Econ 318_Winter 2017_ Mid-Term Exam 2 Practice Problems
1. Assume the following example on Equalization:
[image: image1.png]A 3-province exercise in Equalization

Province | Provincial | Population | GDP per | Tax Rate | Total Tax | Tax per Total Tax | Tax per person
Income (Sm)|  (000) | capita | (%) | Revemme | person |Equalization | Revemue+ | including
® (Sm) ® (M) | Equalization | Equalization
A 40,000 1,400 2120%
B 28000 | 1150 2050%
c 20,000 630 2250%
Country

Totals





a. The formula for shortfall in taxes for each province on the basis of which the amounts of equalization are calculated is given by
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Where

tc 
is the average tax rate for the country

Yc 
is the GDP per capita for the country

Yi
is the GDP per capita for each province

Pi
is the population of each province




Use the formula for the evaluation of the equalization payments to the “have not” province(s) above and fill the blanks.   (13 points)

b. Identify the “have” and the “have-not” province(s). 
Answers
[image: image3.png]A 3-province exercise in Equalization

Province | Provincial | Population | GDP per | Tax Rate | Total Tax | Tax per Total Tax | Tax per person
Income (Sm)|  (000) | capita | (%) | Revemme | person |Equalization | Revemue+ | including
©) (Sm) ® (M) | Equalization | Equalization
A 40000 | 1400 | 28571 | 2120% | 8480 6,057 0 8,480 6057
B 28,000 L150 | 24348 | 2050% | 5740 4991 77 6511 5,662
c 20,000 630 | 30,769 | 2250% | 4,500 6923 [] 4,500 6923
CT":':I':‘ 88,000 3200 | 27,500 | 2127% | 18720 5850 m 19,491 6,091





Province B is a “have-not”

Provinces A and C are “haves”

2. The Labor Force Survey data for Canada for September 2016 were as follows (in thousands):  

Working Age Population
29,662.4

Labor Force

19,479.7

Employment 

18,116.7


      Number of Vacancies
     250.0

a. Calculate the Participation Rate (use two decimal points). 
Participation Rate = 
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b. Calculate the Employment Rate. 
Employment Rate = 
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c. Calculate the Unemployment Rate.
Unemployment Rate = 
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d. Calculate the Job Vacancy Rate 
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e. Calculate the Unemployment-to-Job Vacancies ratio. 
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3. Suppose that an economy has recorded the following average annual growth rates from 2005 to 2010: 


- Real GDP (Y)

4.1%
- Labour force (L)

2.25%
- Capital stock (K)

1.75%


Of the total national income, 3/5 goes to labour and 2/5 goes to capital.
a. Using growth accounting, find the contributions to the annual real GDP growth of capital, labour, and technology.

b. What is your conclusion relative to their impact?

Answers
The growth accounting formula is 
%ΔY = %ΔA + α%ΔK + (1-α)%ΔL
Plugging the numbers we get
4.1 = % ΔA + 0.4*1.75 + 0.6*2.25

Therefore, 4.1 = % ΔA + 0.7 + 1.35
and
%ΔA = 2.05

Total output growth is split as follows:
 100% = 50.0% + 17.1% + 32.9%

Thus, technological advancements (or increases in Multifactor Productivity) have accounted for 50% of total output growth.
3. Consider the following table. Use the Okun’s Law (given below) relationship between the size of the output gap and the change in unemployment to fill in the blanks.  Leave all decimals to two places.
[image: image9.png]Year ';:e' U":;“dp"’ Employed | URate % P‘"i"'i" 2;;' ;)i:;p;:_g::
1998 9310 8517 720.00 720.00 NA NA
1999 9495 8547 9.98 750.00
2000 869 8.31 762.00





(Hint:  You will have to calculate the growth rates from one year to the next for Real GDP and Potential GDP and incorporate them in the formula in order to answer)



Okun’s law is given by:


 ∆Ut = –  0.5 [ Y %gr – Yp %gr].


Output Gap Size is given by:

[ [ Y  – Yp ] / Yp ] * 100
Answers
[image: image10.png]Year ';:e' U":;“dp"’ Employed | URate % P‘"i"'i" 2;;' ;)i:;p;:_g::
1998 9310 793 8517 8.52 720.00 720.00 NA NA
1999 9495 948 8547 9.98 750.00 729.00 -2.80 | Recessionary|
2000 10457 869 9588 8.31 762.00 765.00 0.39 Inflationary
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