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PRINCIPLES OF MACROECONOMICS
Economics 105 / Section 4 / Binder

ASSIGNMENT #4:   SAVINGS, INVESTMENT & THE FINANCIAL SYSTEM

Due, with Weekly Work Record, on Tuesday, Oct.  9

1.  Use a supply and demand graph of the world market for loanable funds to illustrate the following statement. 
 �Some economists worry that the aging populations of industrial countries are going to start running down their
savings just when the investment appetite of emerging economies in growing � (The Economist, May 6, 1995).  What
happens to the amount invested?  To the interest rate?   

2.  Use a supply and demand graph of the market for loanable funds to illustrate the phenomenon of crowding out.

3.  Propose at least two policies which would increase national savings and investment.  Illustrate each policy effect
in a clearly labeled supply and demand graph of the market for loanable funds.  For each policy, note the change in
the interest rate.  Please show one graph below and the other(s) on the reverse side of this sheet.



PRINCIPLES OF MACROECONOMICS
Economics 105 / Section 4 / Binder

CLASS PROBLEMS (DO NOT HAND IN):

SAVINGS, INVESTMENT and the FINANCIAL SYSTEM

1.  Define the following terms:
Public savings_________________________________________________________________________________

Private savings________________________________________________________________________________

National savings_______________________________________________________________________________

Investment____________________________________________________________________________________

Budget deficit_________________________________________________________________________________

Budget surplus________________________________________________________________________________

2.  Explain the difference between saving and investment as defined by a macroeconomist.  Which of the following
situations represent investment?  Saving?  Explain.
a.  Your family takes out a mortgage and buys a new house.

b.  You use your $200 paycheck to buy stock in AT&T.

c.  Your roommate earns $100 and deposits it in her account at a bank.

d.  You borrow $1000 from a bank to buy a new care to use in your pizza delivery business.

3.  Suppose GDP is $8 trillion, taxes are $1.5 trillion, private saving is $0.5 trillion, and public saving is $0.2 trillion. 
Assuming this economy is closed, calculate consumption, government spending, national saving and investment.


