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2. ... causes output to fall in the short run . ..
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3. ... but over
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curve shifts . . .
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4. ... and output returns Output
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Money is neutral in the long-run, i.e. it affect only price, not output, but in the
short run---.

Say central bank reduced the quantity supplied in the economy, P 7 % e &
= » AD > - This is just like what figure 8 has depicted!
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® 3BHIF :
o Great depression in 1929
o World War Il in the 1940°’s
o Recession of 2001
® iRFRU fUIE
® Policy Responses:
s Do nothing and wait for prices and wages to adjust
S | R
® Long run and short run

o The AD-AS theory is a byproduct of 1929’s great recession. John Maynard
Keynes: 1936 “The General Theory of Employment, Interest, and Money”,
attempted to explain short run economic fluctuation.

s “the long run is a misleading guide to current affairs. In the long run, we are all
dead. Economists set themselves too easy, to useless a task if in tempestuous
seasons they can only tell us when the storm is long past, the ocean would be
flat” (A Tract on Monetary Reform (1923), Ch. 3, p. 80.) Eil
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