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Mastering AP Macroeconomics: A Deep Dive into Lesson 5 Activity 25

Every AP Macroeconomics student knows that the exam is a marathon, not a sprint. While the curriculum covers a 

wide array of topics—from inflation and unemployment to fiscal policy and international trade—there are specific 

lessons and activities that serve as the backbone of a solid understanding. One such cornerstone is AP 

Macroeconomics Lesson 5 Activity 25. Whether you’re a first �time student or revisiting the material, this activity

encapsulates key concepts that frequently appear on the AP exam.

In this article, we’ll explore the context of Lesson 5, dissect the core objectives of Activity 25, and provide a

step �by �step guide to tackle the questions with confidence. We’ll also share study tips, common pitfalls, and

additional resources that will help you ace this activity—and, by extension, the macroeconomics exam.

Why Lesson 5 Matters in the AP Macroeconomics Curriculum

Lesson 5 typically falls under the “Aggregate Demand and Aggregate Supply” module. This section is crucial

because it lays the groundwork for understanding how economies respond to changes in policy, technology, and

external shocks. The lesson introduces the short �run and long �run aggregate supply curves, the role of expectations,

and the interplay between aggregate demand (AD) and aggregate supply (AS) in determining the equilibrium level

of real GDP and the price level.

Because these concepts are central to the AP Macroeconomics exam, mastering Lesson 5 is essential. Activity 25,

in particular, tests your ability to apply the AD �AS framework to real �world scenarios—a skill that is heavily weighted

on the exam.

What Is Activity 25 About?

While the specific wording of Activity 25 may vary slightly between different AP Macroeconomics textbooks or

online platforms, the core focus remains consistent:

•  Analyzing how shifts in aggregate demand or aggregate supply affect the economy’s output and price level.

•  Interpreting the impact of fiscal and monetary policies on AD and AS curves.

•  Using the AD �AS model to predict short �run and long �run outcomes.

•  Calculating the effects of supply shocks, demand shocks, and policy interventions.

Students are typically presented with a set of scenarios—such as a sudden increase in consumer confidence, a

supply chain disruption, or a change in government spending—and asked to determine how the economy would

adjust. The activity may also require you to draw or label AD �AS graphs, compute new equilibrium points, or explain

the underlying mechanisms driving the shifts.

Key Economic Concepts Covered in Activity 25

Before diving into the step �by �step solution, let’s review the main concepts you’ll need to reference:

AD represents the total spending on an economy’s goods and services at various price levels. It is downward

sloping because higher price levels reduce real purchasing power, leading to lower consumption, investment, and

net exports.



AS is the total output that firms are willing to produce at different price levels. In the short run, the AS curve is

upward sloping due to sticky wages and prices. In the long run, it is vertical at the potential output level, reflecting

full employment.

The short �run equilibrium occurs where AD intersects short �run AS. The long �run equilibrium, however, is where AD

intersects the long �run AS curve, ensuring that the economy operates at its potential GDP.

Government actions involving taxation and spending. Expansionary fiscal policy shifts AD to the right, while

contractionary policy shifts it to the left.

Central bank actions that influence the money supply and interest rates. Expansionary monetary policy typically

increases AD, whereas contractionary policy decreases it.

Events that affect the economy’s productive capacity—such as changes in input prices, technology, or natural

disasters—shift the AS curve.

Step �by �Step Guide to Solving Activity 25

Below is a detailed walkthrough of a typical Activity 25 scenario. We’ll break down the process into manageable

steps, ensuring you understand not just the “how,” but also the “why.”

Read the scenario carefully and determine whether it represents:

•  A demand shock (e.g., a rise in consumer confidence).

•  A supply shock (e.g., a sudden increase in oil prices).

•  A fiscal policy change (e.g., increased government spending).

•  A monetary policy change (e.g., lower interest rates).

For instance, if the scenario states that the government increases its spending on infrastructure, you’re looking at

an expansionary fiscal policy that will shift AD to the right.

Once you’ve identified the type of change, decide which curve shifts:

•  Demand shock or expansionary fiscal/monetary policy !’ AD shifts right.

•  Contractionary fiscal/monetary policy !’ AD shifts left.

•  Supply shock (e.g., higher input costs) !’ AS shifts left.

•  Supply shock (e.g., technological progress) !’ AS shifts right.

Draw the AD �AS diagram and show the shift. Label the original equilibrium (E1) and the new short �run equilibrium

(E2). Note the changes in:

•  Real GDP (output).

•  Price level (inflation).

For example, a rightward shift of AD increases both real GDP and the price level in the short run.

In the long run, the economy tends to return to potential output (Yp). If the shock was purely demand �side, the

long �run equilibrium will still be at Yp, but the price level will be higher. If the shock involved supply, the potential

output may change.

Mark the long �run AD �AS intersection (E3) and explain the adjustments. For instance, a supply shock that shifts AS

left will reduce potential output, leading to a lower Yp and higher price level.

Activity 25 usually asks you to:



1.  Identify the type of shift.

2.  Sketch the AD �AS diagram with labels.

3.  Explain the short �run and long �run effects on output and the price level.

4.  Discuss any policy implications or recommendations.

Use the diagram to support your textual explanations. Make sure to reference the labels (e.g., AD1, AS1, AD2,

AS2) and the equilibrium points (E1, E2, E3).

Even if Activity 25 is conceptual, many AP exams require you to calculate percentage changes or shifts.

Double �check any arithmetic and ensure your logic aligns with the AD �AS framework.

Common Mistakes and How to Avoid Them

•  Mislabeling the Shift Direction: A frequent error is reversing the direction of the shift. Remember that demand 

shocks and expansionary policies move AD right; supply shocks that increase costs move AS left.

•  Ignoring Long �Run Adjustments: Some students stop at the short �run analysis. Be sure to discuss how the 

economy returns to potential output or how the new potential output changes.

•  Overlooking the Role of Expectations: In the short run, expectations of future inflation can influence the AS 

curve. If the scenario involves a change in inflation expectations, note its effect.

•  Failing to Connect Policy to Economic Outcomes: When discussing fiscal or monetary policy, explicitly state 

how the policy tool (e.g., tax cuts, interest rate changes) translates into shifts in AD.

•  Neglecting to Label the Diagram: The AP exam rewards clarity. Make sure all axes, curves, and equilibrium 

points are labeled clearly.

Study Tips for Mastering Activity 25

1.  Practice with Multiple Scenarios: Create your own short �run and long �run AD �AS diagrams for various shocks. 

The more you practice, the more intuitive the process becomes.

2.  Use Flashcards: Write the name of a shock on one side and the expected shift on the other. This helps 

reinforce the directionality of shifts.

3.  Teach the Concept: Explaining the AD �AS model to a peer or even to yourself out loud can solidify your 

understanding.

4.  Review Past AP Exam Questions: The College Board provides free-response prompts that often mirror 

Activity 25 scenarios.

5.  Focus on the “Why”:** Understanding the underlying economic rationale (e.g., why a tax cut increases AD) is 

more valuable than memorizing formulas.

Additional Resources to Supplement Your Learning

•  AP Macroeconomics Free �Response Question Bank: Practice with real past �exam questions to get a feel for 

the format.

•  Khan Academy’s Macroeconomics Course: Offers video tutorials on AD �AS, fiscal policy, and monetary policy.

•  Investopedia’s “Aggregate Demand and Supply” Articles: Read up on real �world examples of supply shocks.

•  College Board’s “AP Macroeconomics Course Description” PDF: Use it as a checklist for all key topics.

•  Economics Stack Exchange: Ask specific questions if you’re stuck on a concept.

Conclusion

AP Macroeconomics Lesson 5 Activity 25 is more than just a worksheet—it''s a microcosm of the macroeconomic

principles that dominate the AP exam. By mastering the AD �AS framework, understanding how policy tools shift

demand and supply, and practicing the diagrammatic representation, you’ll be well �prepared to tackle this activity

and similar questions on exam day.

Remember: the key to success lies in connecting theory to real �world events, practicing consistently, and reviewing



your mistakes to avoid repeating them. With a solid grasp of the concepts highlighted in this activity, you’ll not only

score high on the AP exam but also gain a deeper appreciation for how economies function.

Good luck, and may your aggregate demand always stay on the right side of the curve!
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