Homework Help

Assignment #2

Ch. 4

Q#4

The demand for money = Md = $YL(i). Since you're given the equation for Md in Q#4, then just plug in the given values for $Y (or nominal income) and M =$20 for the supply of money. You then have one unknown in the equilibrium equation M = Md. So, for 4a it should be easy to solve for equilibrium i.  

4b simply requires plugging in the desired interest rate (i) into the equilibrium equation M = $YL(i). L by the way is just a designation indicating that the demand for money is a function of the interest rate – it does not have a value.

Q#9

The demand for central bank money is the right side of equation 4.11 on page 81. Since you're given values for c, Ɵ and $Y (nominal income) it should be rather easy to solve the demand for central bank money with one unknown (i). Honest, those values are right before your eyes! 

The monetary base is the supply of central bank money (H) as the textbook mentions -- it's considered the base because it supports a much higher overall supply of money once it wends its way through the banking system -- how large the overall money supply is depends on the value of the banking multiplier. So, by setting that given value equal to the equation you've constructed for 9a and solving for i, you've got the value for the equilibrium rate of interest (the answer to 9b). How are we doing so far?

 Use the multiplier to determine the answer to 9c. I hope that helps. The answers to 9d and 9e should follow from the answers to the preceding questions.

Ch. 5

Q#2

2a is a review of material covered in chapter 3. Check out pages 51-52. That’s how to do it. A little algebraic manipulation is all that is needed.

2b (or not 2b, that is the question) is solved by simply substituting b0 + b1Y – b2i for I in the equilibrium equation in 2a. Remember, the general form of the equation is Y = C + I + G. You substituted the equation for C in for C in 2a. Now you’re substituting this new equation for I in the same equation. Now you have an added Y term that must be collected on the left hand side of the equation, factored out and algebraically manipulated the same as the process on page 52. The difference will be that the multiplier is now a bit more complicated (the denominator will have more one more term in it). The answer to the last part has to do with whether the denominator will be bigger or smaller in this case – what do you think? 

2c This is precisely the same process as in 2a and 2b except that it adds another complication – you now must first solve for 

the i variable in the LM equation and substitute that in the equation you derived in 2b. Collect all the Y terms on the left hand side of the equation (ala page 52) and produce the multiplier on the right hand side of the equation. Admittedly this is some serious algebraic playing around (keep your signs correct – you’ll be o.k.). Now the multiplier is considerably more complicated. 

2d Here is the kicker. Look at that complicated multiplier in 2c. Remember if the denominator is bigger than the one in 2a, then the value of the ratio (the multiplier) is smaller and vice versa. So, is the denominator bigger in 2c or not? Hint: b1 shows how sensitive I is to Y, b2 shows how sensitive I is to the interest rate (i), d1 shows how sensitive money demand is to Y and d2  shows how sensitive money demand is to i. What combination makes the multiplier in 2c smaller than the one in 2a?

Assignment #3

Due Dec. 4

      Ch. 6: 1, 4, 9

      Ch. 7:  1, 3

Ch. 6

  Q# 4

    4a Your answers will vary. 

    4d What would be reasons for the later job causing that employer to implement the efficiency wage strategy?

Q#9

 9a–b Answers will depend on when the page is accessed.

 9c Assume the labor force increases over the period.

Chapter 7

  3a Anything that increases an individual’s income without having a job forces up wages, forcing up production costs. How does that affect AS? Read pages 156 to 158 to see a similar adjustment process in the short and medium run. In this case, however, the effect is through a shift in WS.

