Please write Week 9 at the beginning of your answers.
L17: Further explanations for the upper turning point 
Explanation for the lower turning point.

The effect of an increase in government expenditure on the debt-to-GDP ratio 
1.Look at the following graph:
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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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2. 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?

3. a) What is autonomous investment?

b) How does the behaviour of autonomous I may contribute to the end of recessions?





…
4. Tell the story that provides an integrated explanation of the following facts (US).
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5. In which way does the story you’ve just told can explain the following graphs?

U.S. Government budget balance, 2007-2015
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U.S. Public debt, 2008-2015



L18: The paradox of saving + paradox of profits

Note: the Portuguese minimum wage rose from 500 to 600 euros between January 2016 and January 2019. 750 thousand workers – near 16% of employed workers – have benefited from this. Moreover, that has also pushed up the wages of workers with wages slightly above the minimum wage.


This has certainly contributed to the decline in the household saving rate from near 6% in the last quarter of 2015 to under 4% in the first quarter of 2019.


What has been the effect of this decline in the saving rate on recent GDP growth? And on the recent behavior of business investment? And the trade balance?

The paradox of saving

Two crucial ideas behind the whole argument:

1.My spending is your income => when I save less and spend more, you earn more and save more => in the short-run, overall S doesn’t change.

2. When I save less and spend more, businesses’ utilization and profits rise today and they become more optimistic => investment rises tomorrow =>

- AD and output rise tomorrow.

- larger production capacity tomorrow than otherwise (because in this lecture we assume investment affects capacity without lags).

6. a) Within a static model and starting well below full-employment, explain the effects of a sudden decrease in the autonomous saving on output, unemployment, CB’s interest rates, investment, aggregate profits and aggregate wages and overall saving.

b) Overall, what are the effects on today’s and tomorrow’s welfare?

7. The same question, but starting at full-employment.

8. Within a dynamic model and starting well below full-employment, explain the effects of a sudden decrease in the autonomous saving on:

a) Today’s output, unemployment, CB’s interest rates, investment, aggregate profits and aggregate wages and overall saving.

b) Tomorrow’s output, unemployment, investment, aggregate profits and aggregate wages and production capacity.

c) After tomorrow’s output, unemployment, investment, aggregate profits and aggregate wages and production capacity.

9. Starting well below full-employment, are the effects of that sudden decrease in the autonomous saving of capitalists better or worse in a dynamic model compared to a static model? Explain.

The effects of a decrease in unit profit margins

Two crucial ideas behind the whole argument:

1. If all businesses raise their profits by reducing wages, workers buy less => businesses’ profits fall (back to the initial level, because aggregate profits’ are determined by capitalists’ expenditures).

 2. When workers buy less, businesses’ utilization and profits fall today => investment falls tomorrow =>

- AD, output and profits fall tomorrow: the paradox of profits.

- smalller production capacity tomorrow than otherwise (because we assume investment affects capacity without lags)

10. a) Within a Kaleckian static model, explain the effects of a decrease in the unit profit margins on output, unemployment, CB’s interest rates, investment, aggregate profits and aggregate wages and overall saving.

b) Overall, what are the effects on today’s and tomorrow’s welfare?

11. Are the effects of that sudden decrease in the unit profit margins better or worse in a dynamic model compared to a static model? Explain.
