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THE AD/AS MODEL

The equilibrium of AD & AS determines
current output (GDPy) and the price level (PL)
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FULL EMPLOYMENT

Full Employment equilibrium exists where AD
intersects SRAS & LRAS at the same point.

PL LRAS SRAS

RECESSTONARY GAP

A recessionary gap exists when equilibrium

occurs below full employment output.
SRA!

PL

PLe




INFLATIONARY GAP

An inflationary gap exists when equilibrium
occurs beyond full employment output.
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CHANGES IN AD (AAD)

A Consumption (C)

-Ct:AD> . GDPRT &PLY cu%| & n%t

-C| :AD €« . GDPK$ &PL| :u%t & n%)|
A Gross Private Investment (I<:>

7IGT LAD D GDPRT &PLY cu%| & n%t

—IGl SAD € GDPR¢ &PL| cu%t & n%)|
A Government Spending (G)

-Gt :AD > GDPR1 &PLY cu% | &%

-G| :AD € : GDI’Rl &PL| cu%t & n%)|
A Net Exports (XN)

7XNT tAD D GDPRT &PLY cu%| & n%1

—XNl LAD € GDPR¢ &PL| . u%Té& %

INCREASE IN AD
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C1t,lgt, G1 and/or Xyt .: AD > .: GDPy! & PL! .: u%| & n%"
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DECREASE IN AD
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Cl.lgl. G| and/or Xy| .: AD < .: GDPy| & PL| .: %! & n%|
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CHANGES IN SRAS (A SRAS)

A Input Prices
~Input Prices| .: SRAS > .: GDP t & PL{ :u%| & 1%
—Input Prices? .: SRAS € .: GDP, | & PL 1 :u%"! & n% 1t
A Productivity
—Productivity .: SRAS > .. GDP t & PL| :u%| & n%|
—Productivity| .: SRAS € .:GDP | &PL 1 :u%t & n%?t
A Legal-Institutional Environment
—Deregulation .: SRAS > .: GDP 1 & PL| :u%| & n%|

—Regulation .: SRAS € : GDP | & PL { :u%1t & %t
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INCREASE IN SRAS
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Input Prices |, Productivity{, and/or Deregulation
.2 SRAS > .: GDP & PL| .: u%| & n%)|
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DECREASE IN SRAS
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Input Prices?, Productivity |, and/or Regulation
.2 SRAS & .: GDPg|,& PLT .: u% ! & 7%
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AD/AS SUMMAXRY

AC, AT, AG, and/or AX = A AD
~AD > :GDP,1 & PL} . u% | & %1
—-AD € :GDP,| &PL| .:u%t & %)\
A Input Prices, A Productivity, and/or A Regulation = A SRAS
~SRAS > .: GDP,} & PL| i u% | & %% |
—SRAS € :GDP| &PL 1 :u%t & n%t

The AD/AS Model is the most important graph in AP

Macroeconomics.
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