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1. Assume the Classical model (for the determination of long-run or potential output) with fixed capital stock and labor force. Suppose that an inflow of foreign capital increases the capital stock in the domestic economy. How would this increase affect the real wage and the real rental price of capital? How would the increase affect national income (domestic product minus payments to foreign-owned capital)?
2. In the Solow model of economic growth without technological progress, suppose that immigration increases the labor force without affecting the rate of growth of the population. What effect will this change have on the level and the rate of growth of income per worker, real rental price of capital and the real wage rate in: (a) the short run, and (b) the long run (steady state)?
3. Suppose that two economies, A and B, have identical production functions, saving rates, rates of technical change, population growth rates and depreciation rates. Economy A is observed to have a lower income per person than economy B in a particular year. How would the Solow model of economic growth explain this difference? According to the model, which economy would have the higher rate of growth of income per capita in the current year?
4. Explain how the following changes would affect, if at all, the  IS and LM functions:


(a) The marginal propensity to consume increases.


(b) Investment responds more strongly to changes in the rate of interest.


(c) The demand for money responds more strongly to changes in real income.


