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↳ sticky wage theory ⇒ In short run
, wages are fixed

.
So

,
when P 9 → F- d.

This make workers unhappy ,
but can't negotiate for higher wage because of labor

contracts
.

On the other hand
,

firms are happy and hire more labor & produce more

because of lower cost of production . ( higher profit )

& when Pt P SRAS
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↳ In long run , output is at full employment level
,
and Y does not

depend on P because the wage is no longer sticky .
So

,
when P 9 → workers

can negotiate for higher wage .

→ labor demand unchanged & output remains
the same .
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↳
The economy can slowly adjust itself

, through shifts in IRAS
.

P IRAS SRA Si SRAS will slowly shift itself to the right because
SRASZ when AD curve shift to the left

,
it makes price level>

decrease
,
so the cost of production also decrease .

f Pi - - - I - - -• As a result
,
the firms want to hire more labor

,
so

pz - - - SRE -• the output will increase and the economy returns
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Tecessionary gap
SRAS shift right

↳
example =) Good weather & Short - term change in regulations .

P LRAS spas,
The temporary positive AS shock makes

the SRAS shift to the right at lower
SRASZ

> price & higher output . Aft herwards
,

the shocks disappear 1 the SRAS move

Pn
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↳ example =) decreasing in population & global warming

P LRAS
,
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A permanent negative AS shock make the IRAS & SRAS shift to the

c sras ,
left and we have SRE at ②

.

As a result
,
the output ( y ) will be
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So
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Suppose the CB 9 Ms

,
so Ms curve shift right → make it → Io 9

↳ higher y → AD shift right at SRE ② 1 higher P ) → firms hire more labor
because they want to sell more output and in SR

, wage is sticky , so firms are

happy & want to produce more
.
So

, yf increase to yr .

One the other hand
,

in LR
, wage is flexible so the labors will ask for higher wage .

This makes firms

unhappy and produce less
,
so the SRAS shift left to new LRE .
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The government use expansionary fiscal policy to shift AD curve
.

AD curve will shift right from ADI to ADZ
.

On the other hand
,
when we

want to change As
,
we must use supply - side policies such as change in

productivity of labor . In this case
,
we must have better tech

.

or better

education for labor in order to shift LRAS from IRAs , to LRAS
, and

also to shift SRAS from SRAS , to SRASZ as well
. Finally ,

we will return
to new LRE at higher yf .
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low inflation rate = Pd → F- 9
,
firms hire less labor

,
so employment rate is low

.

So
,

AD shift left from Abn to ADZ . / because
↳ Y 10W

In SR ,
low inflation rate leads to low employment .

But in LR
, wage is flexible

[ adjust to price level 1 . So ,
firms can hire more labor & produce more because

lower cost of production .

As a result
,
SRAS shift right and the economy return to LRE with

lower price level but same output .
To conclude

,
Trade - off is no longer

exist in LR
.
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Expansionary fiscal policy → 89
,
Td → IS shifts right → AD shifts right

( higher P )
In LR

,
when PT

SRAS shift left from
←

& wage can adjust ,
labors

d

SRAI
,
to SRASZ negotiate for higher wage

( back at LRE ③ with higher P ) so
,
firms hire less labors & produce less

↳ F- d → Msd → LM shifts left with same amount of y .


