51 d} 3 points) If the Fed did nothing, explain how exactly the economy will return to full employment.
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51 ¢} (4 points) Assunming that the Fed did nothing, find the new price level associated with the long run
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Please label this long run equilibrium on your FE, IS5, LM diagrams as point O, Be sure to label E&.l"_',_-
diagram completely with the inclusion of all the relevant shili variables like we did numerous times L@f_.
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51 ) (5 points) 1s this result desirable? That 15, wath perfect mmformation, would the Fed allow this long
run sdjustment to take place? Why or why not? Explain in as much detail as possible using a real world
event (hant, it's a central banking nightmare!). 1
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21 g) (5 poinix) Suppose otherwise and that the Fed wanted to keep prices constant at their original level
at points A and B. What would the Fed have 1o do exactly, as in open market operations? Assume that the
money multiplier is 1. Be specific and show waork.
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