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Theabovefigureillustratehowaggregateoutputandemploymentvaryina

realbusinesscyclemodel.IntheFigurePanel(a)illustratestheimpactofa

beneficialtechnologyshock,whichshiftstheproductionfunctionfrom Ytoy*.

Theimpactofthisshiftonthemarginalproductoflabourandhencethedemand

forlabouris shown in panel(b).Byincreasing the demand forlaboura

productivityshockraisesemploymentaswellasoutput.Howmuchemployment

expandswilldependontheelasticityoflaboursupplywithrespecttothecurrent

realwage.Forthelaboursupply-scheduletobehighlyelasticwithrespecttothe
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