Macroeconomics

Instructor: Mark Tomass

Review Questions H7

Business Cycles, Unemployment, and Economic Growth

 1.
Following are seasonally adjusted data for real GDP for each of 10 quarters:







Quarterly real GDP (billions of seasonally

 

Period




adjusted dollars)


1st quarter, year 1



1,000


2nd quarter, year 1



   900


3rd quarter, year 1



   800


4th quarter, year 1



   700


1st quarter, year 2



   700


2nd quarter, year 2



   750


3rd quarter, year 2



   850


4th quarter, year 2



1,100


1st quarter, year 3



1,150


2nd quarter, year 3



1,100


Calculate the real GDP at an annual rate for each quarter, and plot the points associated with each quarter.  Trace a curve through the points to illustrate the phases of the business cycle.  Was there a recession over the period covered by the data?  How would you calculate the long-term trend in growth in real GDP over that period?

2.
Can real GDP decline even though there is no recession?  What are the consequences for the economy of declines in real GDP?

3.
In January there are 60 million employed workers and 2 million unemployed workers in the economy.  Calculate the January unemployment rate.

4.
Why can the official unemployment rate be criticized for underestimating actual unemployment in the economy?

5.
Explain why it is unreasonable to expect an economy’s unemployment rate ever to fall to zero.  Why can unemployment be decreased by an improvement in the job search process that decreases the time required for job finding?

6.
Suppose the natural rate of unemployment in 1995 is 6 percent and corresponds to 320 billion hours of labor for the year.  When that unemployment rate has been achieved, output per labor hour is $20 measured in base year prices.  Calculate potential real GDP for 1995.

7.
The current unemployment rate is 7 percent.  If the sum of structural and frictional unemployment is 6 percent, how much cyclical unemployment prevails?

8.
Explain how the pattern of quits and layoffs varies predictably with the business cycle.

9.
Why does a slowdown in the rate of economic growth imply that future living standards may deteriorate?

10.
Why is the rate of productivity growth in a nation likely to be tied to the rate of saving and investment in the nation?
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