
Aggregate Demand & 
Aggregate Supply Curves 

Aggregate Demand 

• Aggregate demand is the total desired quan ty of goods and 
services that are bought by consumer households, private investors, 
government and foreigners at each possible price level, other thing 
being constant.  



• The aggerate demand curve shows for any price level, P, the total 
quan ty of goods and services, Y, demanded by households, firms 
and government. 

• Macro concept – Whole Economy. 
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▪ As the price level rises, consump on, investment and 
net exports decline because of the wealth effect, 



interest rate effect and foreign trade effect respec vely. 
The economy moves along the aggregate demand 
curve. 



 



 

• When non-price factors such as government expenditure (G), 
taxa on (T), investment (I)  money supply(M) etc. changes 
aggregate demand curves shi s.  

Rightward shi  in Aggregate demand Curve 



 
DERIVATION OF AGGREGATE DEMAND CURVE 
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▪ We can derive the aggregate demand curve using Keynesian income 
expenditure framework and incorpora ng price level into the model. 

▪ Let us suppose price level falls. People will feel richer. The lower price level 

will induce people to consume more at each level of na onal income. ▪ That 

is consump on func on curve in the income expenditure model will shi  

above which in turn will cause upward shi  in the aggregate planned 

expenditure curve( C+I+G+NX). 

Deriva on of aggregate demand curve 
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Thank you 
 

 

 

 

 



   Disclaimer: This study material is prepared from available text books 
and various open access online resources. The purpose of this material 
is purely to benefit the students. 


