
Big Idea of the Day--SRAS

I. The macroeconomic short run is the period of time during which real GDP adjusts toward potential real GDP and full employment.

     A. The short-run aggregate supply curve (SRAS, or SAS) is the relationship between the quantity of real GDP supplied and the price level in the short run when the money wage rate and other resource prices are constant and potential GDP does not change. A short-run aggregate supply curve is illustrated in Figure 25.2.

     B. The SAS (SRAS) curve is upward sloping, indicating that a rise in the price level with no change in the money wage rate increases the quantity of real GDP supplied.
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      C. A change in the price level with an equal percentage change in the money wage causes a movement along the LAS (or LRAS) curve. A change in the price level with no change in the money wage causes a movement along the SAS curve.

       D. When potential real GDP increases, both the LAS and SAS curves shift rightward. Potential real GDP changes for three reasons:


1. Changes in the full-employment quantity of labor.


2. Changes in the quantity of capital, either in the capital stock or in the quantity of human capital.


3. Advances in technology.

     E. All the factors that shift the long-run aggregate supply curve have the same effect on the short-run aggregate supply curve. One additional factor influences the short-run aggregate supply but not the long-run aggregate supply:


1. Changes in resource prices, such as the money wage rate, change the short-run aggregate supply but not the long-run aggregate supply. An increase in resource prices decreases short-run aggregate supply, so an increase in the money wage rate shifts the SAS curve leftward.

