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Aggregate Demand
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A higher money supply shift the aggregate 
demand curve to the right
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Aggregate Supply
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Aggregate supply curve is upward 
sloping, because firms want to 
produce more if the price is higher. 
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Long-Run Aggregate Supply
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The aggregate supply curve is vertical at 
its full employment level in the long-run. 
Then a rightward shift of aggregate 
demand caused by a rise in money 
supply, increases the price level, but 
does not affect the real output. 
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Short-Run Aggregate Supply
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The aggregate supply curve is horizontal in the 
short-run. Then a rightward shift of aggregate 
demand caused by a rise in money supply, 
increases the real output, but does not affect the 
price level. 
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An Adverse Supply Schock
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An adverse supply shock shifts the short-run supply 
curve upward, which causes a decline in the real 
output and a rise in the price level. Ex: the Oil 
Schock.

2P

AD



9

Stabilization Policy
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The Fed accommodates the shock by increasing money 
supply, which causes an rightward shift of the aggregate 
demand curve. That is, the Fed can stabilize the real 
output at LAS, its full employment level.


