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Consumption increases

*Confidence increases (optimistic about the future)
*Monetary policy loosened (OCR reduced, IR fall)
reduction in income tax rates

Investment spending increases

*Business confidence increases (firms are optimistic)
*Monetary policy loosened (OCR reduced, IR fall)

Government spending increases

*Weak/loose/expansionary fiscal policy (govt borrows
money) and increases spending (without increasing tax)

Net exports (X-M) increase
*Increased demand for exports (ER depreciates,
incomes of overseas consumers increase)
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Explain the shape of the
curve

* As price level rises, money loses its purchasing
power so people buy less and AD falls.

* As price level rises, real interest rate increases so
Investment falls and AD falls.

* As price level rises, exports become less
competitive and imports more competitive hence
Net Exports decrease and AD falls.
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If anything in the economy changes levels of C, |, G
or (x-m) then the entire aggregate supply curve shifts.

Examples include:

» Changes in technological advancements.

» Changes in productivity rates and the availability
of resources.

» Changes in the cost of imported raw materials.

» Changes in nominal wage rates.

» Changes in the costs of employment (eg 4 weeks
minimum paid leave).

» Changes in indirect taxes & subsidies.
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Explain the shape of the Aggregate
Supply curve

* At levels of output excess capacity means
the economy output with little
increase in price level.

* At levels of output AS gets
because the ability to increase output is
limited as the economy nears capacity.

* Beyond full capacity (Yf) AS will

as there is no excess capacity available
to increase output.





