Study Sheet ECO 285 Fall 2006 Test 2
1. What does GDP measure?  How is it defined?

2. What is value added?  How is value added used to compute GDP.

3. What are intermediate goods? Why should they be excluded from the computation of GDP?

4. Is housework included in GDP?  Why or why not.

5. A house that was built 20 years ago for $30,000 just sold for $200,000.  The real estate agents commission is $10,000.  How much did this transaction add to GDP? 

6. What is the difference between real and nominal GDP.

7. In the expression Y=C+I+G+NX, what is NX and why is it there?

8. Given a set of prices and quantities for two different years compute real and nominal GDP.  One of the years will be a base year.

9. Why has the government decided to use chain weighted GDP?

10. How does the Bureau of Labor Statistics (BLS) determine the number of people in the labor force and how many of them are employed?

11. What is the labor force participation ratio?

12. What is meant by the term discouraged worker?

13. What is the difference between the rate of inflation and the price level?

14. Why is it important to adjust for inflation when comparing dollar amounts at different periods of time?

15. Suppose that someone bought a parcel of land in 1930 for $500,000 and that the land was worth $3,000,000 in 2004.  Did this parcel of land gain value in real terms?  Assume the CPI was 0.15 in 1930 and 2.00 in 2004 (using 1882—1984 as the base year).    Show calculations.  Is this process called indexing or deflating?
16. Suppose a firm wants to insure that workers real wages are not diminished by inflation.  The firm pays a real wage of $20.00 per hour in the first year.  What should the company set the real wage at in years two and three assuming that the CPI is 1.00 in the first year, 1.05 in year two and 1.10 in year three?  Is this process called indexing or deflating?

17. Work problem 1, page 171 in your text.

18. What is the difference between deflating and indexing.  What is deflating used for?  What is indexing used for?

19. Why is the market basket of goods used to compute the CPI kept fixed (unchanging)?
20. What are the defects that the CPI has as a measure of inflation?

21. Do borrowers or lenders benefit during periods of unexpected inflation?

22. You lend Joe $100 at 6% interest for one year.  Joe pays you back at the end of the year as promised.  The CPI was 1.00 when you made the loan and it is 1.10 when he pays you back.  How much real goods can you buy with principle plus interest when the loan is paid back?  Did you gain or lose?  Explain.

23. Work problem 6 page 172 in your text.

24. What is human capital?  How does it contribute to productivity?  

25. What is physical capital?  How does it contribute to productivity?

26. What is technology? How does it contribute to productivity?

27. What might we do to increase human capital, physical capital and technology.

28. How does the legal environment contribute to productivity?

29. Why does the marginal product of labor decrease when a firm hires additional workers.

30. Work problem 2 page 235 in text.
31. If the demand for a firms output increases what will happen to the firms demand for labor.  (If the demand for output increases what will happen to the price the firm gets for its output?  What will that do to the value of the marginal product of the firm?  Which way will the demand for labor curve shift?)

32. Use labor supply and labor demand to describe what happened to real wages in industrialized countries during the 20th century.  What caused the labor demand curve to shift to the right?
33. Use labor supply and labor demand to describe what happened to the growth of real wages in the US in the 1970—1990 period.

34. Assuming nothing really odd happens to labor demand, what should be the effect of the retirement of the baby boomers on the real wage?  Explain.

35. Why has globalization lead to inequalities in the real wage?

36. Why have increases in technology lead to inequalities in the real wage?

37. Work exercise 8.5 on page 219 in your text.  Note the answer is in the back of the chapter.

38. Work exercise 8.6 on page 221 in your text.

39. What is frictional unemployment?  What sort of government programs might one used to reduce frictional unemployment?
40. What is structural unemployment? What sort of government programs might one used to reduce structural unemployment? 
41. What is cyclical unemployment? What sort of government programs might one used to reduce cyclical unemployment?
