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LM curve Ps directly related to P but IS curve is not
. When

the price level increases , the LM curve shift to the left
.
This means

that the interest rate will increase and the investment will reduce . So the output
will be reduce . Then , it leads to g movement on the IS curve .
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In the short run , wages are fixed because of the labor

contract . So when the price increases
,
firms will have a lower

cost of production which means that the output increases .

When the price goes up , the wage also adjusts .

Therefore , there is no change in output .
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Recessionary gap

demand - side policies e. g. fiscal and monetary policy

self - correcting Mechanism

y

⑨ Economy original at LRE at A.

① Negative AD shock → tall AD

AH•
,

→ move to the SRE at B with lower PL .
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W is stinky but real wage increase .
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PL was
⇒ cost of hiring T and firms' profitability t

seas Therefore
, they hire less & produce at 41 .
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i y w is flexible in the long run .

44 unemployed → nominal wage 4
1-

Recessionary gap Then , the cost of production decreases .

The firm hire more & produce more at Yz .
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using supply-side policies
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In the long run ,
all prices and wages are flexible

.

So there

is not a long run trade-off between inflation and output .
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