Macroeconomics, 1st module, academic year 2004-2005

Introduction to Macroeconomics

Problem set 2

Due: September 29

1. Mankiw, Chapter 3, problems 4,5,6

2. Consider the Solow model with constant population and technology. Demonstrate the dynamic effects of the following shocks. Explain intuitively. 

A. A massive inflow of immigrants into the country.

B. An increase in the savings rate.

3. Evaluate the following statement: “In the Solow model, at low levels of capital, returns to capital are high. Hence, people have an incentive to invest more into capital accumulation, and therefore, capital to labor ratio grows.”

