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 Aggregate Supply Shocks —Changes In
variables that determine the Position of AS



Types of Aggregate Supply Shocks

Adverse Aggregate Supply Shocks:

Changes in Variables that shift AS to the left.
Examples: Tw,, Tz, ¢TE,, or { K,

Favorable Aggregate Supply Shocks:
Changes in Variables that shift AS to the right.

Examples: w1z 1TE, or TK,



2008 $/BARREL

Crude Oil Prices

2008 Dollars

$100
OPEC 10 % Quota Increase gt
Asian financial Crisis Asian Growth
$80 7on Tireg A Weaker Dollar
War Series of OPEC Cuts
4.2 Million Barrels
Iranian -
$60 Revolution
Suez
Crisis
$40 X Yom Kippur War —J™\ ' \?Vu" /\
\ Oil Embargo V/ \ \ el \ ‘:\ { H
\Q \\ F

|

$20 -M

= \vv\,/\@

- m U.S. Price 7 Recession
Controls 9/11
$0 rrrrrrrerrrrrrrrirrrrirrrerrroerrrerrrrrrrrrrrrirrrrrirrrrirTrTrTrrrorrrrd
49 53 57 61 65 69 73 77 81 85 89 93 97 01 05 09
1947 - August, 2009 WTRG Economics ©1998-2009
— J.S. 1st Purchase Price ( Wellhead ) "World Price" * www.wtrg.com

(479) 293-4081

Avg U.S. $26.64 —— Avg World $28.68 —— Median U.S. & World $19.60



Adverse AS Shock: An Example-- T Z,
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Adverse AS Shock: An Example— 1z
Effects on Market Equilibriyn ¢!
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Productivity Growth

Chart 1
Productivity Growth Has a Big Impact on
Living Standards
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Favorable AS Shock: An Example-- T TE,
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~avorable AS Shock: An Example— TTE,
Effects on Market Equilibrium A3
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Key ldeas

* Principle:

e Implications
» Prediction of the effects of AS shocks

» Interpretation of real world events



Caveats

 On-going Inflation & Trend Growth In
Output

 Need to modify Principle

. Modified Principle:
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Real World Examples

Positive Demand Shock

AY T
Y
2003 2.95% 2.2%
2004 3.6% 2.8%

Negative Demand Shock
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2007 1.9% 2.9%
2008 -0.3% 2.2%

2009 -3.5% 1.1%

Adverse Supply Shock
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1973 5.8% 5.5%
1974 -0.6% 9.1%

Favorable Supply Shock
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1995  2.5% 2.1%
1996 3.7% 1.9%



