
AD is downward sloping because it represents a negative relationship between price level and output .
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money market is -1M AD- AS

the sticky wage theory states that in a short-run , the price and wage is fixed
.
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negative AD shock = deflationary gap
- to correct a deflationary gap , the government

- if there is no government intervention , in the
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It is true because when we increase money supply , the AD curve will ! At
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shift to the right increasing the output in the short run. However , in the

long run , the SRAS will shift to the left
, bringing the output back

to the full - employment line but with higher price level.

The government can use the supply -side policies to shift

the IRAS curve to the right to improve output produced .
For example g improving the education system will make a

better quality labor . Thus
, creating more output growth.

trade- off no longer exist in the long-run because the price

and wage is a variable. So
,
inflation have very little effect

and the workers are more willing to with when given lower

rent .
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