
ECON4360 Seminar exercises #1 1

Seminar exercises ECON4360, Spring 
2006  
Seminar #1 

1. Simple Keynesian logic 
a. Sketch a simple Keynes model and try to reason within to explain the “paradox of 
thrift” (i.e. that higher savings rates does not result in higher savings). 
b. Try to explain and give meaning to Keynes statement that there is no reason to worry 
about ensuring that sufficient savings have been accumulated before investing in a 
depressed economy.   
c. Orthodox fiscal policy in the interwar period, as also practiced in Norway, advised to 
balance the budget in hard times. Try to figure out the reason for this opinion and explain 
how this ran counter to sound policy according to Keynes.    

2. The role of expectations 
[As we have students from a number of different countries it would be fine to have this 
reflected in the comment to these discussion questions.] 

a) We have found that some post-war policy decisions were based upon expectations 
about immediate post-war economic development in the world at large that turned out to 
be wrong. Do you consider this as an unusual event or something that has happened also 
on many other occasions? Any examples and viewpoints of the consequences that have 
followed from such situations.  

b) We have seen that some observers of the war time experience in US and UK came to 
the conclusion that the management of the economy during the war was a better model 
for managing the economy in peacetime then returning to pre-war conditions. Can you 
think of any other examples from economic history with any similarity with this case?  

3. The stabilization policy 
We have seen that stabilization of the cost-of-living became an important element in the 
post-war policy. It implied an excess liquidity and an amount of rationing that put the 
price mechanism out of function. Discuss what could have been alternative policies, say 
from strict liberalistic point of view with emphasis on competitive markets with no regard 
for distribution, as well as from a Keynesian point of view with emphasis on the 
workings of the price mechanism and distributional considerations.   


	Seminar #1
	1. Simple Keynesian logic
	2. The role of expectations
	3. The stabilization policy


