Homework #1
Economics 1022
Macro economics

1. You bought an old car a couple years ago for $1,000 and put about $5,000 of parts and labour into improving it.  You sold it yesterday for $3,000.  How does this sale affect GDP? Explain.

2. After reading a report that says that around 70% of Canadian GDP is consumption, your friend states, “spending 70% of GDP on consumption is a lot.  All people care about is buying stuff, consuming stuff, and accumulating stuff.  We would be much better off if we spent our money on services or experiences.” Identify your friend’s misunderstanding of GDP.

3. Vinny and Sandra have just had their first baby and need to decide about how to handle work and childcare responsibilities.  Explain how each of the options below will affect measured GDP, relative to when they both worked full time and had no child-care responsibilities. 
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a. Both Vinny and Sandra will return to work, and pay a child-care provider $600. Per week to care for their child.
b. Both Vinny and Sandra will return to work, while Sandra’s mother takes care of their child without financial compensation.
c. Both Vinny and Sandra will return to work, while Vinny’s brother takes care of their baby.  They’ll pay him $600. A week to care for their child, but neither they nor Vinny’s brother will report those payments to the Canada Revenue Agency.
d. Vinny and Sandra will each return to work part time, and split child-care responsibilities
e. Vinny will stay home to care for the baby, while Sandra returns to work full time.


4. Identify the limitation of GDP relevant to each scenario

a. Environment Canada reports that a “dead zone” of low oxygen that can kill fish and marine life in Lake Eerie has doubled in the last ten years
b. The World Bank reports that in 2015 the income share held by the lowest 10% of the U.S. population was 1.7%, The income share held by highest 10% of the population was 30.6%
c. Data from the Pew Research Center shows that one-in-five parents are stay at home moms or dads.
d. U.S. GDP per person is around 15% higher than Netherlands GDP per person. However, in the United States, people work about 26% more hours than people in the Netherlands.
e. Most internet searches (86.5%) occur via Google, Google Maps, or Google Images, all of which provide search results for free. 
5. Compare and contrast the microeconomic forces of demand and supply with the macroeconomic forces of aggregate demand and aggregate supply. How do the opportunity costs of buyers in the micro context of a single market (for example, buyers of gasoline) compare to the opportunity costs of all buyers in the macro context of aggregate demand?

6. How do businesses change their prices at different levels of output, and how does this lead to an upward-sloping aggregate supply curve?


7. What changes to the economy will lead the aggregate supply curve to shift?  What changes will lead to a movement along the aggregate supply curve? Provide a few examples to illustrate your answer. 

8. Explain why, in the long run, a change in prices has no impact on output.  What impact does aggregate demand have in determining output in the long run?


9. For each of the following, forecast how prices and output will change by drawing and AD-AS graph, and explain your answers using the step by step method to forecast macroeconomic outcomes.

a. The latest data on consumer confidence indicate that consumers have become pessimistic about the future of the economy and are therefore spending less
b. Innovations in solar cell technology cause energy prices to decline across the country.
c. The federal government passes a new bill that dramatically increases government spending on the military
d. The Mexican government eliminates the tariffs it charges on goods exported from Canada
e. Top executives report that they’re quite uncertain about the future, as trade deals with the country’s largest trading partners are being renegotiated and remain in flux
f. Automation by the largest shipping and transportation companies have significantly decrease the transportation costs for businesses across the country.
