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• price in → real money b → Ms shift left → interest rater

0 When i increase ,
LM shift upward

• AD curve summarize relationship between P and Y

sticky wage theory - In short-run , nominal wage is sticky due to
labor contract .

Why HAS is downward - sloping
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because LRAS doesn't depend on Price and the wage will adjust to clear
labor market in long run
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to correct recessionary gap , the gov . should use expansionary
fiscal and monetary policy .

for example
,
lower interest rate

- self correcting mechanism -fl ↳ As
SRAS In long - run ,

nominal wage is flexible , unemployed
setsz workers are willing to receive lower wage . Asg result

sr.to cost of production decrees , firms can hire more + produce
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o positive As shock ⇒ population growth rate

or ↳A
sea,

it is a temporary positive As shock .
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see Therefore it will return to LRE When
• o the time pass .
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o increasing death rate

ok lets lets HAS
negative shock shift AD downward .

In long
- run

,
to return to let , the IRAs curve

% will shift to the left
LRE

AD
AD

y

yes . because in the long run output will turn back to equilibrium

they can you supply - side policy

R IRAS

µ
SRAS When AD increase to ADZ • SRE will be at 0 .

but in the long - run , labor will ask for higher wage .

hence , cost of production will increase . Therefore ,

AYE they will hire less and produce less
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AD Curve and is curve shift upward due to expansionary fiscal
policy . therefore , output increases and price level is higher . but in the
long run , luoor will ask for higher price , firms will cut their production
and output will decrease . makes seas shift upward to new LRT .

thus
,

Price level is higher . it affect money market , Ms shift leftward makes
1M Curve sniff upward .


