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Understanding the behavior of the economy over the long term is essential for policymakers,
economists, and students of economics. One of the fundamental concepts in macroeconomics is the
Long Run Aggregate Supply (LRAS) curve, which illustrates the economy's potential output when all
resources are fully employed. A pivotal feature of the LRAS curve is its positive relationship between
the price level and the total quantity of goods and services supplied in the long run. This article
explores what the long run aggregate supply curve is, why it has a positive slope, its significance in

economic analysis, and how it contrasts with the short run aggregate supply curve.

What Is the Long Run Aggregate Supply Curve?

Definition of LRAS

The Long Run Aggregate Supply (LRAS) curve represents the total quantity of goods and services that
an economy can produce when utilizing all its resources fully and efficiently, given the available
technology. It reflects the economy's potential output or full employment level of real GDP, unaffected

by the price level in the long run.



Key Characteristics of LRAS

- Vertical or Near-Vertical Shape: Traditionally, the LRAS curve is depicted as vertical because, in the
long run, total output is determined by factors other than the price level.

- Full Employment Output: The LRAS corresponds to the level of output where unemployment is at its
natural rate, and resources are fully utilized.

- Independence from Price Level: Unlike the short run, where prices can influence output, the LRAS is

unaffected by changes in the price level, assuming no changes in technology or resources.

The Positive Relationship in LRAS: Why Does It Exist?

While the LRAS curve is typically shown as vertical, the concept of a positive relationship between
certain variables is crucial in understanding the economy's long-term behavior. The positive
relationship refers to the idea that, over the long run, increases in the economy's capacity to produce
(potential output) are associated with improvements in productivity, technology, and resource

availability.

Factors Contributing to the Positive Relationship

- Technological Progress: Advances in technology make production more efficient, increasing potential
output.

- Capital Accumulation: Investment in physical capital, such as machinery and infrastructure, enhances
productive capacity.

- Labor Force Growth: An increase in the working-age population or higher labor participation rates
expand the economy’s capacity.

- Improvements in Human Capital: Education and training raise productivity levels.



Implication of the Positive Relationship

The positive relationship implies that policies or factors promoting technological innovation, investment,
and workforce development can shift the LRAS curve outward, leading to a higher potential output.
This shift reflects long-term economic growth, signifying an economy's improved ability to supply goods

and services at various price levels.

Distinguishing Long Run and Short Run Aggregate Supply

Curves

Short Run Aggregate Supply (SRAS) Curve

- Typically upward sloping.
- Reflects price stickiness and nominal wage rigidity.

- Shows that, in the short term, an increase in the price level can lead to higher output.

Long Run Aggregate Supply (LRAS) Curve

- Usually depicted as vertical.
- Indicates that, in the long run, output is determined by real factors such as technology and resources.

- Shows that changes in the price level do not affect the potential output.

Key Differences Summary

| Aspect | Short Run Aggregate Supply | Long Run Aggregate Supply |
| = | =

| Shape | Upward sloping | Vertical (or nearly vertical) |

| Price Level Effect | Affects output | No effect on potential output |

| Main Influencers | Wages, prices, nominal rigidities | Technology, resources, institutions |



The Significance of the Positive Relationship in Long Run

Economic Growth

The positive relationship underpinning the LRAS curve is central to understanding how economies
grow over time. It underscores that sustained economic growth is driven by improvements in

productivity, resource availability, and capital accumulation, rather than fluctuations in the price level.

Key Points on Long Run Growth

- Technological Advancements: Continuous innovation pushes the LRAS outward.
- Investment in Capital and Infrastructure: Enhances productive capacity.
- Labor Market Policies: Education and training increase labor productivity.

- Institutional Reforms: Secure property rights and stable governance foster growth.

Why Is This Important for Policymakers?

- Policies that promote technological innovation and human capital development can lead to long-term
increases in potential output.

- Understanding the positive relationship helps in designing growth strategies that focus on supply-side
improvements rather than just demand stimulation.

- Recognizing the difference between short and long-term effects ensures appropriate policy responses

during economic fluctuations.

How Shifts in the LRAS Curve Reflect the Positive Relationship

Shifts in the LRAS curve are indicative of changes in the economy's capacity to produce. These shifts

are driven by factors that enhance or diminish long-term productive potential.



Factors Causing Rightward (Outward) Shifts

- Technological innovations.
- Increased investment in physical and human capital.
- Population growth.

- Policy reforms that improve efficiency.

Factors Causing Leftward (Inward) Shifts

- Resource depletion.
- Natural disasters or wars.
- Decreased investment.

- Deterioration of institutions.

Visualizing the Shift

An outward shift in the LRAS curve signifies economic growth, meaning the economy can produce
more goods and services at the same price level. Conversely, an inward shift indicates a decline in

productive capacity.

Implications for Economic Policy and Growth Strategies

Understanding that the LRAS curve has a positive relationship with potential output guides

policymakers in implementing growth-oriented strategies.

Supply-Side Policies to Promote Long-Run Growth

- Investing in Education and Training: Improving human capital.

- Encouraging Innovation and R&D: Boosting technological progress.



- Enhancing Infrastructure: Facilitating efficient production.
- Labor Market Reforms: Increasing flexibility and participation.

- Reducing Regulatory Barriers: Making it easier for businesses to operate and innovate.

Challenges in Maintaining Long-Run Growth

- Balancing short-term macroeconomic stability with long-term growth goals.
- Managing resource constraints and environmental concerns.

- Ensuring inclusive growth that benefits all sectors of society.

Conclusion

In summary, the statement that there is a positive relationship associated with the Long Run
Aggregate Supply (LRAS) curve is fundamentally true when considering the factors that influence an
economy's long-term productive capacity. The LRAS curve, typically depicted as vertical, reflects the
economy's potential output determined by real factors such as technology, resource availability, and
labor productivity. The positive relationship underscores the importance of investments in innovation,
human capital, and infrastructure for sustainable economic growth. Recognizing the differences
between short run and long run supply curves helps in crafting effective policies to promote long-term
prosperity. Ultimately, understanding the dynamics of the LRAS curve is essential for fostering an

environment conducive to economic expansion and improved living standards for society as a whole.

Frequently Asked Questions

What is a key characteristic of the long-run aggregate supply (LRAS)
curve?

The LRAS curve is vertical, indicating that in the long run, output is determined by factors like



technology and resources, not the price level.

Does the long-run aggregate supply curve have a positive or negative
slope?

The long-run aggregate supply curve is vertical, so it does not have a positive or negative slope; it is

independent of the price level.

Is there a positive relationship between the price level and output in
the long-run aggregate supply curve?

No, in the long run, the aggregate supply is unaffected by changes in the price level, so there is no
positive relationship.

What factors cause the long-run aggregate supply curve to shift?
Factors such as technological advancements, increases in resource availability, and improvements in
productivity shift the LRAS curve.

Why is the long-run aggregate supply curve considered vertical?
Because in the long run, the economy's output is determined by supply-side factors, not the price
level, making the LRAS vertical.

Can an increase in the price level affect long-run aggregate supply?
No, changes in the price level do not affect the long-run aggregate supply, as it is determined by real

factors like resources and technology.

How does the statement 'There Is A Positive Relationship' relate to



the long-run aggregate supply curve?

It is false; the long-run aggregate supply curve does not exhibit a positive relationship between price

level and output.

In what way does the long-run aggregate supply curve differ from the
short-run aggregate supply curve?

The LRAS curve is vertical and unaffected by price level, whereas the short-run aggregate supply

curve is upward sloping.

What is the implication of the long-run aggregate supply curve being
vertical for economic growth?

It implies that economic growth depends on supply-side factors like technology and resources, not on

the price level.

Is the statement 'There Is A Positive Relationship' true for the long-
run aggregate supply curve?

No, that statement is false; the long-run aggregate supply curve does not have a positive relationship

with the price level.

Additional Resources

Select The Statement Below That Is True Of Long Run Aggregate Supply Curves. There Is A Positive

Relationship

Understanding the behavior of the economy over different time frames is fundamental in
macroeconomics. The statement "There is a positive relationship" concerning the long-run aggregate

supply (LRAS) curve captures a core aspect of economic theory. The LRAS curve illustrates the



economy's maximum sustainable output when all resources are fully employed, and prices are flexible.
The positive relationship in question indicates that, over the long run, increases in the price level are
associated with increases in the total output supplied by the economy, reflecting the potential for
growth and expansion. This article explores the concept of the LRAS curve, its characteristics, the

implications of the positive relationship, and various perspectives surrounding it.

Understanding the Long-Run Aggregate Supply (LRAS) Curve

The long-run aggregate supply curve is a fundamental component of aggregate demand and supply
analysis. Unlike the short-run aggregate supply (SRAS) curve, which can be upward sloping due to
price stickiness and other market frictions, the LRAS curve is typically depicted as vertical at the

economy’s full employment level of output, also called potential GDP or natural level of output.

Features of the LRAS Curve

- Vertical Shape: It is generally portrayed as vertical because, in the long run, the economy's output
level is determined by factors such as capital, labor, technology, and institutional structures, rather
than the price level.

- Full Employment: The LRAS corresponds to the level of output where all resources are fully
employed and there is no cyclical unemployment.

- Independence from Price Level: Since the economy's capacity is driven by real factors, the long-run

supply is unaffected by changes in the price level.

This fundamental distinction sets the stage for understanding the relationship between price levels and

output in the long run.



The Positive Relationship: Explanation and Significance

The statement that there is a positive relationship refers to the idea that, over the long term, increases
in the price level can be associated with increases in aggregate supply, or more precisely, that the
economy's potential output can expand as prices rise. While the classic depiction presents LRAS as
vertical, the positive relationship is often discussed in terms of potential growth driven by price-driven

incentives and technological progress.

Why Does a Positive Relationship Exist in the Long Run?

- Investment Incentives: Higher price levels can increase the profitability of investment, encouraging
firms to expand capital stock, which boosts potential output.

- Technological Progress: Over time, technological advances tend to increase the economy's capacity,
leading to a positive slope in the long-term aggregate supply when considered over an extended
period.

- Resource Utilization: An increase in prices can incentivize greater utilization of resources, leading to

an expanded capacity in the long run.

Implications of the Positive Relationship

- Economic Growth: A positive relationship suggests that sustained increases in the price level, driven
by productivity improvements or technological innovation, can support long-term economic growth.
- Policy Considerations: Policymakers need to recognize that efforts to stimulate growth may involve

considerations of how price levels and resource utilization interact over time.



Features of the LRAS Curve and Its Relationship with the Price

Level

While the classic depiction of the LRAS is vertical, in reality, the relationship between the price level

and long-term aggregate supply can be more nuanced.

Features and Dynamics

- Vertical at Full Employment: The LRAS is vertical at the natural level of output in the classical view,
indicating no relationship between the price level and output in the long run.

- Shiftability: The position of the LRAS curve can shift due to changes in factors like technology,
resource availability, or institutional factors.

- Potential for Growth: As the economy develops, the LRAS can shift outward, representing an

increase in the economy's capacity.

Debates Around the Relationship

- Some economists argue that technological improvements and capital accumulation mean the LRAS
is upward sloping in real terms, suggesting a positive relationship between output and factors like
productivity.

- Others emphasize that, in the long run, output is determined by real factors rather than the price
level, making the relationship essentially neutral, with the positive relationship more relevant in the

short run.



Pros and Cons of the Positive Relationship in Long-Run

Aggregate Supply

Understanding whether the LRAS curve exhibits a positive relationship involves analyzing the

advantages and limitations of this perspective.

Pros

- Encourages Investment and Innovation: Recognizing a positive relationship can motivate policies that
promote technological progress and capital accumulation.

- Supports Growth-Oriented Policies: It underscores the importance of factors like education,
infrastructure, and technological development in expanding potential output.

- Reflects Real-World Trends: Empirical data often show that economies grow as resource utilization

efficiency and technology improve, aligning with a positive relationship.

Cons

- Simplifies Complex Dynamics: Depicting the LRAS as a positive relationship can oversimplify how
prices and output interact over the long term.

- Potential for Misinterpretation: Assuming a direct positive correlation might lead policymakers to
overlook issues like inflation or resource depletion.

- Classical vs. Keynesian Views: Keynesian economics argues that in the long run, output is influenced

by aggregate demand, and the relationship with price levels is not necessarily positive.



Real-World Implications and Policy Considerations

The nature of the LRAS curve and its relationship with the price level influence macroeconomic policy

decisions profoundly.

Implications for Economic Policy

- Supply-Side Policies: Emphasizing technological innovation, education, and infrastructure can shift
the LRAS outward, fostering growth.

- Inflation and Growth Balance: Understanding the long-term relationship helps in balancing inflation
control with growth objectives.

- Avoiding Misguided Stimulus: Recognizing that increasing aggregate demand might temporarily boost

output but not shift LRAS prevents unnecessary inflationary pressures.

Challenges Faced by Policymakers

- Identifying the true potential output is difficult due to measurement errors.

- External shocks, such as technological breakthroughs or resource scarcity, can shift the LRAS curve
unpredictably.

- Balancing short-term economic stabilization with long-term growth strategies requires nuanced

understanding of the relationship.

Conclusion: Is There a Positive Relationship in the Long-Run

Aggregate Supply?

In sum, the statement that "There is a positive relationship" of the long-run aggregate supply curve is



nuanced and context-dependent. Traditionally, the classical view holds that the LRAS is vertical,
implying no relationship between the price level and the economy’s potential output in the long run.
However, when considering factors like technological progress, capital accumulation, and resource
development, an upward or positive trend in potential output over time emerges, which can be

interpreted as a positive relationship.

This positive relationship underscores the importance of long-term growth policies and investments in
productivity-enhancing factors. Nevertheless, it is crucial to recognize the distinction between the short-
run dynamics, where the SRAS curve slopes upward with a positive relationship to the price level, and
the long-run perspective, which emphasizes that potential output is driven by real factors rather than

nominal price changes.

Ultimately, understanding the long-run aggregate supply curve and its relationship with the price level
provides valuable insights into how economies grow and evolve over time. Recognizing the factors that
shift the LRAS outward, fostering sustainable growth, and avoiding inflationary traps are central to
effective macroeconomic management. The positive relationship, therefore, is an essential concept that
highlights the intertwined nature of price levels, technological progress, resource utilization, and long-

term economic capacity.
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