Macroeconomics

Instructor: Mark Tomass

Review Questions H12

Keynesian Analysis of Macroeconomic Equilibrium

 1.
An increase in real interest rates is forecast to reduce investment purchases by $300 billion next year.  Assuming the forecast is correct, what do you predict will happen to real GDP, other things being equal?

2.
Use the date in the table in Box 1 to show what will happen to real GDP, income, consumption, and aggregate purchases and employment if planned investment purchases double for the year.

3.
Suppose autonomous consumption falls by $400 billion.  Use the date in Box 1 to show how this fall in autonomous consumption can cause a recession.  What will be the new equilibrium real GDP, income, and employment, assuming that nothing else changes?

4.
Explain why an increase in the amount of saving consumers want to set aside at each possible level of real GDP can cause an economic contraction.

5.
Suppose the marginal propensity to consume represents the marginal respending rate of additional income.  If the marginal propensity to consume is 0.9, what will happen to real GDP if planned investment increases by $300 billion?

6.
Why is the marginal propensity to consume likely to overstate the marginal respending rate in the economy when the impact of government and international trade on the economy is considered?

7.
All indications are that consumers plan to devote higher proportions of their income to repayment of debt next year.  Business firms have little optimism about the current outlook, and planned investments for the year are down.  What is your prognosis for the economy?

8.
Why do you think the decline in the international value of the dollar against the yen could cause a recession in Japan?  What effect will a recession in Japan have on U.S. exports to Japan, given the current international value of the dollar?

9.
Explain how a decrease in the price level in the economy will affect the aggregate purchases line and equilibrium real GDP.

10.
Under what circumstances will inflationary gap prevail for an economy?  How will the economy’s self-correcting mechanism eliminate the inflationary gap?
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