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1. Explain, in your own words, each of the three reasons why the Aggregate Demand curve (A.D.) is negatively sloped.  Be sure to use the determinants of A.D. in your explanation.
The wealth effect, the interest rate effect, and the open economy effect are the three reasons why the aggregate demand curve is negatively sloped (Sexton, 2015). The wealth effect implies the change in consumer spending with the Consumption determinant changing. Change in consumer spending depicts the change in price levels. Falling price levels make the consumers' wealth hence increasing their spending. As a result, the quantity demanded increases are hence depicting the downwards slope of the A.D. curve. The interest rate effect implies a change in investment determinant. Fall in price levels depicts that consumers will need to hold less money to conduct their daily businesses. As a result, they would have excess money hence increasing their savings (Sexton, 2015). More savings implies more money available for leading hence decreasing the interest rates. A decrease in interest rates enables individuals to borrow more hence increasing the quantity demanded. On the other and, an increase in price levels implies that consumers have to hold more money hence less available for savings, which increases interest rates. An increase in interest rates makes people borrow less hence decreasing the quantity demanded. This change in investment depicts the negative slope of the A.D. curve. The open economy effect implies the change in net exports; hence the exports and imports determinists change. An increase in price levels in the U.S. as compared to other nations would make the U.S. exports relatively expensive and the imports cheaper. As a result, demand in U.S. exports will fall, and imports increase, hence decreasing the number of goods purchased due to a fall in net exports (Sexton, 2015). 
2. Explain, in your own words, the two reasons why the Aggregate Supply curve (AS) is positively sloped. 
The profit effect and the misperception effect are the two reasons why the AS is positively sloped. An increase in price levels is likely to increase the price levels of outputs with the input cists remaining constant (Sexton, 2015). As a result, the firms are likely to make more profits hence depicting an increase in the quantity supplied. Contrarily, a decrease in price levels generally implies that the firms are likely to get lower profits, therefore, indicating a decrease in quality demand. This precisely depicts why the AS curve is positively sloped. The misperceptions effect implies that the producers are likely to be fooled by the price changes in the short-run (Krugman & Wells, 2017). For instance, a rise in the price level of one good could depict that the producer that they need to make more sales hence ending up increasing production. This depicts why the AS curve is always positively sloped. 
3. Suppose a large oil reserve is discovered in South Dakota.  Does this affect the AS curve for the long-run, short-run, or both?  Explain.
The AS curve will be affected both in the long run and the short run if a large oil reserve is discovered in South Dakota. Will the shorts run the supply curve shift to the right since higher production will be achieved at lower costs? The general costs of production of the firms will be reduced due to the discovery of new oil reserves. As a result, the firms will hire more labor hence be able to produce more at lower costs. Generally, the increased production at cheaper costs will shift the supply curve to the right (increase in supply). The long-run supply curve will also shift to the right, indicating an increase in supply (Krugman & Wells, 2017). The long ruin supply is majorly affected by population, technology, and resources. Therefore, with the discovery of new oil reserves, the nation's resources will have increased. Better utilization of the results would increase the supply hence shifting the supply curve to the right.
4. (a)  What is meant by a “recessionary gap?”
The recessionary gap precisely refers to the condition in which the real GDP produced by a country is significantly less than the natural real GDP, and the also the unemployment rate is higher than the natural unemployment rate (Sexton, 2015). The real GDP is less than the natural real GDP in the short-run equilibrium when it comes to the recessionary gap.  
(b)  What are the two main causes of a recessionary gap?  Explain how each of these events causes unemployment.
Fall in aggregate demand and fall in aggregate supply are the two main causes of a recessionary gap. Fall in both AS and A.D. depicts that the economy's output is below the potential required level. For the firms to keep their profitability levels, they must produce at their full employment levels (Krugman & Wells, 2017). Sometimes, the firms are forces to lay off employees so that they can reduce their levels of productions to the desired level. The layoff of employees would imply a decrease in employment below the full employment level hence resulting in unemployment. Expansionary fiscal policies can be used as a solution to the recessionary gap. The government needs to increase its spending as well as reduce the taxation level to help cure the unemployment levels created. Increased government spending would imply that more resources will be available to the economy; hence my end up increasing the employment level to full employment.  
5. Compare and contrast the short-run and long-run AS curves for both the Classical and Keynesian models.  Include in your explanation WHY the AS curves look different in the two different theories.
The classical model assumes that the long-run AS curve assumes a vertical line. The vertical line is an indication that the economy is at its full-employment production level. Although price changes may occur at this level, the changes do not necessarily lead to any output changes. The price changes are said to have no impact on the output since the economy is already producing at the maximum potential level possible (Krugman & Wells, 2006).  The classical model further depicts that any increase or decrease in aggregate demand either in the short run or the long run would only lead to changes in price level but not the economic output. The economic output remains the same. On the other hand, the Keynesian model assumes an upward-sloping AS curve. The curve reflects that there are fewer wages, and the price is more flexible. Keynesians assume that prices are strict in the short run, and the change in output does not necessarily change the price levels (Dillard, 2018). With the transition to the long run, the output usually starts to increase as prices increase. The only difference between the two models, both in the short run and the long run, is price rigidity.
6. Suppose a war causes a sudden, large increase in government spending.
(a) What happens to both prices and GDP in the short-run Classical Model?  Do they increase decrease or stay the same?  Explain
The price will increase, and GDP remains the same in the short run classical model if a large increase in government spending is the result of a sudden war. The excess government spending will increase the prices. At the same time, the supply of goods will not increase; hence. As a result, there will be no change in GDP (Krugman & Wells, 2006). An increase in government spending will cause fluctuation in demand hence affecting the nominal price of goods and services. However, the environmental level will remain the same, and the output will also be unchanged. The potential level of prices of commodities within the market has to change since the classical model runs on money neutrality. 
(b)  What happens to both prices and GDP in the short-run Keynesian model?  Do they increase decrease or stay the same?  Explain.
The Keynesian model holds that wages are strict and do not change in the short run. An increase in government spending will imply a change in the price of goods and services in the economy hence decreasing the real wage of labor (Dillard, 2018). In this case, firms are forced to hire more employees, thus increasing the production levels in the short run. As a result, an increase in production will increase the output of the economy hence resulting from increases in the GDP. Expansion of the economy will lead to more people being employed, thus increasing the prices further (Dillard, 2018). However, the supply of commodities will not increase at the same time but gradually as the prices increase. 
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