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Money Supply in The Long Run
When fed increases the money supply the aggregate demand also increases this is due to the increase of in consumption of goods and services (Trabandt et al., 2016). The aggregate demand curve also shifts from the initial position to higher level. Also in long run economy the prices and wages are flexible making the level of employment occur at the real wage. The quantity of labor demanded is equal to labor supplied in the economy. The GDP increases as result of all wages and prices are assumed to be flexible. The diagram below shows the effects increase of money supply to the aggregate demand.
	
[bookmark: _GoBack]In short run the when the prices level changes it also affects the level of consumption because an increase in prices lower the real wage held by the workers. In addition, the level of output declines indicating higher level of unemployment. According to classical view, the price and the level of output will increase in the long run. However, in regard to Keynesian ideas, the price and the level of output will decrease since the aggregate demand will also decline (Keynes, 2016). The respective outcomes differ since the level of aggregate demand decline. Declining of the aggregate demand causes the difference between the outcomes according to classical and Keynesian views.
a. Money supply in the long run
b. Output: decrease                                                     price level: decrease
c. Keynes
Output: decrease                                                     price level: decrease
Classical
Output: increase                                                      price level: increase
Cause. Decline of the aggregate demand in the long run
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