AD/AS Reviewed

You need to know:

1. Definition and Components of AD:= 

2. Reasons for the shape of the AD curve (and that changes in the price level result in movements along AD):

· We assume that the money supply is constant. At a higher price level the purchasing power of the money supply will be less. With lower real money people will demand less output i.e. less goods and services as they won’t be able to buy as much with their money.
3. Reasons for the shape of the AS curve (and that changes in the price level result  

    in movements along AS).
             Slope of AD Curve


Shape of the AS curve.



Yf = the level of national output if all resources are fully employed.

Part A of AS: 

Part B of AS: 

Part C of AS:

6. How to show and explain the effects of the different factors below (using AD/AS graphs):

	Shifts of the AS curve are caused by changes in . . .
	Shifts of the AD curve are caused by changes in . . .

	Nominal Wages 
	C
	· Interest Rates (Monetary Policy)

· Consumer Confidence

· Income Tax (Fiscal Policy)

· Level of Unemployment

· Welfare Payments (Benefits – also a Fiscal Policy).  



	Price of Imported Raw Materials e.g. Oil  (Including $NZ and world prices) 
	I
	· Interest Rates (Monetary Policy)

· Business Confidence

	Technology
	G
	· Government Expenditure (Fiscal Policy & Govt Budget)

	Productivity of Workers
	(X-M)
	· $NZ (appreciation/depreciation)

· Demand for NZ’s Exports

· Incomes of NZ’s Trading Partners

· Tariffs, Quotas and Regulations

· Overseas Tastes and Preferences

	GST 
	
	


7. The difference between recessionary and inflationary gaps 


Recessionary Gap 




Inflationary Gap

        (Negative output gap)

                 (Positive Output Gap) 



8.    The policies to close recessionary gaps (monetary and fiscal)








9. The policies to close inflationary gaps (monetary and fiscal)








10. How shifts of AD on flat or steep AS curves effect inflation/ output/ employment.

· Flat AS

· Steep AS

2. Loose Monetary Policy 


(to close a recessionary gap)





OCR ____


r ___


C __, I ___ and (X – M) __


AD ___


Recessionary/deflationary


gap reduced.





1. Expansionary Fiscal Policy 


(to close a recessionary gap)





G ____ & or T ___ (C ____)


AD __


Recessionary/deflationary


gap reduced.








2. Tight Monetary Policy 


(to close a inflationary gap)





OCR ___


r ___


C __, I ___ & (X – M) __


AD ___


Inflationary gap reduced.





1. Contractionary Fiscal Policy 


(to close a inflationary gap)





G __ & or T __ (C __)


AD __


Inflationary gap reduced.











