Version 1

Test #3 Econ 2D03 November 22, 2012

Student’s Name:                                                                                                                                                                                                    Duration of the test: 50 minutes


Student’s #:

Problem Section: [20 marks]

Question #1: [8 marks]

(a)
Identify 4 important determinants of economic growth: [4 marks]

1.
Saving

2.
Capital

3.
Investment

4.
Technology


Also accept human capital as an important determinant
(b)
Explain (in your language) 4 remedial measures to reduce US-Canada labour-productivity gap. [4 marks]

1.
Increase capital per labour (i.e. higher capital-labour ratio), which requires more saving per labour and more investment per labour.
2.
Increase total factor productivity, which requires technological progress, more R&D, better educational system, etc.

3.
Increase labour-skills, which require training and educational facilities and investments on human capital

4.
Increase in scale economies (and lower cost), which require re-structuring the plant sizes with modern technology.
Question #2: [6 marks]

(a) 
Identify 4 NBER indicators of recession. [2 marks]

1.
Employment

2.
Industrial production

3.
Real Sales

4.
Real Income
(b)
Identify any 8 policy tips as outlined by Zandi.  [4 marks]
1. Modify mark-to- market accounting 

2. Re-instate up-tick rule.

3. Fix securitization, don’t scarp it

4. Overhaul financial regulation

5. Pay attention to asset bubbles

6. Expand data collection
7. Reform the fractured foreclosure process
8. Invest in financial literacy
9. Raise financial transparency and accountability
Question #3: [4 marks]

(a)
Y = L0.8K0.2, where Y is the economy’s output, L is labour and K is capital. 


All of the following growth rates are annual growth rates.

Assume that L grows at 5% and capital grows 3%.
(i) Find the growth of output.

4.6%
(ii) Find the growth of labour productivity.

· 0.4% 
or minus 0.4%
Question #4: [2 marks]

(a)
Assume that the cyclical unemployment rate is zero. Further assume that the job-finding rate (f) is 76% and job-separation (or job-loss) rate is 4%. Find the natural rate of unemployment.

Natural rate of unemployment = 0.05 or 5%
(b)
Assume that the labour force (L) in a given period is 10 million workers.


If the job-finding rate is 76% and the natural remains constant at 5%, then how many workers are finding jobs?
0.38 million workers
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Failure to do the above will lead to 20% deduction of marks.
20 Multiple Choice Questions: [80 marks]
1.
Which of the following statements is false?

(a)
If the natural rate of unemployment rate is 5% and the job-finding rate (f) is 76%, then the job-loss rate is 4%.
(b)
Higher the job-finding rate (f), lower is the unemployment rate.

(c)
Assume that the labour-force is 100 million and the natural rate of unemployment rate remains constant at 5%. If job-finding rate (f) is 76%, it means 2.8 million workers are losing job.
(d)
Higher the job-separation rate (s), higher is the unemployment rate.


Answer Question #2 on the basis of the following:


π = πe - 0.5[u – un] + v


π = inflation rate


πe  = Expected inflation


u = unemployment rate


un = natural rate of unemployment


v = supply shocks (for example, higher energy costs)

Assume that πe  = zero and v = zero and un = 6%. 

2.
If deflation is 2% (due to falling aggregate demand), the cyclical unemployment rate is 10%.
(a) True

(b) False

3.
Which of the following statements is false?

(a)
If the growth of output is less than the growth of labour, it means the growth of labour-productivity is negative.

(b)
Lower pay-roll taxes will decrease structural unemployment rate.
(c)
Employment subsidy will reduce frictional unemployment rate.

(d)
Higher payroll taxes will cause a leftward shift of the labour-demand curve.

4.
Which of the following statements is false?
(a)
If the prices of the substitutes (alternative energy sources) decrease, it will lead to lower demand for oil.

(b)
Speculation or expectation that future price will decrease will cause a higher current demand for oil.

(c)
Economic growth (both in developing economies and developed economies) will cause a higher demand for oil.

5.
Which of the following statements is false?

(a)
Higher extraction and exploration costs will cause a leftward shift of the supply curve of oil.

(b)
Output restrictions by OPEC and non-OPEC countries will cause a leftward shift of the demand curve for oil.

(c)
Natural disasters and wars will cause a leftward shift of the supply curve of oil.
6.
Which of the following statements is false?

(a) Demand for oil is likely to be more elastic in the short-run.

(b) Higher wages and higher input prices will cause a leftward shift of the supply curve of oil.

(c) Oil price cannot be forecasted accurately.

7.
Which of the following statements is false?

(a) Higher the income-inequality, lower the economic growth.
(b) Higher population growth rate leads to lower capital/labour ratio and lower labour-productivity.

(c) According Denton and Spencer, the growth rate of labour force will be below the growth rate of population in Canada after 2011. As a result, we may see declining labour productivity. To achieve 1% gain in per capita output in Canada, we will need sizeable gains in labour-productivity.
(d) Lower the SPOP, lower is the growth of GDP.
8.
Consider Porter’s Diamond Analysis and select the condition which was not related to the Diamond Analysis:

(a)
Quantity and quality of human resources, physical resources (land, water, forests, natural resources)
(b)
Knowledge resources (scientific, technical, market knowledge and education)
(c)
Chance factors and government subsidies to promote competition
(d)
Infra(structural resources (transportation, communication, and health care)
9.
Which of the following statements is false?
(a)
The use of corn for ethanol led to decrease in the supply of corn in the food market.

      (b)
Lower the absolute price-elasticity of demand for food, larger will be the food-price-fluctuations as we experience supply fluctuations.


      (c)
To avoid food crisis in food-insecure economies, we need a viable as well as equitable food distribution and also anti-hoarding and food rationing policy.
(d) 
According to Jeff Rubin, skyrocketing oil prices, not sub-prime lending, caused recession. As a result, we will see the end of globalization. Rubin’s forecast was found to be accurate.
10.
Which of the following statements is false?

(a)
If Okun’s Law is correct, then 15% unemployment above the natural rate of unemployment will lead to 30% loss of real GDP.

(b)
Consider the Phillips curve equation of π = - 0.5[U – UN] along with Okun’s Law. If expected inflation is zero and if there are no materials-price-shocks, then disinflation of 1% will cause loss of GDP by 4% in the short-run. 
(c)
Natural rate of unemployment = Structural unemployment + Frictional unemployment + Cyclical unemployment.
11.
Which of the following statements is false?

(a)
While cyclical unemployment rate fluctuated over time, the natural rate of unemployment did not increase during the span of last 30 years.
(b)
In a competitive market where wages are flexible and where demand for labour equals supply of labour, there will be zero structural unemployment.

(c)
Three causes for increases in structural unemployment over time are increases in minimum wage, increases in unionized wages and increases in efficiency wage.
12.
Which of the following statements is false?

(a)
In comparison to USA, Canada had lower unemployment rate during the Great Depression.

(b)
NBER relies on payroll survey as a source of data on economy-wide unemployment, rather than household survey. Although the household survey is a large well-designed probability sample of U.S. population, its estimates of total employment appear to have more random movements than those from payroll survey.
(c)
Falling stock market-price is a reliable indicator of recession.

13.
When we consider economy’s production function as Y = L0.7K0.3, then: 
∆Y/Y = 0.7∆L/L + ∆K/K 

(a) True

(b) False

14.
Which of the following statements is false?

(a)
According to Andrew Sharpe, it was the fall in labour productivity growth in manufacturing that accounted for all of the slowdown in business sector productivity growth in Canada in the recent past. According to Industry Canada calculations, the level of business sector labour productivity in Canada was about 95% of the level in the United States in 2007.
(b)
High investment is associated with high income per person and high rate of population growth is associated with low levels of income per person.

(c)
The capital intensity per labour is lower in Canada than that in USA.
15.
Which of the following statements is false?

 (a)
High investment is associated with high income per person and high rate of population growth is associated with low levels of income per person.

(b)
If capital lasts longer, then labour-productivity will be higher in Solow growth model.
(c)
In Solow’s growth model, the main driver of growth in labour productivity is the growth of capital per labour, which in turn depends on growth of consumption per labour.

Answer Question #16 on the basis of the following short-run Phillips curve (SRPC) with zero expected 
inflation.

16.
When we examine the above graph, we can conclude that:

(a)
With 2% deflation (due to adverse aggregate demand shocks), the cyclical unemployment will be - 4%.
(b)
With 2% deflation (due to adverse aggregate demand shocks), the unemployment rate will increase to 10%.

(c)
The slope of the above Phillips curve is indeterminate.

(d)
The structural unemployment rate is 6%.

17.
Which of the following statements is false?

(a) Real GDP showed negative change in the 4th quarter of 2008 and also in the 1st quarter of 2009. 

(b) The output gap showed negative change in the 4th quarter of 2008 and also in the 1st quarter of 2009.
(c) Since asset-backed securitization and mortgage-back securitization caused recent financial crisis, Mark Zandi suggested that securitization should be abolished.
18.
Which of the following is false? 

(a)
In order to alleviate food-shortages and promote sustainable agriculture, 
the World Bank, IMF and other global institutions need to pump huge 
sum of money into agricultural sector in developing economies.
(b)
The food crisis in 1972 was related to supply-side effects and droughts. 
The recent food crisis is more of a result of diversion of crops such as corn 
to biofuels production.

(c)
In developing economies, the rate of return in agriculture is greater than 
the rate of return in manufacturing.

(d)
Since the demand for oil is price-inelastic, supply-volatilities can cause 
greater price-fluctuations.


Answer Question #19 on the basis of the following:

Y = AL0.6K0.4


Labour productivity = Y/L = y

19.
Examine the following statements:

#1: 
If the growth of Y is 3%, the growth of L is 2% and the growth of K is 


3%, then the growth of total factor-productivity (∆A/A) is 0.6%.


Canada’s relative level of total factor productivity was always lower than 


than that of USA.


#2:
If the growth of total factor productivity is 0.6%, the growth of L is 2% 


and the growth of K is 3%, then the growth of labour productivity is 0.4%.

(a) Both statements are true.

(b) Both statements are false.

(c) Only statement #1 is true.

(d) Only statement #2 is true.

20.
Which of the following statements is false regarding Solow’s growth model in a 
closed economy?

(a)
Higher marginal propensity to save leads to higher labour-productivity.


(b)
Higher capital-labour ratio leads to higher labour-productivity.


(c)
Lower population growth-rate leads to higher labour-productivity.

(d)
Investments per labour exceeding the savings per labour will lead to higher labour-productivity.
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1. C

2. B
3. C
4. B
5. B
6. A
7. A 

8. C
9. D
10. C

11. A
12. C
13. B
14. A
15. C
16. B

17. C
18. C
19. C
20. D
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