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Labour demand Production function

when price increase , real wage become cheaper. Firms demand more labour .
Increase in Labour leads to an increase in production increase in output.

sticky wage theory
In short-run : nominal wage is sticky from labour contract

employment depends on demand of labour C Positive relationship)

LRAS : No relationship between Randy

output is at full - employment level

Price and wage can be change



left

PL LRAS

SRAS

¥ > ✗*

Recessionary gap

AD

ADZ
y

y# Yf

implementing expansionary fiscal policy CTG , tt )
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SRAS shift to the right
New LRE



• Good weather to grow crops

• P LRAS
AS

AS , SRAS shift to the rightward

due to higher output , but it is temporary effect.

it will adjust back to normal
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SRAS shift to the left.
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this is a long run problem

• the LRAS curve then shift to the left too
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in long run they returns to the equilibrium due to

flexibility .

Supply side policies - technology, infrastructure and education



LRAS flexible price & wageSRAS ' SRAS

• ② When ADA it will meet SRAS at ①
• ①

theres low unemployment but high price → high inflation
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In SR wage is sticky as time pass labour will ask for more wage

firms to production output to SRAS tv shift to ② . Which is LRE Cno inflation + trade off)
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Expansionary fiscal policy

Both IS and AD shift to the right

with higher cost of living , w will ✗
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SRAS Shift to the left

LRE at higher price . This affect money market , Ms curve shift to the left

make LM shift to the left .


