Question 1:

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?

1.2) How does the Keynesian aggregate supply curve differ from the classical one? Is one of
these specifications more appropriate than the other? Explain, being careful to state the
time horizon to which your answer applies.

|'2) keynesiom VS. Clasﬁm\ rmM
kc\/ nesion maddl Aels chad  shord- Ferm  gconomic 2"’””‘ , bl

ossical madel Jels he lonz-’rcrm ¢conami }mwﬂ\.

Clmss‘lcn\ mo&e\ S lor\Cch. wo?es are lcrcely 0 /vs}el : Grmrch)‘iw
mwk& Crcv\]res Fo‘}enl'ikl WW ( €C0r\om\/ is SCllc' Comchfn})

A}}Yﬁgm’u 9vr{|*1 Curve i VCYhCo\\, rncfr\r\ihz 'Hm ov):ru)f is J;ixc.l. Prices are
ﬂ(xiL\L . Tl'-crejf‘m/] H\c Atmm) Curve d’IW\ZCC, H\c tﬁecjr Wi“ Le uﬂinfy on price
|¢vc\ not on .
kcymsim fhmlc : lJe\ieve J:L,\} €conom7 ) no): o.|wo~\/9 In Fv" tm’o)aymmL
5 heeds an irdervenhion from }wernmen‘r, Ayn}o&c wrrly Curve s horizonthl
W same [rice lewl . I1f deman) c)w\}cs, the efwfeml wll be cn%n)y on ot

" e i A Vs e Foly £ e pour o

INCrengin ] ov)rpu)r H\YGUZ)\ oj;re}mjre demond 3Jnmulv9.



1.4)  Within the AD-AS model (4 diagrams), analyze the effects of fiscal expansion that is

accompanied by a monetary accommodation. Is the s{e of fiscal multiplier large under
the situation?
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