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Chapter 26

13. Real Business Cycle stats that if there is a increase in productivity there will be an increase in the growth of money (reverse causation). 

15. 
A. In the new classical model, one would not have to do anything to bring the economy back into equilibrium. This is due to incomplete information in the economy which does not allow firms to increase prices or employees to renegotiate contracts. 


B. In the new Keynesian model, one would have to increase the money supply in order to bring the economy’s unemployment rate back into equilibrium. 

17. 
A new classical economist would say that this wouldn’t do anything besides increasing P (see graph)


A new Keynesian would say that by increasing the money supply, the economy’s prices would increase and the economy’s productivity would increase. However, productivity will increase MORE than prices. 

