Note: given the fact that you’re ‘obliged’ to answer the weekly questions, try to profit the most from the task:

- Start by reading the lecture notes.

- Looking at them as little as possible, answer the questions.

The answers of the questions of week 7 should be handed to me at the beginning of  Wednesday’s lecture of 20th of April. They should be manuscript (not typewritten) and preferably based on schemes (as I do in the whiteboard). Keep a copy for yourself.

Please write WEEK 7 in bold at the beginning of your answers.
WEEK 7
Note: in Aquila, you’ve got a paper which summarizes our lectures 11-13.

L12: The PK dynamic model

1. 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.

2. 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.

3. Look again at the graph about the evolution of capacity utilization in the USA over  trade cycles.


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?
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4. a) In which way may the evolution of the prices of imported raw materials contribute to the end of expansions?

b) If all raw materials were domestically produced, could the same argument be made? Explain.
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5. a) In which way may monetary policy contribute to the end of expansions?
b) How often may have that happen in the post-war period?
L13: The PK dynamic model (conclusion)

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

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

8. 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.

9. Consider a static Keynesian model and start from a situation of high unemployment.

a) What are the effects of an increase in gonvernment sepending on the debt-to-gdp ratio in the short-term? Explain.
b) What are the effects of an increase in gonvernment sepending on the debt-to-gdp ratio in the long-term? Explain.
10.  Tell the story that provides an integrated explanation of the following facts (US).
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