
Problem Set 3  
Solutions 
Due on Wednesday, October 19 
 
3.6. 

 
 



Additional to 3.6 (1). 
G remains at 1,000 and T falls to 750.  Using these new values, we can complete all of 
the necessary steps in order to obtain public savings, private savings, national savings, 
and finally, the new equilibrium interest rate. 
 
Spublic  = T – G 
 = 750 – 1,000 
 = -250 
 
Sprivate = Y – T – C 
 = 5,000 – 750 – [250 + 0.75(5,000 – 750)] 
 = 4,250 – [250 + 3187.5] 
 = 4,250 – 3437.5 
 = 812.5 
 
Snational = Spublic + Sprivate

 = (-250) + 812.5 
 = 562.5 
 
Since Snational = I ; 

562.5  = 1,000 – 50r 
r = 8.75 

 
Additional to 3.6 (2). 
Government spending is set at 1,250 and T rises to 1250.  Using these new values, we can 
complete all of the necessary steps in order to obtain public savings, private savings, 
national savings, and finally, the new equilibrium interest rate. 
 
Spublic  = T – G 
 = 1250 – 1,250 
 = 0 
 
Sprivate = Y – T – C 
 = 5,000 – 1250 – [250 + 0.75(5,000 – 1250)] 
 = 3,750 – [250 + 2812.5] 
 = 3.750 – 3062.5 
 = 687.5 
 
Snational = Spublic + Sprivate

 = 0 + 687.5 
 = 687.5 
 
Since Snational = I ; 

687.5  = 1,000 – 50r 
r = 6.25 

 



3.7. 
 

 

 
 
 
 
 



4.2. 

 
 
 
4.7. 

 



4.8.

 

 


