










The Interest-rate Effect
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Variables That Shift the Aggregate Demand Curve:
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Variables That Shift the Aggregate Demand Curve:Fiscal Policy -Government Purchases
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Aggregate SupplyAggregate supply refers to the quantity of goods and services that firms are willing and able to supply.The relationship between this quantity and the price level is different in the long and short run.
So we will have two curves:�Long-run aggregate supply (LRAS) curve:A curve that shows the relationship in the long run between the price level and the quantity of real GDP supplied.
�Short-run aggregate supply (SRAS) curve:A curve that shows the relationship between the price level and the quantity of goods and services firms are willing to supply, holding constant all other variables that affect the willingness of firms to supply goods and services.







Short-run Aggregate SupplyThe SRAS is upward-sloping. Why?As prices of final goods and services rise, prices of inputs�vsuch as the wages of workers or the price of natural resources�vrise more slowly.A secondary reason is that some firms are slow to adjust their prices when the price 
level rises or falls.

Economists tend to believe that some firms and workers fail to accurately predict changes in the price level. This gives three potential explanations for why the SRAS curve is upward-sloping:���}�v�š�Œ��u������•�}�u�����Á����•��������‰�Œ!]�����•���^�•�š�]���l!Ç�_�X

Firms are often slow to adjust wages.

Menu costs make some prices sticky.
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run Aggregate Supply:

Wage Adjustment
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Firms are often slow to adjust wages

�SSalary reviews typically only happen annually. �SAlso, firms dislike cutting wages�v
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Variables That Shift the SRAS Curve:







Variables That Shift the SRAS Curve:

Workers & Firms adjusting to incorrect estimation of price level���`�0�]�`���Œ����‚•�����]�`�0�Yshifts the short-run aggregate �•�µ�‰�‰�o�Ç�����µ�Œ�À�����Y��������‚µ�•�����Yworkers and firms adjusting to having previously underestimated the price levelworkers and firms increase wages and prices. ���`�0�������Œ����‚•�����]�`�05•shifts the short

- run aggregate 

�•�µ�‰�‰�o�Ç�����µ�Œ�À�����Y��������‚µ�•�����Y

workers and firms adjusting 

to having previously 

overestimated the price level (rare)workers and firms decrease wages and prices.



Variables That Shift the SRAS Curve:Supply shocks�����Yshifts the short-

run aggregate 

	•�µ���Y	����Ythe expected price of an important natural resourcecosts of producing output rise.����

shifts the short -

run aggregate 	•�µ���Y	����Ythe expected price of an important natural resource (rare)costs of producing output fall.

















Short-run and Long


