Macroeconomics

Instructor: Mark Tomass

Answer Key to Homework 7

Business Cycles, Unemployment, and Economic Growth
1. To calculate real GDP for each quarter students must multiply the quarterly GDP figures provided by 4 to get real GDP at the annual rate.  After they trace a curve through the points they will discover that there was a recession between the first and fourth quarter of year 1 because real GDP declined for three consecutive quarters over the period.  To calculate the long-term growth trend one must calculate the average rate of growth of real GDP for the quarters at an annual rate.

2. Because a recession is usually defined as a decline in real GDP for at least two consecutive quarters a decline in real GDP for only one quarter would not be considered a recession by most economists.  When real GDP declines, cyclical unemployment increases.

3. The unemployment rate is 3.3%.

4. The official unemployment rate does not count discouraged workers who have dropped out of the labor force among the ranks of the unemployed.  This makes the labor force appear too small and also reduces the number of unemployed, which tends to understate the unemployment rate if discouraged workers are more accurately considered unemployed workers.

5. It is natural for frictional and structural unemployment to exist as some workers are always between jobs because of quitting, reentering the labor force, or because of changes in the pattern of demand in the economy that cause expansion and contraction in individual industries.

6. Potential Real GDP = ($20)(320 billion) = $6,400 billion.

7. Cyclical unemployment is 1% of the labor force.

8. As the economy contracts layoffs increase and quits decline while the opposite for each holds when the economy expands.

9. Living standards are generally correlated with output per capita.  If the rate of growth of real GDP falls below the rate of growth of population, output per capita, and therefore future living standards will fall.

10. Productivity growth is correlated with the development of new technology and the rate at which the capital stock grows.  If savings rates decline so will the supply of loanable funds thereby increasing interest rates and discouraging investment.  Declines in the rate of investment will decrease the rate at which technology advances and decrease the rate of growth of capital per worker thereby decreasing the rate of productivity growth.

