
Aggregate Supply Shocks

• Aggregate Supply Shocks —Changes in 
variables that determine the Position of AS
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Types of Aggregate Supply Shocks

• Adverse Aggregate Supply Shocks: 
Changes in Variables that shift AS to the left.  
Examples: 

• Favorable Aggregate Supply Shocks:  
Changes in Variables that shift AS to the right.  
Examples:  
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Adverse AS Shock:  An Example-- oZ



Adverse AS Shock:  An Example—
Effects on Market Equilibrium

oZ



Productivity Growth



Favorable AS Shock:  An Example-- oTE



Favorable AS Shock:  An Example—
Effects on Market Equilibrium
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Key Ideas
• Principle:

• 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





Real World Examples

1973 5.8% 5.5%

1974 -0.6% 9.1%

1995 2.5% 2.1%

1996 3.7% 1.9%

Adverse Supply Shock

Favorable Supply Shock
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2003 2.5% 2.2%

2004 3.6% 2.8%

2007 1.9% 2.9%

2008 -0.3% 2.2%
2009 -3.5% 1.1%

Positive Demand Shock

Negative Demand Shock
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