
We can derive AD curve from LM curve

-

My =L (
i , Y)

-

Money supply = Money demand

- When price level increase it
reduce money supply

- Smaller money supply will drive up interest rate

- Higher interest rate discourage investment

- lower investment reduce output ( Y)

•

'
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AD relationship → pry µ

Increase in P is similar to contractionany monetary policy

in money market = My when PT if ,
In goods and services

market i when if , It . So Aft Yt and this shows

negative relationship between price level and output .
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In SR
,
nominal wage is sticy due to labor contract

and there is unemployment .

As price in
, wage so firm want to hire more

labor
,
it cause labor increase more output

PA → mph → labor demand A → labor 1^-149

real wage output
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In LR is at full employment level.

LRAS does not depend on price .

So it be a vertical .

price level LRAS
SRAS

Potential app
Real Opp



movement -up along the curve movement right along the curve no effect

shift to the left no effect no effect

shift to the right no effect no effect

shift to the right no effect no effect

shift to the left no effect no effect

shift to the left no effect no effect

shift to the left no effect no effect

shift to the left no effect

shift to the right shift to the right

no effect shift to the left no effect

no effect shift to the left no effect

no effect
shift to the left shift to the left

no effect shift to the right shift to the right

no effect shift to the right no effect

no effect shift to the right shift to the right
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Negative AD shook

inflation rate LRAS
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1) Ap shift left makes output and inflation decrease

2) As will shift to right until

3) The economy return to LRE with inflation permanent lower ,

we have recessionary gap .

- The government should Use expansionary fiscal / monetary

policy on → Tlv -7 MT

- The economy can slowly adjust itself .

Pt → WH → labor demand A → Lt -749 → SRAS shift right



6.1) - short term worker training

- The economy can adjust itself

temporary , positive As shock
.

6. 2 Inflation LRA'

rate Asi overtime , Asz will shift
back to AS

,

Asz
m - - - - - - Yz Will move to Y f

ti - P
,
will increase to P ,

P
,

- - - - - - -- ! AD

Y - the economy will return to equilibrium at LRAS .Yf V12

t.it Birth rate decrease permanent

7.2) inflation eras was as, - The economy can adjust itself slowly
hate

Asz
← P

, increase to Pz , Yf , decrease to Yf }
Pg -- - - n ←
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- Permanent negative As shock cause LRAS
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shift left , lead to As shift as well.

Ya, Ya Yn
,

- The economy will return to LRE with output

permanent decrease
, permanent increase



MT → it → It→ yr

yr → Mdt → it

if → It → Yu

69 → AE f → YA

YA → it → It → YU

- pis increase from p, to Pz , this make

we have inflation here .
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,

this shows that we have lower unemployment
1
,

and this can be called trade off
.
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In LR
, wage is flexible so market is

w
in full employment this make trade offinflation GAP

no longer exist in LR
.



P
si i ¥ % i

in
'

E'

Sepp LM LM
pi - - - - - - -- - - - - shifts

c- 2
→i ' - - - - - - →

p
÷. .

.. . . . . - ,
µ
,

, , , , , . . , . , ,
,

Ab Md Is

Y a 1

Expansionary fiscal policy → increase ADC shift AD) -5

Market adjusts to New ↳ Equilibrium E3
.


