rnments that impact the economy

ess co V¥
ggregate supply model esa_\e .

Jemand and supply of GDP NO" A

s in an economy ﬁ(Om 2 O" 2

N economy P(e\,\e Page

t people believe that this spending is what drives the economy
source in the economy

ich constitute real GDP

‘decreases in the quantity of aggregate demand



-~

The Slope of the Aggregate Demand Curve

e All else being equal: increases in the economy's price level leads to de
e Substitutions from one market to another have no effect on the total
e Three reasons for this inverse relationship
© The Wealth Effect
= Wealth: the value of one's accumulated assets
=  Wealth is the total value of everything you own, including tr
=  Wealth effect: is the change in the quantity of aggregate der
= Arise in prices all over the economy reduces real wealth in t
= |f prices fall, real wealth increases, and thvthe qguantity of .
O The Interest Rate Effect
= |f the price level rises a a\@acﬂ falls, people save less
gr r s that shows the effect of the

u When you cug.ﬁ
. W&KQ back n@ﬁu avmgs that shows the effect of
P(e\'l\ est I@taqect occurs when a change in the price level

demand
= When savings declines, the quantity of investment must alsc
O It'sareduction in the supply of savings that makes the |
(horizontal axis)
O The International Trade Effect
= The price level and real GDP represent the domestic market
= We must also consider the prices of the US relative to the pr
= When the US price level rises, all else equal, US goods are re
= |nternational Trade Effect: a change in the price level leads t
e All three reasons work together to influence the quantity of aggregat:
O Begins with a change in the price level
O Consumption ( C) decreases from the wealth effect
o Investment (l) declines from the interest rate effect
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