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1.(a) Yes, as for this function is Cobb-Douglas production function, which means capital and labour are increase by the same proportion, then the output will increased by the same proportion.
 (b) The fractions of income that capital receives are 0.2 and the fraction of income that capital receives is 1-0.2=0.8.
 (c) From the question, if the labour force increased by 10%, the total output will increase 10% as well. And the real wage decrease by 10 percent. Since the capital price is not change, the real wage doesn’t change. 
 (d) If the capital increases by 10 percent, the total output will increase by 10 percent and the rental price of capital decrease by 10 percent. But the real wages is unchanged.
(e) If the technological advance raises the value of the parameter A by ten percent, the total output will increase by ten percent but the price of capital and real wage will not change. 

2. (a) Private saving is Y-T-C=6000-1000-(250+0.75*(6000-1000))=1000
Public saving is T-G=1000-1000=0
Notional saving is Y-C-G=6000-4000-1000=1000
  (b) The equilibrium interest rate is 
I= Y-C-G
1200-50r=6000-(250+0.75(6000-1000))-1000
  200= 50r
  r = 4
  (c) Private saving 
Y-T-C=6000-1000-(250+0.75*(6000-1000)) =1000
Public saving
T-G=1000-1250= -250
National saving
Y-C-G=6000-40000-1250=750
  (d) New equilibrium interest rate
I= Y-C-G
1200-50r=6000-(250+0.75*(6000-1000))-1250
1200-50r=750
r= 9



3. (a) if the demand curve for business investment increase which will shift the demand curve to the right. And the demand curve for residential investment will decrease will cause the demand curve will shift to left.
  (b) If the investment rises, the demand for loanable funds will increase. Increase in investment demand will rise a little bit in the equilibrium interest rate.









(c) Business investment quantity will increase. Residential investment quantity will decrease as will. Because of this, the quantity of total investment would increase.



