ECON 2102 Midterm Short Answers


1. a.	i) Labour force is the sum of employed and unemployed adult population. 
ii) Unemployment rate is the percentage of the labour force that is unemployed. 
iii) Labour-force participation rate is the percentage of the adult population that is in the labour force.
b. i) 	Labour force = Employed + Unemployed = 19,105.7 thousands.
ii)	Unemployment rate = (unemployed/labour force)*100 = 6.93%.
iii)	LFPR = (Labour force/Population)*100 = 66.4%.
2. a. The marginal propensity to consume (MPC) measures the change in consumption when disposable income changes by 1 unit. MPC = 0.3 in the given consumption function.
b. Since both consumption and investment depend on the real interest rate, we must determine the real interest rate that gives goods market equilibrium (income equals expenditure, or equivalently, saving equals investment). We work with the income equals expenditure condition:

Y = C + I + G
6,000 = 1,200 + 0.3(6,000 – 1000) - 50r + 1,500 – 50r + 1,500
Or, 100r = - 300
r = - 3
Thus, C = 1,200 + 0.3(6,000 – 1,000) -50(-3) = 2,850.
I = 1,500 – 50(-3) =1,650.
c. Private Saving = Y – T – C = 6,000 - 1,000 – 2,850 = 2,150. 
Public Saving = T – G = -500.
National Saving = 2,150 – 500 = 1,650.

3. a.	
b.	Given are s = 0.1 and , the steady state equilibrium condition is:
	 which solves for steady state capital per worker
            .   Consumption per worker 
d. Golden-Rule steady state equilibrium solves the following two equations simultaneously:
 	(1)
and			 	                             (2)

From (2)	.
[bookmark: _GoBack]From (1)	 , which substituted into the above solution gives, s* = 0.4. Substituting s* into (2) and solving for k gives k* =32.2. The golden-rule steady state consumption will now be given by  .


