ond reo\ national income (Y) at fun -employment yate and o.gt)regute supply is represented

by vertical line at Y* level because wno motter how much the evel of price change (pA) the real
I

national income will réemain the same ( Y) , P4 => W4 =2 W back ko original &%v[\\'\brium =>Y aiso back to
P
Original equilibrium too. Vertical line of long run aggregate Supply caused by mechonisms that

adjust economy to the potentiol output level which the mecthanisms that €nsure continued

fun-employment of labor in the Classical case is improvement in technology more resources.
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1.3)

Within the core AD-AS model (4 diagrams), analyze the effects of a loss of confidence in
risky stocks and bonds such as occurred in the 2007-09 financial crisis. What would likely
be happening to output, interest rate, price, employment, consumption and investment?
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A
AS We 0SS of confidence in riskKy stock and bond.s | people don’t want
to buy more stocks and bonds then they wih sell Stock and pond because they

doh’t want to hold Stocks and bo'\&s Qh‘jmore .||'\ hand, SO,Wheh they sell stocks and
bondg it Mmeans that they have more money in hand Gnd money demand increase (Ma4t).

* AS Md increase (md+) ,it affects interest rate increase (r1) from ry to r; and then

LM curve shift wpword to 1m,

e Ag interest rate increase (1) investment decrease (I¥) and then national

income decrease (Yy) from Yqto v2 at GQ“i‘ib'i“"\ IS-m

* As national income decrease (YJ) it impact money demand decrease (mdy) and

then interest rate decrease (ré)from r to ry ot €quilibrium IS-Lm

e As national income decrease ¢(Y¥) from Yato Y2 tnen AD shift to the left

at Ya.Py and it cause excess supply . So, price decrease (P¥) €rom P4 to Pa
]

? P
decrease (ry) from v, to ry and then interest rate increase (I1) when

interest rate increase nationalincome@ alsy increase ( Y3) at equilibrium AD-AS

- As price decrease (P¥),Lapor demand which is MPyxf also decrease (D V)

means that labor demand curve Shift to the 1eft and it offects labor decrease(Ly)
from Lito L2 and wage also decrease wi) from Wi to w

AS labor decrease (L¥), in production function , labor also decrease (Ly) from

Lq to L2 Ond out put decregse CYJ) from Yato V3.

In conciusion , with this situation it affects output decrease from Yy to Y3 as figure y
3

interest rate increase from rte ry as figurea price decrease from Py to P, as figure o
J

employment decrease from Lqto L, as figure 2,3 ~ consumption not change because 1s

curve not shift, and investment decrease caused by intevest rate increase,



2) Question Against the backdrop of the information provided above, economists attempt to seek
for possible reasons that account for the cross-country empirical regularities. In lights of the
discussion we had in class about the theory of business cycle fluctuations, explain the possible
reasons that could account for the observed differences of business cycle volatilities.

—W’\q usingss uo\d;l.‘}\, iy the deviodion o Gpp oud od dhe Yeend \ine . ’-\uod}nj

Jo dhe %mp\n(\’:xh:k;l Pm), Emeaging markel economies (EMES)  gums {o howe s‘honju- business cycle
voladi lily dhon oadvanced economy (AE) . Thert ave mMany reasons Q'“ec‘hr\cs his wolodilidy which
will b dicuseed ia his essay.

One s thwe possible  feagon is {he shock Mano-ﬁe_mm‘l',_“’\l advonced  economy fends 4o hove 6<¢o\3ru
rgg?ov\A Yo dat shock rather dlian EMUG.‘M} market ecomomies. Mortover, Adusnced economy
wse  less  Hime 4o apply the F°h°“‘ -\\Mouﬁkou* e ‘KOVQ‘“MU\*. To e c\on’i\,? AE  hove wore
precise prediciion of <x?adtl chock that will la \'\aﬂun and  able to  odjust back Yo dhe dvend  line
on Yime . Unlike the emuaﬁnj Mo et (conomif.g,"“nul may not have abilily 4, P,Uncx wel  and when  dhe
Vme that the shock comes, ’“'\1‘1 consume  the  time doy applicalion o} the policy much wmore dhon  whvanced econoy
S0, they are ot able to Six Bt poblem on dime  and when  macked odust dsell  back 4o the dvend (.-M)
Yoo poticy e just bien wsed . The poliey e wod belp bl gl Mo dend off causing infladion o defladion.

Bpart Seomn Aoty dhe other veagon s market slalility or policy stability | The advenced tco nomy

is move slobilize dhan EMEs a3 you eould noice an fle qraph. Take o cloger ook on dhe graph,
Hﬂmhna’s Gof is wovt Sluctvate dhan US . ont oF thy rtason 15 morket U\gajmmi or b\ves“m;n‘\7
when  dhe drend s Upwwf’k, the javestors Send 4o invest mare  ond when dwe tread ccach dhe eftecdion poink
and  durn fo  downwara -\um)\,',m,tdars will withdraw Som the marked

These petions  will cauvse H4he $locdvadisn b\/ dr:‘v,‘nj Fhe Hrenak out or the e

thor  whal i) could be which can be says thet  standard  dewakion will rise
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