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The recession comes from a leftward shift of aggregate demand. The Economic equilibrium changes from point A to point B in the short run. Price decrease and output decrease as well, while unemployment increase. After some time, people’s expectation on price level adjusts. (For example, they accept lower wage after contracts end.) Firms are able to raise their output and economic equilibrium in the long run gradually moves to point C. Price level falls to a lower level. The long-run aggregate supply curve is assumed not change during this period.
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