Economics 3510

Macroeconomic Theory and Policy

Practice Problems (Chapter 4)

1. Consider an economy described by the following equations:

Y = F(K,L) = 5000

C = 500 + 0.45 ( (Y – T)

I(r ) = 2000 – 100 ( r

G = 1000

T = 1000 
(M/P)d = 0.6 ( Y – 100 ( i
Assume that the expected inflation rate is equal to the rate of money growth.  Assume that there is no growth in any of the factors of production and there is no change in the production function over time.

a. If M = 100 and the growth rate of nominal money is 1%, what must i and P be? 

b. If M = 100 and the growth rate of nominal money is 2%, what must i and P be?  

