- You should hand me the answers to Week 9 right at the beginning of next Wednesday’s lecture (April 27).
 - The answers should be manuscript (not typewritten) and preferably based on schemes (as I do in the whiteboard). Keep a copy for yourself.

Please write WEEK 9 in bold at the beginning of your answers.

Ch 4: Harrod’s explanation of the business cycle

L16: Introduction
1.What’s the difference between the MPC and the APC?

2.Why is the APC of profit earners smaller than that of wage earners?

3. Why do profits vary a lot over the business cycle?
4. Why is the MPC of profit earners even smaller than that of wage earners?

5. Why may the value of the multiplier be around 1.5?
6. How much time does it take for the bulk of the multiplier effect to take place?

7. What are the two reasons why u* is significantly lower than 100%?
Note: the following two graphs give the basic facts that underlie Harrod’s explanation of the cycle (based on the interaction between changes in utilization and in business investment).
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8. When u rises above u* and many businesses respond by raising investment above the reposition level, u may either fall back towards u* or rise even further above u*. 

a) Under which condition will the first case come about? Explain.
b) Under which condition will the second case come about? Explain.

L17: Harrod’s explanation of the various phases of the business cycle

Note: this was probably the most important lecture of our course. So do make your best to really understand the main mechanisms at play.

9. If at the middle of an expansion u eventually rises above u*, a mechanism is set in motion leading to increases in AD period after period.  Explain that mechanism.

10. a) As net I rises year after year over an expansion, what happens to the impact of  subsequent increases in I on capacity compared with the impact on AD? Explain using a numerical example.

b) What’s the implication of that fact on the evolution of (u – u*), business I, AD and output? Explain.

11. Look back at the graph about the evolution of capacity utilization in the USA.

a) What tends to happens to u a few quarters before the onset of recessions?

b) How does that behavior of u may be responsible for the subsequent upper-turning point?

12. In recessions, u falls for two reasons. Which reasons?

13. Present the mechanism that explains the successive decreases in AD over the course of recessions.

14. a) Which is the trigger of the revival after a period of depression?

b) During the earlier part of a recession, u is still below u*, but I rises period after period. Explain how this is possible.

15. Present the mechanism that explains the successive increases in AD in the first part of the expansion.
16.  Tell the story that provides an integrated explanation of the following facts (US).
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