
Problem Set #3
Political Economy and Social Movements, winter 2007

Macroeconomics
Due: Wednesday,  February 28, 2007 at 10 A.M.
You should discuss these questions and the answers with other students but  write up your own answers. Answer all questions.  (from Ch. 16, 17, 20 of Understanding Capitalism,  ch. 3,4 of Real Word Macro). 
Q1. Since 2001, the value of the dollar has been falling against most of the major currencies (Euro, Pound, Swiss Franc, Yen (although less), Canadian Dollar although not the Chinese Currency (yuan).
    A. Why has the value of the dollar fallen?
    B. What has been the likely impact on: 
          1. The balance of trade (hint: explain the impact on exports, imports)
          2. Tourism into U.S.,  and by U.S residents abroad
          3. Prices, inflation

Q2.  Explain the relation between the unemployment rate and the profit rate. Look at the graphs on pages 454 and 456 of Understanding Capitalism , and explain why profits are maximized at an intermediate employment rate, not at full employment nor at a high unemployment rate. How would you explain the current situation in the U.S. with regards to this relationship? 
Q3. Explain the key difference between fiscal and monetary policy. How might they conflict? How can  the Federal Reserve Bank influence the interest rate, the monetary supply? Under what circumstances do you prefer fiscal policy, monetary policy? Why? Give historical examples!
Q4. What is meant in macroeconomics by investment? How does it differ from savings? What are the main components and determinants of investment? What is the relation between investment, aggregate demand and long run productivity and growth? Economic policy in the U.S. and much of the world has been aimed at increasing investment by for example, lowering tax rates on high income individuals and profits, supporting the establishment and development of stock and financial markets. Briefly assess these policies. (see, Real World Macro and Understanding Capitalism)
 Q5. Explain: 1) Concepts of Network Externalities, First Copy Costs and Serial Monopolies and why they                               lead to market failures for goods and services such as music, software, books, etc. What do                             you propose for how they should be produced, priced? 
                      2.  Wage-led employment growth  (Chapter 16, BER). Under what circumstances will                                          increase  in wages lead to an increase in overall employment. If possible, show this                                          graphically.     
                       3. The nature of the tax cuts from  2001- 2014, use data from Real World Macro, ch. 4.





