Macroeconomics

Instructor: Mark Tomass

Answer Key to Homework 12

Keynesian Analysis of Macroeconomic Equilibrium
1. Real GDP will decline by more than $300 billion.

2. If planned investment were to double to $1200 billion equilibrium real GDP will increase to $8000 billion.

3. If autonomous consumption were to fall by $400 billion equilibrium real GDP would fall to $3000 billion at which consumption purchases would be $2400 billion and planned investment would be $600 billion.

4. An increase in saving at each possible level of real GDP implies a reduction in autonomous consumption, which will result in a decrease in equilibrium real GDP.

5. If MPC = 0.9 the multiplier will be 10 and a $300 billion increase in planned investment would increase equilibrium real GDP by $3000 billion.

6. The marginal propensity to consume overstates the marginal respending rate because some additional income is used to pay taxes and purchase imports.

7. The prognosis looks bad -- a contraction is on the way.

8. The decline in the value of the dollar increases the price of the yen, which makes Japanese exports more expensive and decreases the net export demand for Japanese goods.  A recession in Japan would decrease real income in that nation, which would reduce Japanese demand for U.S. exports.

9. A decrease in the price level will increase real wealth and shift the aggregate purchases line upward putting upward pressure on equilibrium real GDP.

10. An inflationary GDP gap prevails when equilibrium real GDP exceeds potential real GDP.  An increase in the price level will then decrease real wealth, shifting the aggregate purchases line down and reducing equilibrium real GDP.

