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Chapter 12

Production and Growth

Multiple Choice

1.
A nation’s standard of living is measured by its


a.
real GDP.


b.
real GDP per person.


c.
nominal GDP.


d.
nominal GDP per person.

ANSWER: b.
real GDP per person.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

2.
Income in developing countries like India and Indonesia


a.
is 1/10th or less of that in developed countries like Japan and the United States.


b.
is about 1/8th of that in developed countries like Japan and the United States.


c.
is about 1/5th of that in developed countries like Japan and the United States.


d.
is about 1/3 to 1/2 of that in developed countries like Japan and the United States.

ANSWER: a.
is 1/10th or less of that in developed countries like Japan and the United States.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

3.
Over the past century in the United States, real GDP per person has grown by about


a.
1 percent per year.


b.
2 percent per year.


c.
4 percent per year.


d.
6 percent per year.

ANSWER: b.
2 percent per year.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

4.
During the past century the average growth rate of U.S. real GDP per person implies that it doubled about every


a.
100 years on average.


b.
70 years.


c.
35 years.


d.
25 years.

ANSWER: c.
35 years.

TYPE: M DIFFICULTY: 1 SECTION: 25.0

5.
Over the past 100 years, U.S. real GDP per person has doubled about every 35 years. If in the next 100 years it doubles every 25 years, then a century from now U.S. real GDP per person will be


a.
4 times higher than it is now.


b.
8 times higher than it is now.


c.
12 times higher than it is now.


d.
16 times higher than it is now.

ANSWER: d.
16 times higher than it is now.

TYPE: M DIFFICULTY: 2 SECTION: 12.0

6.
The level of real GDP person


a.
differs widely across countries, but the growth rate of real GDP per person is similar across countries.


b.
is very similar across countries, but the growth rate of real GDP per person differs widely across countries.


c.
and the growth rate of real GDP per person are similar across countries.


d.
and the growth rate of real GDP per person vary widely across countries.

ANSWER: d.
and the growth rate of real GDP per person vary widely across countries.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

7.
Over the past century in the United States, average income as measured by real GDP per person has grown about


a.
3.5 percent per year, which implies a doubling about every 20 years.


b.
2 percent per year, which implies a doubling about every 35 years.


c.
4 percent per year, which implies a doubling about every 17.5 years.


d.
none of the above are correct.

ANSWER: b.
2 percent per year, which implies a doubling about every 35 years.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

8.
In the United States, as measured by real GDP per person, average income is about how many times as high as average income a century ago?


a.
2


b.
4


c.
6


d.
8

ANSWER: d.
8

TYPE: M DIFFICULTY: 1 SECTION: 12.0

9.
New products are invented every year. Consequently real GDP growth


a.
probably underestimates the rate of real economic growth.


b.
probably overestimates the rate of real economic growth.


c.
probably accurately estimates the rate of real economic growth.


d.
is rarely used.

ANSWER: a.
probably under-estimates the rate of real economic growth.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

10.
In recent decades, average income in some East Asian countries, such as Hong Kong, Singapore, and Taiwan, has risen about


a.
2 percent per year.


b.
4 percent per year.


c.
7 percent per year.


d.
10 percent per year.

ANSWER: c.
7 percent per year.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

11.
In some East Asian countries, average income, as measured by real GDP per person, has grown at an average annual rate that implies output should double about every


a.
10 years.


b.
15 years.


c.
20 years.


d.
25 years.

ANSWER: a.
10 years.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

12.
In the length of one generation, which of the following countries has gone from being among the poorest countries in the world to being among the richest?


a.
Chad


b.
Ethiopia


c.
India


d.
South Korea

ANSWER: d.
South Korea

TYPE: M DIFFICULTY: 1 SECTION: 12.0

13.
Average income has been stagnant for many years in


a.
Ireland.


b.
Singapore.


c.
Ethiopia.


d.
All of the above are correct.

ANSWER: c.
Ethiopia.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

14.
Which of the following is true?


a.
Although levels of real GDP per person vary substantially from country to country, the growth rate of real GDP per person is similar across countries.


b.
Productivity is not closely linked to government policies.


c.
The level of real GDP per person is a good gauge of economic prosperity, and the growth rate of real GDP per person is a good gauge of economic progress.


d.
Productivity may be measured by the growth rate of real GDP per person.

ANSWER: c.
The level of real GDP per person is a good gauge of economic prosperity, and the growth rate of real GDP per person is a good gauge of economic progress.

TYPE: M DIFFICULTY: 2 SECTION: 12.0

15.
Which of the following does the level of real GDP measure?


a.
total real income


b.
productivity


c.
the standard of living


d.
All of the above are correct.

ANSWER: a.
total real income

TYPE: M DIFFICULTY: 2 SECTION: 12.0

16.
The average amount of goods and services produced from each hour of a worker's time is called


a.
per capita GDP


b.
per capita GNP


c.
productivity


d.
human capital

ANSWER: c.
productivity

TYPE: M DIFFICULTY: 1 SECTION: 12.0

17.
A nation's standard of living is determined by


a.
its productivity.


b.
its gross domestic product.


c.
its national income.


d.
how much it has relative to others.

ANSWER: a.
its productivity.

TYPE: M DIFFICULTY: 1 SECTION: 12.0

18.
Which of the following is correct?


a.
Over the last 100 years Japan had a higher average growth rate than the United States. It follows that the standard of living in Japan is greater than in the United States.


b.
The typical person in Pakistan today has about the same real income as a typical American 100 years ago.


c.
The typical citizen of China today has about as much real income as the typical American in 1950.


d.
None of the above are correct.

ANSWER: d.
None of the above are correct.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

19.
In 2000, the typical Pakistani had about how many times the income of the typical American in 1900?


a.
2


b.
1


c.
2/3


d.
1/4

ANSWER: d.
1/4

TYPE: M DIFFICULTY: 1 SECTION: 12.1

20.
In 2000, the typical citizen of China had about as much real income as the typical person in the United Kingdom in


a.
1870.


b.
1920.


c.
1945.


d.
1975

ANSWER: a.
1870.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

21.
Which of the following countries, had the highest growth rate over the last 100 years?


a.
Brazil


b.
Germany


c.
Canada


d.
United States

ANSWER: a.
Brazil

TYPE: M DIFFICULTY: 2 SECTION: 12.1

22.
Countries that grew the fastest over the last 100 years had growth rates of about


a.
0.5 percent.


b.
1.5 percent.


c.
2.0 percent.


d.
2.5 percent.

ANSWER: d.
2.5 percent.

TYPE: M DIFFICULTY: 1 SECTION: 12.1

23.
Of the following countries which grew the slowest over the last 100 years?


a.
Brazil.


b.
Mexico.


c.
China.


d.
United States.

ANSWER: d.
United States.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

24.
Which of the following is correct?


a.
Countries with the highest growth rates over the last 100 years are the ones that had the highest level of real GDP 100 years ago.


b.
Most countries have had little fluctuation around their average growth rates during the past 100 years.


c.
The ranking of countries by income changes substantially over time.


d.
Over the last 100 years, Japan had the highest real GDP growth rate, and now has the highest real GDP per person.

ANSWER: c.
The ranking of countries by income changes substantially over time.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

25.
Over the last 100 years which of the following had growth rates higher than that of the United States?


a.
the United Kingdom


b.
Bangladesh


c.
Pakistan


d.
None of the above are correct.

ANSWER: d.
None of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.1

26.
Which of the following nations experienced average rates of economic growth of less than 2.0 percent over the last 100 years?


a.
Bangladesh


b.
Pakistan


c.
United Kingdom


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.1

27.
In 1870, the richest country in the world was


a.
the United States.


b.
Spain.


c.
the United Kingdom.


d.
Germany.

ANSWER: c.
the United Kingdom.

TYPE: M DIFFICULTY: 1 SECTION: 12.1

28.
In 2002 real GDP per person in Olympus was 4,500. In 2001 it was 4,250. What was the growth rate of real GDP per person?


a.
5.6 percent


b.
5.9 percent


c.
6.5 percent


d.
None of the above are correct to the nearest tenth.

ANSWER: b.
5.9 percent

TYPE: M DIFFICULTY: 1 SECTION: 12.1

29.
In 2002 real GDP in Oceania was 561.0 billion and the population was 2.2 million. In 2001 real GDP was 500.0 billion and the population was 2.0 million. What was the approximate growth rate of real GDP per person?


a.
12 percent


b.
10 percent


c.
4 percent


d.
2 percent

ANSWER: d.
2 percent

TYPE: M DIFFICULTY: 3 SECTION: 12.1

30.
In 2002 real GDP in Latania was 750 billion and the population was 3 million. In 2003 real GDP was 907.5 and the population was 3.3 million. What was the approximate growth rate of real GDP per person?


a.
10 percent


b.
14 percent


c.
17 percent


d.
21 percent

ANSWER: a.
10 percent

TYPE: M DIFFICULTY: 3 SECTION: 12.1

31.
In 2002, Freedonia had a population of 2,700 and real GDP of about 11,610,000. In 2001 it had a population of 2,500 and real GDP of about 10,000,000. What was the approximate growth rate of real GDP per person in Freedonia between 2001 and 2002?


a.
7.5 percent


b.
12.5 percent


c.
20.5 percent


d.
35.5 percent

ANSWER: a.
7.5 percent

TYPE: M DIFFICULTY: 3 SECTION: 12.1

32.
Which of the following is correct?


a.
If a relatively poor country had grown at 3.5 percent per year for the last 100 years, it would be a relatively rich country today.


b.
International data on the history of real GDP growth rates shows that the rich countries get richer and the poor countries get poorer.


c.
In the United States, average income today is about four times as high as average income a century ago.


d.
All of the above are correct.

ANSWER: a.
If a relatively poor country had grown at 3.5 percent per year for the last 100 years, it would be a relatively rich country today.

TYPE: M DIFFICULTY: 2 SECTION: 12.1

33.
Productivity


a.
is nearly the same across countries and so provides no help explaining differences across countries in the standard of living.


b.
explains very little of the differences across countries in the standard of living.


c.
explains some, but not most of the differences across countries in the standard of living.


d.
explains most of the differences across countries in the standard of living.

ANSWER: d.
explains most of the differences across countries in the standard of living.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

34.
Which of the following is a correct way to measure productivity?


a.
divide the number of hours worked by output


b.
divide output by the number of hours worked


c.
compute output growth


d.
divide the change in output by the change in number of hours worked

ANSWER: b.
divide output by the number of hours worked

TYPE: M DIFFICULTY: 1 SECTION: 12.2

35.
Cedar Valley Furniture uses 5 workers working 8 hours to produce 80 rocking chairs. What is the productivity of these workers?


a.
2 chairs per hour.


b.
1 hour per chair.


c.
80 chairs.


d.
None of the above are correct.

ANSWER: a.
2 chairs per hour.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

36.
Which of the following is correct?


a.
Productivity is hours worked divided by output produced.


b.
Americans have a higher standard of living than Indonesians because American workers are more productive than Indonesian workers.


c.
Changes in the market prices of most resources indicate that they are becoming increasingly scarce.


d.
All of the above are correct.

ANSWER: b.
Americans have a higher standard of living than Indonesians because American workers are more productive than Indonesian workers.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

37.
Which of the following is NOT correct?


a.
Countries that have had higher output growth per person have typically not done so with higher productivity growth.


b.
A country’s standard of living and its productivity are closely related.


c.
Productivity refers to output produced per hour of work.


d.
Increases in productivity can be used to increase output or leisure.

ANSWER: a.
Countries that have had higher output growth per person have typically not done so with higher productivity growth.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

38.
Both Tom and Jerry work eight hours a day. Tom can produce six baskets of goods per hour while Jerry can produce four baskets of the same goods per hour. It follows that Tom’s


a.
productivity is greater than Jerry’s.


b.
output is greater than Jerry’s.


c.
standard of living is higher than Jerry’s.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

39.
Which of the following is a determinant of productivity?


a.
human capital


b.
physical capital


c.
natural resources


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

40.
The inputs used to produce goods and services are also called


a.
productivity indicators.


b.
capitalization producers.


c.
production functions.


d.
factors of production.

ANSWER: d.
factors of production.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

41.
The equipment and structures available to produce goods and services are called


a.
physical capital.


b.
human capital.


c.
the production function.


d.
technology.

ANSWER: a.
physical capital.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

42.
The saws, lathes, and drill presses that woodworkers at Cedar Valley Furniture use to produce chests and cabinets are called


a.
human capital.


b.
physical capital.


c.
natural resources.


d.
technological knowledge.

ANSWER: b.
physical capital.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

43.
Which of the following would not be considered physical capital?


a.
a new factory building


b.
a computer used to help Mercury Delivery Service keep track of their orders


c.
on-the-job training


d.
a desk used in an accountant’s office

ANSWER: c.
on-the-job training

TYPE: M DIFFICULTY: 1 SECTION: 12.2

44.
Which of the following would be considered physical capital?


a.
the pizza oven at the Liquidity Preferences Tavern


b.
soy beans used to make soy milk


c.
the skills and knowledge of a barber


d.
All of the above are correct.

ANSWER: a.
the pizza oven at the Liquidity Preferences Tavern

TYPE: M DIFFICULTY: 1 SECTION: 12.2

45.
Human capital is the


a.
knowledge and skills that workers acquire through education, training, and experience.


b.
stock of equipment and structures that is used to produce goods and services.


c.
total number of hours worked in an economy.


d.
same thing as technological knowledge.

ANSWER: a.
knowledge and skills that workers acquire through education, training, and experience.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

46.
Which of the following is considered human capital?


a.
knowledge acquired from early childhood education programs


b.
knowledge acquired from grade school


c.
knowledge acquired from on-the-job training


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

47.
Which of the following is human capital?


a.
breakfasts served in a company’s cafeteria


b.
understanding how to use a company’s accounting software


c.
training videos for new corporate employees


d.
All of the above are correct.

ANSWER: b.
understanding how to use a company’s accounting software

TYPE: M DIFFICULTY: 2 SECTION: 12.2

48.
Which of the following is considered human capital?


a.
the comfortable chair in your dorm room where you read economics texts


b.
the amount you get paid each week to work at the library


c.
the things you have learned this semester


d.
any capital goods that require a human to be present to operate

ANSWER: c.
the things you have learned this semester

TYPE: M DIFFICULTY: 1 SECTION: 12.2

49.
Which of the following is a part of your Economics professor’s human capital?


a.
the things she learned at some prestigious university


b.
her copy of Mankiw’s text


c.
her chalk holder


d.
All of the above are correct.

ANSWER: a.
the things she learned at some prestigious university

TYPE: M DIFFICULTY: 1 SECTION: 12.2

50.
Natural resources


a.
are inputs provided by nature.


b.
are inputs such as land, rivers, and mineral deposits.


c.
take two forms: renewable and nonrenewable.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

51.
Which of the following lists contains, in this order, natural resources, human capital, and physical capital?


a.
For a restaurant: the produce used to make salad, the things the Chef learned at Cooking School, the freezers where the steaks are kept.


b.
For a furniture company: wood, the company cafeteria, saws.


c.
For a railroad: fuel, railroad engines, railroad tracks.


d.
None of the above are correct.

ANSWER: a.
For a restaurant: the produce used to make salad, the things the Chef learned at Cooking School, the freezers where the steaks are kept.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

52.
Which of the following is an example of a nonrenewable resource?


a.
coal


b.
honey


c.
livestock


d.
All of the above are correct.

ANSWER: a.
coal

TYPE: M DIFFICULTY: 1 SECTION: 12.2

53.
In a market economy, scarcity of resources is most clearly reflected in


a.
supply.


b.
demand.


c.
market prices.


d.
the stock of the resource.

ANSWER: c.
market prices.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

54.
In a market economy, we know that a resource has become scarcer when


a.
its price rises relative to other prices.


b.
it is non-renewable and some of it is used.


c.
people search for substitutes.


d.
All of the above are correct.

ANSWER: a.
its price rises relative to other prices.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

55.
In a market economy, the real, or inflation adjusted, price of a resource measures its


a.
contribution to revenue.


b.
relative scarcity.


c.
relative importance.


d.
contribution to efficiency.

ANSWER: b.
relative scarcity.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

56.
Greater scarcity of a natural resource is indicated


a.
simply by an increase in its price.


b.
by an increase in its price that is greater than the rate of inflation, but only if the increase in price is created by a reduction in supply.


c.
by an in increase in its price that is greater than the rate of inflation.


d.
by an increase in its price that is greater than the rate of inflation, but only if the stock of the resource has fallen.

ANSWER: c.
by an in increase in its price that is greater than the rate of inflation.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

57.
The market prices of most natural resources (adjusted for inflation) have been


a.
rising.


b.
stable or rising.


c.
stable or falling.


d.
falling.

ANSWER: c.
stable or falling.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

58.
The behavior of market prices over time show that natural resources


a.
are a limit to economic growth.


b.
are unrelated to economic growth.


c.
are not a limit to economic growth.


d.
are the major determinant of productivity.

ANSWER: c.
are not a limit to economic growth.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

59.
Which of the following is correct?


a.
There are no renewable natural resources.


b.
The prices of most natural resources are stable or falling relative to other prices.


c.
Technology requires greater use of natural resources.


d.
Human capital is equivalent to technology.

ANSWER: b.
The prices of most natural resources are stable or falling relative to other prices.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

60.
If natural resources were becoming scarcer, then we would expect their


a.
prices to be rising relative to other prices, as they have been.


b.
prices to be rising relative to other prices, but this has not occurred.


c.
known quantities to be falling, as they have been.


d.
known quantities to be falling, but they have not been.

ANSWER: b.
prices to be rising relative to other prices, but this has not occurred.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

61.
A leading environmental group recently published a report contending that humans are running a “resource deficit” because we are using natural resources faster than they can be regenerated. The group claims that this means that economic growth will eventually stop, and will even be reversed. An economist would


a.
agree with the report, and would point to rising natural resource prices as evidence.


b.
agree with the report, but wouldn’t think it was important because growth will not slow down for several centuries.


c.
disagree with the report, in part because it ignores the mitigating effects of technological change.


d.
disagree with the report because labor and capital are the primary determinants of growth, and since they are plentiful, growth will not slow down.

ANSWER: c.
disagree with the report, in part because it ignores the mitigating effects of technological change.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

62.
Which of the following best states economists’ understanding of the facts concerning the relationship between natural resources and economic growth?


a.
A country with no or few domestic natural resources is destined to be poor.


b.
Differences in natural resources have virtually no role in explaining differences in standards of living.


c.
Some countries can be rich mostly because of their natural resources and countries without natural resources need not be poor, but can never have very high standards of living.


d.
Abundant domestic natural resources may help make a country rich, but even countries with few natural resources can have high standards of living.

ANSWER: d.
Abundant domestic natural resources may help make a country rich, but even countries with few natural resources can have high standards of living.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

63.

In the country of Krypton, the price of lead increased from $10 per pound to $11 per pound during a time when the overall price level increased by 5 percent. During this period, the real price of lead


a.
increased.


b.
decreased.


c.
stayed the same.


d.
might have increased, decreased or stayed the same; more information is needed to be sure.

ANSWER: a.
increased.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

64.
Proprietary technology is knowledge that is


a.
known but no longer used much.


b.
known, but has only recently been discovered.


c.
known widely by those in a profession.


d.
known only by the company that discovers it.

ANSWER: d.
known only by the company that discovers it.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

65.
A management professor discovers a way for corporate management to operate more efficiently. He publishes his findings in a journal. His findings are


a.
proprietary and common knowledge.


b.
neither proprietary nor common knowledge.


c.
proprietary, but not common, knowledge


d.
common, but not proprietary, knowledge

ANSWER: d.
common, but not proprietary, knowledge

TYPE: M DIFFICULTY: 1 SECTION: 12.2

66.
Your company discovers a better way to produce mousetraps, but your better methods are not apparent from the mousetraps themselves. Your knowledge of how to more efficiently produce mousetraps is


a.
common technological knowledge.


b.
common, but not technological, knowledge.


c.
proprietary technological knowledge.


d.
proprietary, but not technological, knowledge.

ANSWER: c.
proprietary technological knowledge.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

67.
Technological knowledge refers to


a.
human capital.


b.
available information on how to produce things.


c.
resources expended transmitting society's understanding to the labor force.


d.
All of the above are technological knowledge.

ANSWER: b.
available information on how to produce things.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

68.
The relationship between the quantity of output created and the quantity of inputs needed to create it is called


a.
the capital accumulation function.


b.
technological knowledge.


c.
the production function.


d.
human capital.

ANSWER: c.
the production function.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

69.
If your firm has constant returns to scale, then if you doubled all your inputs your firm’s output would


a.
not change.


b.
increase, but by less than double.


c.
double.


d.
more than double.

ANSWER: c.
double.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

70.
You bake cookies. One day you double the time you spend, double the number of chocolate chips, flour, eggs, and all your other inputs, and bake twice as many cookies. Your cookie production function has


a.
decreasing returns to scale.


b.
zero returns to scale.


c.
constant returns to scale.


d.
increasing returns to scale.

ANSWER: c.
constant returns to scale.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

71.
If there are constant returns to scale, the production function can be written as


a.
xY = 2xAF(L, K, H, N).


b.
Y/L = A F(xL, xK, xH, xN).


c.
Y/L = A F( 1, K/L, H/L, N/L).


d.
L = AF(Y, K, H, N).

ANSWER: c.
Y/L = A F( 1, K/L, H/L, N/L).
TYPE: M DIFFICULTY: 2 SECTION: 12.2

72.
If a production function has constant returns to scale, output can be doubled if


a.
labor doubles.


b.
any one of the inputs doubles.


c.
all of the inputs double.


d.
None of the above are correct.

ANSWER: c.
all of the inputs double.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

73.
If the production function for an economy had constant returns to scale, the labor force doubled, and all other inputs stayed the same, then real GDP would


a.
stay the same.


b.
increase by 50 percent.


c.
increase, but by something less than double.


d.
double.

ANSWER: c.
increase, but by something less than double.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

74.
If the number of workers in an economy doubled, all other inputs stayed the same, and there were constant returns to scale, productivity would


a.
fall to half its former value.


b.
fall but by less than half.


c.
stay the same.


d.
rise but less than double.

ANSWER: b.
fall but by less than half.

TYPE: M DIFFICULTY: 3 SECTION: 12.2

75.
If an economy with constant returns to scale were to double its physical capital stock, its available natural resources, and its human capital, but leave the size of the labor force the same,


a.
its ouput would stay the same and so would its productivity.


b.
its output and productivity would increase, but less than double.


c.
its ouput and productivity would increase by more than double.


d.
None of the above are correct.

ANSWER: b.
its output and productivity would increase, but less than double.

TYPE: M DIFFICULTY: 3 SECTION: 12.2

76.
Using the production function and notation in the text, K/L measures


a.
natural resources per worker.


b.
human capital per worker.


c.
output per worker.


d.
physical capital per worker.

ANSWER: d.
physical capital per worker.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

77.
Y/L is


a.
productivity.


b.
output.


c.
the availability of natural resources.


d.
the amount of human capital.

ANSWER: a.
productivity.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

78.
Suppose that over the last ten years productivity grew faster in Oceania than in Freedonia and the population of both countries was unchanged.


a.
It follows that real GDP per person must be higher in Oceania than in Freedonia.


b.
It follows that real GDP per person grew faster in Oceania than in Freedonia.


c.
It follows that the standard of living must be higher in Oceania than in Freedonia.


d.
All of the above are correct.

ANSWER: b.
It follows that real GDP per person grew faster in Oceania than in Freedonia.

TYPE: M DIFFICULTY: 2 SECTION: 12.2

79.
Suppose that real GDP grew more in Country A than in Country B last year.


a.
Country A must have a higher standard of living than country B.


b.
Country A’s productivity must have grown faster than country B’s.


c.
Both of the above are correct.


d.
None of the above are correct.

ANSWER: d.
None of the above are correct.

TYPE: M DIFFICULTY: 3 SECTION: 12.2

80.
Which of the following would increase productivity?


a.
an increase in the physical capital stock per worker


b.
an increase in human capital per worker


c.
an increase in natural resources per worker


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.2

81.
One of the Ten Principles of Economics in Chapter 1 is that people face tradeoffs. The growth that arises from capital accumulation is not a free lunch: It requires that society


a.
conserve resources for future generations.


b.
sacrifice consumption goods and services now in order to enjoy more consumption in the future.


c.
recycle resources so that future generations can produce goods and services with the accumulated capital.


d.
None of the above are correct.

ANSWER: b.
sacrifice consumption goods and services now in order to enjoy more consumption in the future.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

82.
Accumulating capital


a.
requires that society sacrifice consumption goods in the present.


b.
allows society to consume more in the present.


c.
decreases saving rates.


d.
has no tradeoffs.

ANSWER: a.
requires that society sacrifice consumption goods in the present.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

83.
A government can encourage growth and, in the long run, raise the economy's standard of living by encouraging


a.
population growth.


b.
consumption.


c.
saving and investment.


d.
spending.

ANSWER: c.
saving and investment.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

84.
Across countries, investment and growth rates are


a.
negatively related.


b.
positively related.


c.
negatively related for rich countries, but positively related for poor countries.


d.
positively related for rich countries, but negatively related for poor countries.

ANSWER: b.
positively related.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

85.
The traditional view of the production process is that capital is subject to


a.
constant returns.


b.
increasing returns.


c.
diminishing returns.


d.
diminishing returns for low levels of capital, and increasing returns for high levels of capital.

ANSWER: c.
diminishing returns.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

86.
If there are diminishing returns to capital,


a.
capital produces fewer goods as it ages.


b.
new ideas are not as useful as old ideas.


c.
increases in the capital stock eventually decrease output.


d.
increases in the capital stock increase output by ever smaller amounts.

ANSWER: d.
increases in the capital stock increase output by ever smaller amounts.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

87.
In the long run, a higher saving rate


a.
cannot increase the capital stock.


b.
means that people must consume less in the future.


c.
increases productivity.


d.
None of the above are correct.

ANSWER: c.
increases productivity.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

88.
If a country were to increase its saving rate, in the long run it would also increase its


a.
level of income.


b.
growth rate of income.


c.
growth rate of productivity.


d.
All of the above are correct.

ANSWER: a.
level of income.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

89.
If a country’s saving rate increases, in the long run


a.
both productivity growth and income growth increase.


b.
only productivity growth increases.


c.
only income growth increases.


d.
neither productivity growth nor income growth increase.

ANSWER: d.
neither productivity growth nor income growth increase.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

90.
If a country’s saving rate increases, in the long run


a.
productivity is higher, real GDP per person is not higher.


b.
real GDP per person is higher, productivity is not higher.


c.
productivity and real GDP per person are both higher.


d.
neither productivity nor real GDP per person are higher.

ANSWER: c.
productivity and real GDP per person are both higher.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

91.
Suppose Mexico increases its saving rate. In the long run


a.
the growth rates of productivity and real GDP per person increase.


b.
productivity and real GDP per person increase.


c.
the growth rate of productivity increases, and real GDP per person increases.


d.
productivity increases, and the growth rate of real GDP per person increases.

ANSWER: b.
productivity and real GDP per person increase.

TYPE: M DIFFICULTY: 2 SECTION: 12.3
92.
Suppose that Poland undertakes policy to increase its saving rate. This policy will likely


a.
have no impact on GDP growth.


b.
lead to somewhat higher GDP growth for a few years.


c.
lead to substantially higher GDP growth for a period of several decades.


d.
lead to a permanently higher growth rate.

ANSWER: c.
lead to substantially higher GDP growth for a period of several decades.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

93.
Other things equal, relatively poor countries tend to grow


a.
slower than relatively rich countries; this is called the poverty trap.


b.
slower than relatively rich countries; this is called the Malthus effect.


c.
faster than relatively rich countries; this is called the catch-up effect.


d.
faster than relatively rich countries; this is called the constant-returns-to-scale effect.

ANSWER: c.
faster than relatively rich countries; this is called the catch-up effect.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

94.
Suppose that there are diminishing returns to capital. Suppose also that two countries are the same except one has less capital and so less real GDP per person than the other. Finally, suppose that the saving rate in both countries increases from 5 percent to 6 percent. Over the next ten years we would expect that


a.
the growth rate will not change in either country.


b.
the country with less capital will grow faster.


c.
the country with more capital will grow faster.


d.
both countries will grow at the same rate.

ANSWER: b.
the country with less capital will grow faster.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

95.
Suppose that there are diminishing returns to capital. Suppose also that two countries are the same except one has less capital and so less real GDP per person. Suppose that both increase their saving rate from 3 percent to 4 percent. In the long run


a.
Both countries will have permanently higher growth rates of real GDP per person, and the growth rate will be higher in the country with more capital.


b.
Both countries will have permanently higher growth rates of real GDP per person, and the growth rate will be higher in the country with less capital.


c.
Both countries will have higher levels of real GDP per person, and the temporary increase in growth in the level of real GDP per person will have been greater in the country with more capital.


d.
Both countries will have higher levels of real GDP per person, and the temporary increase in growth in the level of real GDP per person will have been greater in the country with less capital.

ANSWER: d.
Both countries will have higher levels of real GDP per person, and the temporary increase in growth in the level of real GDP per person will have been greater in the country with less capital.

TYPE: M DIFFICULTY: 3 SECTION: 12.3

96.
Real GDP per person is $21,000 in Aquilonia, $15,000 in Nemedia and $6,000 in Shem. Saving per person is $2,000 in all three countries. Other things equal, we would expect that


a.
all three countries will grow at the same rate.


b.
Aquilonia will grow the fastest.


c.
Nemedia will grow the fastest.


d.
Shem will grow the fastest.

ANSWER: d.
Shem will grow the fastest.

TYPE: M DIFFICULTY: 3 SECTION: 12.3

97.
Other things the same, if a country increased its saving rate, in 40 years they would likely have


a.
higher productivity, and a higher growth rate of real GDP.


b.
higher productivity, but not a higher growth rate of real GDP.


c.
the same productivity and growth of real GDP they began with.


d.
None of the above are correct.

ANSWER: b.
higher productivity, but not a higher growth rate of real GDP.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

98.
The catch-up effect refers to the idea that


a.
saving will always "catch-up" with investment spending.


b.
it is easier for a country to grow fast if it starts out relatively poor.


c.
rich countries aid relatively poor countries so as to help them “catch up.”


d.
if investment spending is low, increased saving will help investment to "catch-up."

ANSWER: b.
it is easier for a country to grow fast if it starts out relatively poor.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

99.
The logic behind the catch-up effect is that


a.
workers in countries with low incomes will work more hours than workers in countries with high incomes.


b.
the capital stock in rich countries deteriorates at a higher rate because it already has a lot of capital.


c.
new capital adds more to production in a country that doesn’t have much capital than in a country that already has much capital.


d.
None of the above are correct.

ANSWER: b.
the capital stock in rich countries deteriorates at a higher rate because it already has a lot of capital.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

100.
Which of the following countries benefited a lot from the catch-up effect in the last half of the twentieth century?


a.
Ethiopia


b.
Saudi Arabia


c.
South Korea


d.
Germany

ANSWER: c.
South Korea

TYPE: M DIFFICULTY: 1 SECTION: 12.3

101.
Which of the following is consistent with the catch-up effect?


a.
The United States had a higher growth rate before 1900 than after.


b.
After World War II the United States had lower growth rates than war-ravaged European countries.


c.
Although the United States has a relatively high level of output per person, its growth rate is rather modest compared to some countries.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

102.
Over the last 31 years


a.
Korea had a higher growth rate than the United States because it had a higher ratio of investment to GDP.


b.
The United States had a higher growth rate than Korea because it had a higher ratio of investment to GDP.


c.
Korea had a higher growth rate than the United States even though it had a similar ratio of investment to GDP.


d.
The United States had a higher growth rate than Korea even though it had a similar ratio of investment to real GDP.

ANSWER: c.
Korea had a higher growth rate than the United States even though it had a similar ratio of investment to GDP.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

103.
if your American-based firm opens and operates a new watch factory in Panama, your firm is engaging in


a.
foreign portfolio investment.


b.
foreign financial investment.


c.
foreign direct investment.


d.
indirect foreign investment.

ANSWER: c.
foreign direct investment.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

104.
In the 1800s, Europeans purchased stock in American companies who used the funds to build railroads and factories. The Europeans made


a.
foreign portfolio investments.


b.
indirect domestic investments.


c.
foreign direct investments.


d.
foreign indirect investments.

ANSWER: a.
foreign portfolio investments.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

105.
Foreign saving is used for domestic investment when foreigners engage in


a.
foreign direct investment.


b.
foreign portfolio investment.


c.
Either a or b are correct.


d.
Neither a nor b are correct.

ANSWER: c.
Either a or b are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

106.
Suppose U.S.-based Intel builds and operates a new chip factory in Mexico. Future production from such an investment would


a.
increase Mexico's GDP more than it would increase Mexico's GNP.


b.
increase Mexico's GNP more than it would increase Mexico's GDP.


c.
not affect Mexico's GNP, but would increase Mexico's GDP.


d.
have no affect on either Mexico’s GDP or GNP.

ANSWER: a.
increase Mexico's GDP more than it would increase Mexico's GNP.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

107.
Suppose Japanese-based Sony Corporation builds and operates a new chip factory in the United States. Future production from such an investment would


a.
increase U.S. GNP more than it would increase U.S. GDP.


b.
increase U.S. GDP more than it would increase U.S. GNP.


c.
not affect U.S. GNP, but would increase U.S. GDP.


d.
have no affect on U.S. GNP or GDP.

ANSWER: b.
increase U.S. GDP more than it would increase U.S. GNP.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

108.
The opening of a new American-owned factory in Egypt would tend to increase Egypt’s GDP more than it increases Egypt’s GNP because


a.
some of the income from the factory accrues to people who do not live in Egypt.


b.
gross domestic product is income earned within a country by both residents and nonresidents, whereas gross national product is the income earned by residents of a country while producing both at home and abroad.


c.
all of the income from the factory is included in Egypt’s GDP.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

109.
Investment from abroad


a.
is a way for poor countries to learn the state-of-the-art technologies developed and used in richer countries.


b.
is viewed by economists as a way to increase growth.


c.
often requires removing restrictions that governments have imposed on foreign ownership of domestic capital.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

110.
An organization that tries to encourage the flow of investment to poor countries is the


a.
World Bank.


b.
Organization of Less Developed Countries.


c.
Alliance of Developing Countries.


d.
International Development Alliance.

ANSWER: a.
World Bank.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

111.
On average, each year of schooling raises a person's wage in the United States by about


a.
5 percent.


b.
10 percent.


c.
15 percent.


d.
20 percent.

ANSWER: b.
10 percent.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

112.
Which of the following is generally an opportunity cost of investment in human capital?


a.
future job security


b.
forgone wages at present


c.
increased earning potential


d.
All of the above are correct.

ANSWER: b.
forgone wages at present

TYPE: M DIFFICULTY: 1 SECTION: 12.3

113.
Educated people may generate ideas that increase production. These ideas


a.
produce a return to society from education that is greater than the return to the individual.


b.
could justify government subsides for education.


c.
are external benefits of education.


d.
All of the above are correct.

ANSWER: D

TYPE: M DIFFICULTY: 1 SECTION: 12.3

114.
Which of the following is an example of the “brain drain”?


a.
A country’s most highly educated workers emigrate to rich countries.


b.
A country has such a poor educational system that knowledge is lost over time.


c.
The population of a country grows so fast that the educational system can’t keep up.


d.
A country steals patented technology from another country.

ANSWER: a.
A country’s most highly educated workers emigrate to rich countries.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

115.
Nobel-prize winning economist Gary Becker argues that an effective way to keep Third World kids in school is to


a.
encourage countries that use child labor to have compulsory school attendance.


b.
make payments to poor parents whose children attend school regularly.


c.
provide money to third world schools to improve education.


d.
impose tariffs on products from countries that use child labor.

ANSWER: b.
make payments to poor parents whose children attend school regularly.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

116.
Gary Becker has proposed programs like Mexico’s Progressa to reduce child labor and increase educational levels.


a.
If successful, these programs will raise productivity by increasing human capital.


b.
In Mexico these programs have decreased differences in the level of education obtained by girls and boys.


c.
Such programs might be funded by reducing money spent on universities and education of the elite.


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

117.
Property rights refer to


a.
a document stating the rights of ownership that accompany owning property.


b.
the ability of people to exercise authority over the resources they own.


c.
the right of the government to exercise authority over property owners.


d.
the fact that some countries have greater natural resources.

ANSWER: b.
the ability of people to exercise authority over the resources they own.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

118.
Which of the following is correct?


a.
Political instability can reduce foreign investment, reducing growth.


b.
Gary’s Becker proposal to pay mothers in developing countries to keep their children in school has not worked very well in practice.


c.
Policies designed to prevent imports from other countries generally increase economic growth.


d.
All of the above are correct.

ANSWER: a.
Political instability can reduce foreign investment, reducing growth.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

119.
The dictator of Turan has recently begun to arbitrarily seize farms belonging to his political opponents, and he has given the farms to his friends. His friends don’t know much about farming. The courts in Turan have ruled that the seizures are illegal, but the dictator has ignored the rulings. Other things equal, we would expect that the growth rate in Turan will


a.
fall temporarily, but will return to where it was when the new owners learn how to farm.


b.
increase because the total amount of human capital in the country will increase as the new owners learn how to farm.


c.
fall and remain lower for a long time.


d.
not be affected unless widespread civil disorder or civil war results.

ANSWER: c.
fall and remain lower for a long time.

TYPE: M DIFFICULTY: 3 SECTION: 12.3

120.
Inward-oriented policies


a.
include imposing tariffs and other trade restrictions.


b.
have generally increased productivity and growth in the countries that pursued them.


c.
promote production of goods and services the country that adopts them can produce most efficiently.


d.
All of the above are correct.

ANSWER: a.
include imposing tariffs and other trade restrictions.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

121.
Inward-oriented policies


a.
are generally supported by economists.


b.
are primarily concerned with the development of human capital.


c.
in some ways are like prohibiting the use of certain technologies.


d.
All of the above are correct.

ANSWER: c.
in some ways are like prohibiting the use of certain technologies.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

122.
The President of a developing country proposes that his country needs to help domestic firms by imposing trade restrictions.


a.
These are outward-oriented policies and most economists believe they would have beneficial effects on growth.


b.
These are outward-oriented policies and most economists believe they would have adverse effects on growth.


c.
These are inward-oriented policies and most economists believe they would have beneficial effects on growth.


d.
These are inward-oriented policies and most economists believe they would have adverse effects on growth.

ANSWER: d.
These are inward oriented policies and most economists believe they would have adverse effects on growth.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

123.
Recently there have been violent protests against the World Bank and the World Trade Organization. The protesters argue that these institutions promote free trade and also encourage corporations in rich countries to invest in poor countries. The protesters contend that these practices make rich countries richer and poor countries poorer. An economist would


a.
disagree with the protesters because these practices will help make both rich and poor countries richer.


b.
disagree with the protesters about free trade, but would agree with the protesters about corporate investment.


c.
disagree with the protesters about corporate investment, but would agree with the protesters about free trade.


d.
agree with the protesters.

ANSWER: a.
disagree with the protesters because these practices will help make both rich and poor countries richer.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

124.
In 2002 President Bush imposed restrictions on imports of steel to protect the U.S. steel industry.


a.
This is an inward-oriented policy which most economists believe have adverse effects on growth.


b.
This is an inward-oriented policy which most economists believe have beneficial effects on growth.


c.
This is an outward-oriented policy which most economists believe have adverse effects on growth.


d.
This is an outward-oriented policy which most economists believe have beneficial effects on growth.

ANSWER: a.
This is an inward-oriented policy which most economists believe have adverse effects on growth.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

125.
Outward-oriented policies


a.
prevent countries from taking advantage of gains from trade.


b.
have generally led to high growth for the countries that pursued them.


c.
receive little support from economists, despite such policies’ success.


d.
None of the above are correct.

ANSWER: b.
have generally led to high growth for the countries that pursued them.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

126.
When a country removes trade barriers and exports pork chops and imports stereos,


a.
its growth slows.


b.
its productivity decreases.


c.
it is essentially transforming pork chops into stereos.


d.
its economic well-being decreases while that of the country that sells stereos increases.

ANSWER: c.
it is essentially transforming pork chops into stereos.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

127.
The primary reason that U.S. living standards are higher today than they were a century ago is that


a.
more productive natural resources have been discovered.


b.
physical capital per worker has increased.


c.
technological knowledge has increased.


d.
human capital has increased.

ANSWER: c.
technological knowledge has increased.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

128.
Once one person discovers an idea, the idea generally enters society's pool of knowledge. Therefore, knowledge is generally a


a.
societal good.


b.
private good.


c.
public good.


d.
normal good.

ANSWER: c.
public good.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

129.
Senator Noitall says that in order to help poor countries develop, the United States should: 1. Prevent U.S. corporations from investing in poor countries because they take profits that the poor countries should have; 2. Not import goods from poor countries that use child labor; 3. Work to promote political stability in poor countries; and 4. Reduce poor counties’ reliance on market forces in their economies. How many of these ideas are likely to help poor countries grow?


a.
1


b.
2


c.
3


d.
4

ANSWER: a.
1

TYPE: M DIFFICULTY: 2 SECTION: 12.3

130.
The president of a poor country has announced that he will implement the following measures which he claims are designed to increase growth: 1. Reduce corruption in the legal system; 2. Reduce reliance on market forces because they allocate goods and services in an unfair manner; 3. Restrict investment in domestic industries by foreigners because they take some of the profits out of the country; 4. Encourage trade with neighboring countries; and 5. Increase the fraction of GDP devoted to consumption. How many of these measures will have a positive effect on growth?


a.
1


b.
2


c.
3


d.
4

ANSWER: b.
2

TYPE: M DIFFICULTY: 3 SECTION: 12.3

131.
In medieval Europe an important technological advance was the use of the padded horse collar for plowing. Once this idea was thought of, other people used it. This illustrates that knowledge is generally a


a.
public good.


b.
societal good.


c.
private good.


d.
normal good.

ANSWER: a.
public good.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

132.
The source of most technological progress is


a.
private research by firms.


b.
individual inventors.


c.
government research.


d.
Both a and b are correct.

ANSWER: d.
Both a and b are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

133.
National defense and knowledge are considered


a.
private goods.


b.
public goods.


c.
normal goods.


d.
societal goods.

ANSWER: b.
public goods.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

134.
Patents turn new ideas into


a.
public goods, and increase the incentive to engage in research.


b.
public goods, but decrease the incentive to engage in research.


c.
private goods, and increase the incentive to engage in research.


d.
private goods, but decrease the incentive to engage in research.

ANSWER: c.
private goods, and increase the incentive to engage in research.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

135.
Drug companies can usually obtain patents on new drugs. This turns new ideas into


a.
private goods, and increase the incentive to engage in research.


b.
private goods, but decrease the incentive to engage in research.


c.
public goods, and increase the incentive to engage in research.


d.
public goods, and decrease the incentive to engage in research.

ANSWER: a.
private goods, and increase the incentive to engage in research.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

136.
The Economic Development Minister of a country has a list of things she thinks may explain her country’s low growth of real GDP per person relative to other countries. She asks you to pick the one you think most likely explains her country’s low growth. Which of the following contributes to low growth?


a.
strong private property rights


b.
tariffs and quotas


c.
encouraging foreign investment


d.
low population growth

ANSWER: b.
tariffs and quotas

TYPE: M DIFFICULTY: 2

137.
Which of the following statements is FALSE?


a.
The catch-up effect is based on the assumption of diminishing returns to capital.


b.
Investment in poor countries from rich countries is one way poor countries can learn new technologies.


c.
Malthus argued that charity and government aid was an effective way to reduce poverty.


d.
Adam Smith argued that peace, light taxes and a tolerable administration of justice are the keys to growth.

ANSWER: c.
Malthus argued that charity and government aid was an effective way to reduce poverty.

TYPE: M DIFFICULTY: 2 SECTION: 12.5

138.
From 1959 to 1973, U.S. productivity grew at a rate of


a.
3.2 percent.


b.
2.5 percent.


c.
1.8 percent.


d.
1.3 percent.

ANSWER: a.
3.2 percent.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

139.
From 1973 to 1995, U.S. productivity grew by


a.
2.5 percent.


b.
1.8 percent.


c.
1.3 percent.


d.
0.8 percent.

ANSWER: c.
1.3 percent.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

140.
From 1973 to 1995, U.S. productivity growth was slower than from 1959 to 1973. Which of the following is correct?


a.
Most other developed countries did not experience similar slowdowns.


b.
The slowdown appears primarily due to reduced growth in human capital.


c.
The slowdown appears primarily due to reduced growth in physical capital.


d.
None of the above are correct.

ANSWER: d.
None of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

141.
Which of the following is correct?


a.
From 1973 to 1995 U.S. productivity growth was slower than from 1959 to 1973. This continued a downward trend in productivity growth.


b.
From 1973 to 1995 U.S. productivity growth was slower than from 1959 to 1973. It appears that this was likely the result of a slowdown in technological progress.


c.
From 1959 to 1973 U.S. productivity growth was slower than from 1973 to 1995. This continued an upward trend in productivity growth.


d.
From 1959 to 1973 U.S. productivity growth was slower than from 1973 to 1995. It appears that this was likely the result of a speedup in technological progress.

ANSWER: b.
From 1973 to 1995 U.S. productivity growth was slower than from 1959 to 1973. It appears that this was likely the result of a slowdown in technological progress.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

142.
Which of the following ranks U.S. productivity’s growth from highest to lowest?


a.
1959-1973, 1973-1995, 1995-2001


b.
1995-2001, 1959-1973, 1973-1995


c.
1973-1995, 1959-1973, 1995-2001


d.
None of the above are correct.

ANSWER: d.
None of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

143.
There is some controversy concerning what the source of the U.S. productivity slowdown was. However, it appears that it was caused mostly by


a.
a decrease in the growth of human capital per person.


b.
capital wearing out so that capital per person fell.


c.
slower growth of technological progress.


d.
the continued depletion of natural resources.

ANSWER: c.
slower growth of technological progress.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

144.
On the basis of theory and empirical evidence economists have concluded several things concerning growth. Which of the following is NOT one of these conclusions?


a.
A relatively simple way to increase growth rates permanently is to increase a country’s saving rate.


b.
Growth is generally inhibited rather than promoted by policies like protective tariffs.


c.
Well-established property rights that are enforced by fair and efficient courts are important to economic growth.


d.
Countries with few natural resources still have opportunities for economic growth.

ANSWER: a.
A relatively simple way to increase growth rates permanently is to increase a country’s saving rate.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

145.
Real GDP per person


a.
minus real GDP per person from the previous period equals the growth rate of real GDP per person.


b.
provides more meaningful comparisons across time and countries than real GDP.


c.
is population divided by GDP.


d.
All of the above are correct.

ANSWER: b.
provides more meaningful comparisons across time and countries than real GDP.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

146.
All else equal, which of the following would tend to cause GDP per person to rise?


a.
high population growth


b.
investment in human capital


c.
rapid growth in the number of workers


d.
All of the above are correct.

ANSWER: b.
investment in human capital

TYPE: M DIFFICULTY: 1 SECTION: 12.3

147.
A rapid increase in the number of workers, other things the same, is likely in the short term to


a.
raise real GDP per person, but decrease real GDP.


b.
decrease both real GDP and real GDP per person.


c.
raise both real GDP and real GDP per person.


d.
raise real GDP, but decrease real GDP per person.

ANSWER: d.
raise real GDP, but decrease real GDP per person.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

148.
Which of the following is NOT correct?


a.
China allows only one child per family and couples that violate this rule are subject to substantial fines.


b.
In developed countries, population growth is 3 percent; in many developing countries it is 5 percent.


c.
Educational attainment tends to be lowest in countries with the highest population growth.


d.
Economists generally believe that a country that decreases a high population growth rate can increase its economic growth rate.

ANSWER: b.
In developed countries, population growth is 3 percent; in many developing countries it is 5 percent.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

149.
Which of the following is an observation made by Kremer?


a.
World growth rates increased as the population increased.


b.
Technological progress allows for increasing population because of advances in agriculture.


c.
World population is growing so rapidly that soon it will outstrip natural resources and our standard of living will decline.


d.
All of the above are correct.

ANSWER: a.
World growth rates increased as the population increased.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

150.
Which of the following is correct?


a.
If developing countries limit career and educational opportunities for women, birth rates are likely to be lower.


b.
Growth rates in developed and developing countries are nearly the same.


c.
Historically, in periods where the rate of population growth was high, so was the rate of growth in world real GDP per person.


d.
None of the above is correct.

ANSWER: c.
Historically, in periods where the rate of population growth was high, so was the rate of growth in world real GDP per person.

TYPE: M DIFFICULTY: 2 SECTION: 12.3

151.
Which of the following is correct?


a.
Kremer argued that with greater population, society would generate more ideas so that growth of real GDP per person could continue. Malthus argued that increasing population would outstrip agricultural production.


b.
Kremer argued that increases in population would reduce the amount of human and physical capital per worker so that eventually the standard of living would decline. Malthus argued that increases in technology would allow increased output growth so that even with population growth, society would enjoy a higher standard of living.


c.
Malthus argued that with greater population, society would generate more ideas so that growth of real GDP per person could continue. Kremer argued that increasing population would outstrip agricultural production.


d.
Malthus argued that increases in population would reduce the amount of human and physical capital per worker so that eventually the standard of living would decline. Kremer argued that increases in technology would allow increased output growth so that even with population growth, society would enjoy a higher standard of living.

ANSWER: a.
Kremer argued that with greater population, society would generate more ideas so that growth of real GDP per person could continue. Malthus argued that increasing population would outstrip agricultural production.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

152.
Typically, countries in Africa


a.
have high tax rates.


b.
have laws and geography that encourage trade.


c.
had low but positive growth of real GDP per person between 1978 and 1994.


d.
All of the above are correct.

ANSWER: a.
have high tax rates.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

153.
Many countries in Africa have low growth rates. This is partly due to


a.
low tax rates.


b.
high trade barriers.


c.
they have such low income that it is very difficult for them to grow.


d.
All of the above are correct.

ANSWER: b.
high trade barriers.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

154.
Which of the following have been suggested as remedies for low growth in many African countries?


a.
reduce corporate taxes


b.
cut import tariffs and end export taxes on agricultural products


c.
focus government spending on basic public health, education, and internal order


d.
All of the above are correct.

ANSWER: d.
All of the above are correct.

TYPE: M DIFFICULTY: 1 SECTION: 12.3

155.
Economists differ in their views of the role of the government in promoting economic growth. According to the text, at the very least, the government should


a.
lend support to the invisible hand by maintaining property rights and political stability.


b.
limit foreign investment to industries that don’t already exist.


c.
impose trade restrictions to protect the interests of domestic producers and consumers.


d.
subsidize key industries.

ANSWER: a.
lend support to the invisible hand by maintaining property rights and political stability.

TYPE: M DIFFICULTY: 1 SECTION: 12.4

True/False

1.
The average person in a rich country, such as Germany, has income about ten times that of an average person in a poor country such as Nigeria.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.0

2.
Both the standard of living and the growth of real GDP per person vary widely across countries.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.0

3.
If they could increase their growth rates slightly, countries with low income would catch up with rich countries in about ten years.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.0

4.
In the United States real GDP per person is about $35,000, while in poor countries real GDP per person may be less than $2,000.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.1

5.
Although growth rates across countries vary, rankings of country by income remain pretty much the same over time.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.1

6.
International data on the history of real GDP growth rates shows that the rich countries get richer and the poor countries get poorer.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.1

7.
Productivity can be found as number of hours worked divided by output.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.2

8.
Indonesians have a lower standard of living than Americans because they have a lower level of productivity.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.2

9.
A forest is an example of a nonrenewable resource.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.2

10.
Changes in the prices of most natural resources compared to other goods indicate that natural resources are generally becoming scarcer.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.2

11.
A country without a lot of domestic natural resources can have a high standard of living.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 12.2

12.
Constant returns to scale is the point on a production function where increasing inputs will no longer increase output.

ANSWER: F 

TYPE: TF DIFFICULTY: 2 SECTION: 25.2

13.
An increase in the saving rate does not permanently increases the growth rate of real GDP per person.

ANSWER: T 

TYPE: TF DIFFICULTY: 2 SECTION: 12.3

14.
Other things the same, countries with low income are likely to increase their income more by adding another unit of capital than are countries that have high income.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 12.3

15.
Over about the past thirty years the ratio of investment to GDP in Korea was higher than in the United States and so Korea had substantially higher growth.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

16.
In ten years when you are the owner of a major U.S. corporation, if your corporation opens and operates a branch in a foreign country you will be engaging in foreign direct investment.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

17.
Investment in both human and physical capital have opportunity costs.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

18.
Gary Becker proposes compulsory school attendance as an effective way to reduce child labor.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

19.
A country that made their courts less corrupt and their government more stable would likely see their standard of living rise.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

20.
An increase in government expenditures for almost any purpose is likely to raise a country’s standard of living in the long run.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

21.
Economists generally believe that outward oriented policies are more likely to foster growth than inward oriented policies.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

22.
One reason that governments may find it useful to sponsor universities and basic research is that to a large extent knowledge is a public good.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

23.
If the productivity slowdown had not occurred in 1973, the income of the Average American today would be about 50 percent higher.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

24.
The productivity slowdown appears to be primarily the result of a decrease in the capital to labor ratio.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

25.
The population growth rate in developed countries is about 1 percent, while the growth rate in developing countries is about 3 percent.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

26.
In countries where women are discriminated against, policies that increase their career and educational opportunities are likely to increase the birth rate.

ANSWER: F 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

27.
Michael Kramer found that world growth rates have increased as population has.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 25.3

28.
One of the reasons that African countries may have grown slower than other countries is that many have high barriers to trade.

ANSWER: T 

TYPE: TF DIFFICULTY: 1 SECTION: 12.3

Short Answer

1.
Use the data below to find out the growth of income per person (over the entire period, not an annual basis) between the two years listed.

	Year
	Real GDP (1996 prices)
	population

	1982
	$4,915,600 million
	233 million

	2000
	$9,243,800 million
	283.5 million


ANSWER: Income per person in 1982 was $4,915,600/233 = about $21,097. Income per person in 1999 was $9,243,800/283.5 = about $32,606. Income per person grew by (32,606 – 21,097)/21,097 = about 54.5 percent.

TYPE: S DIFFICULTY: 1 SECTION: 12.1

2.
Why is productivity related to the standard of living? In your answer be sure to explain what productivity and standard of living mean. Make a list of things that determine labor productivity.

ANSWER: The standard of living is a measure of how well people live. Income per person is an important dimension of the standard of living and is positively correlated with other things such as nutrition and life expectancy that make people better off. Productivity measures how much people can produce in an hour. As productivity increases, people can produce more (and use less to produce the same amount) and so their standard of living increases.



The factors that determine labor productivity include the amounts of physical capital (equipment and structures), human capital (knowledge and skills), and natural resources available to workers, as well as the state of technological knowledge in society.

TYPE: S DIFFICULTY: 2 SECTION: 12.1

3.
What is a production function? Write an equation for a typical production function, and explain what each of the terms represents.

ANSWER: a production function is a mathematical representation of the relationship between the quantity of inputs used in production and the quantity of output from production. A typical production function could be written as Y = A F(L, K, H, N), where Y denotes the quantity of output, L the quantity of labor, K the quantity of physical capital, H the quantity of human capital, N the quantity of natural resources, and A is a variable that reflects the available production technology.

TYPE: S DIFFICULTY: 3 SECTION: 12.2

4.
What is the difference between human capital and technology?

ANSWER: Technology is society’s understanding of production techniques. Human capital is the labor force’s understanding of these ideas. A society may have lots of information about how to produce goods, but still have lots of people who know little of this information. For example, in the United States there exists information about how best to use a butter churn and how to make lye soap, but most people know nothing about it.

TYPE: S DIFFICULTY: 2 SECTION: 12.2

5.
The catch-up effect says that countries with low income can grow faster than countries with higher income. However, in statistical studies that include many diverse countries we do not observe the catch-up-effect unless we control for other variables that affect productivity. Considering the determinants of productivity, list and explain some things that would tend to prohibit or limit a poor country’s ability to catch up with the rich ones.

ANSWER: The argument that poor countries will tend to catch up with rich ones is based on the idea that another unit of capital will increase output more in a country that has little capital than one that has much capital. So, for a given share of GDP devoted to investment, a poor country will grow faster than a rich one.



This argument assumes that other things are the same, but share of GDP invested may be lower in a poor country and the productivity of investment may be less. A politically unstable environment where property rights are unprotected or not secure tends to discourage investment. A country that has limited trade because of legal restrictions or geography cannot focus on producing what it produces best and so has lower productivity. To get the most out of investment, or even simply to use some types of new investment, requires having workers who have acquired some basic human capital.

TYPE: S DIFFICULTY: 3 SECTION: 12.3

6.
A puzzle: The share of GDP devoted to investment was similar for the United States and South Korea over the last 40 years. However, South Korea had a 6 percent growth rate of average annual income, while the United States had only a 2 percent growth rate over that last 40 years. How can this be explained?

ANSWER: The solution to the puzzle is based on the concept of diminishing returns to capital. A country that has a lot of income, and so a lot of capital, gains less by adding more capital than does a country that currently has little capital. It is easy to envision how a capital poor country could increase their output considerably with even a little more capital.

TYPE: S DIFFICULTY: 2 SECTION: 12.3

7.
In addition to investment in physical and human capital, what other public policies might a country adopt to increase productivity?

ANSWER: In addition to investment in physical and human capital, a country might increase productivity by (a) specifying and enforcing property rights, (b) encouraging free trade, (c) controlling population growth, and (d) promoting research and development.

TYPE: S DIFFICULTY: 2 SECTION: 12.3

8.
Why are property rights important for the growth of a nation's standard of living?

ANSWER: Property rights are an important prerequisite for the price system to work in a market economy. If an individual or company is not confident that claims over property or over the income from property can be protected, or that contracts can be enforced, there will be little incentive for individuals to save, invest, or start new businesses. Likewise, there will be little incentive for foreigners to invest in the real or financial assets of the country. The distortion of incentives will reduce efficiency in resource allocation and will reduce saving and investment which in turn will reduce the standard of living.

TYPE: S DIFFICULTY: 2 SECTION: 12.3

9.
Explain what the productivity slowdown and speedup are. What do economists believe was the cause of the slowdown?

ANSWER: From 1959 to 1973 U.S. productivity grew at a rate of about 3.2 percent. From 1973 to 1995 it grew by about 1.5 percent. This lead to slower growth in real GDP per person, which would have been 50 percent higher if the slowdown had not occurred. Although the evidence is not decisive, it appears that the slowdown was due to a slowdown in technological progress. It is also possible that the 1959-1973 period was simply a time of extraordinary growth. However, productivity growth has been higher at 2.6 percent since 1995, which corresponds with the growth of information technology and the internet.

TYPE: S DIFFICULTY: 1 SECTION: 12.3

10.
How do inward-oriented policies affect a nation's growth?

ANSWER: Most economists believe that poor nations are better off pursuing outward-oriented policies that promote free trade. Countries that use their comparative advantage in trade are, in effect, helping themselves through the gains from trade in the same way that nations that develop new technology raise their standard of living. Hence, a country that eliminates trade restrictions will experience the same kind of economic growth that would occur after a major technological advance. Inward-oriented trade policies are akin to a country choosing to restrict the use of superior technologies.

TYPE: S DIFFICULTY: 1 SECTION: 12.3

11.
Some economists argue that it is possible to raise the standard of living by reducing population growth. As an economist interested in incentives rather than coercion, what kind of policy would you recommend to slow population growth?

ANSWER: Since bearing a child has an opportunity cost, policies designed to increase the opportunity cost of bearing children would likely reduce population growth rates. In particular, women with the opportunity to receive a good education and desirable employment tend to want to have fewer children than do those with fewer opportunities outside the home. Hence, policies designed to increase educational and employment opportunities for women will likely reduce population growth rates without coercion.

TYPE: S DIFFICULTY: 1 SECTION: 12.3

12.
Compare and contrast the population theories of Malthus and Kremer.

ANSWER: The difference is that Malthus predicted that population growth would be greater than growth in the ability to increase output. He believed that people would continue to populate the earth until output reached a subsistence level. On the other hand Kremer argues that population growth increased productivity allowing people to improve their standard of living despite growing population. Kremer argues that with more population comes more innovations. The improvements in technology more than offset any adverse impact of the increase in population on the standard of living.

TYPE: S DIFFICULTY: 2 SECTION: 12.3

13.
What might the African governments do to foster higher economic growth?

ANSWER: They could make, perhaps with outside support, better efforts to achieve peace and thus encourage investment and saving. They could focus government spending on essential things like public order, the judicial system, and basic health and education. By focusing on these basic functions, they could decrease tax rates on production and trade.

TYPE: S DIFFICULTY: 1 SECTION: 12.3
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