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1. Give a) three examples of current structural unemployment, and b) explain why structural unemployment increases during recessions, and why in this age of automation cyclical unemployment is growing. C) How can you protect yourself from structural unemployment?
a.  Examples of current structural unemployment
i. Cheap foreign labor
ii. Job skills outdated.
iii. Cut backs in companies during recession eliminate first least needed employees. 
b. Structural unemployment is not directly connected to business cycles. During recession, some people may lose their jobs as a real estate agent due to downturn in the housing market thus leading to increase in structural unemployment. Automation has pushed people out of manufacturing jobs leading to cyclical unemployed. 
c. Always updating yourself with new technology can help in ensuring that one doesn’t face structural unemployment. 
2. Why do we care more about the RGDP than the NGDP? B) Give a quantitative (numerical) example showing the difference. You may use the GDP and CPI numbers of the year before. 
RGDP gives the real growth number subtracting price rise, RGDP gives you the real information of the worth of your money today. NGDP on the other hand shows the growth with taking inflation adjustment into consideration. 
GPD Deflator can be used to show the difference between the Nominal GPD and Real GDP. 
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Example: if nominal GDP is $1,000,000 and real GDP is $500,000, then the GDP deflator will be 200 (GDP deflator = $1000,000/$500,000 * 100 = 200).
Like the CPI, GPD deflator measures the inflation/deflation with respect to specific base year. Moreover, the trends in GPD are similar to CPI, however, GPD deflator is not based on a fixed basket of goods and services and the GDP deflator is allowed to change from year with people’s consumption and investment pattern. 
3. How can you use the example of why Apple has made major moves becoming a show and movie producer and streamer, and why they are moving more into home assistance technology to explain a) opportunity cost and b) the law of increasing opportunity cost?
a. Opportunity cost is cost of what you give up in order to do something else. Apple becoming a show and movie producer and streamer was a move of venturing into products with better returns using their limited resources, thus the opportunity cost. 
b. Law of increasing opportunity cost states that when production of one good increases, the opportunity cost of producing an extra good will increase. Since Apple has limited resources, specializing in goods with better returns and producing more products will increase the opportunity cost of producing an extra product of the same kind (streaming, shows and movie production services). 
4. Why is income inequality the biggest threat facing America today? You must back your answer with legitimate research and statistics. Identify and explain 5 threats caused by income inequality. 
Currently, the income inequality is the biggest threat in America due to the way it’s increasing at an alarming rate. According to U.S. Federal Reserve, the richest 10% saw income increases of 10% while the poorest 20% had their income decreasing by 8% between the year 2010-2013. 
i. High government dependency levels. 
ii. Increase in number of homeless people in streets. 
iii. Low quality of education for the children from low backgrounds. 
iv. Low consumption levels due to high cost of living. 
v. It may lead to several social unrests as the poor people get into drugs and crimes. 

5. What are real wages (show your math) if median weekly earnings = $780, income increases by 0.3 percent, whilst inflation jumps .9 percent?
Real wages = Median income *(1+ income growth rate)/ (1+inflation rate)

Real wages = 780*(1+.3%)	=803.40
Real wages= 803.40 x .9= 723.0.6 after 0.9 inflation.


6. What is the change in real disposable income if in income changes from 47,300 to 48,200 the following year, while the CPI changes from 231.84 to 233.91 respectively?
Initial real disposable income = 48,200- 47,300=900
Change in CPI= 233.91/231.84=1.0089
So, change in real disposable income = 48200/1.0089=$47,774

% change in real disposable income = 

7. With a market basket of $402.17 in 2011 and a market basket of $413.76 in 2012, what is the inflation rate? 

Inflation rate = (Market basket in 2012 – Market basket in 2011)/Market Basket in 2011

Inflation rate = (413.76 – 402.17)/402.17 = 2.88%
8. Using supply and demand analysis explain the following: “The small-scale Kentucky bourbon does not mind testing its customers' loyalty. Van Winkle sells only 7,000 cases each year, enough to let consumers whet their whistles and little else. Bottles of "Pappy Van Winkle" bourbon are notoriously hard to find, and because it sells out so quickly, many liquor store owners keep bottles behind the counter rather that waste shelf space. An added bonus of low production, the owner adds, is never having to worry about being stuck with large inventories in the case of financial downturn.”
Ans: The demand is controlled by the availability, thus producing low quantity of Pappy Van Winkle is a way of increasing demand. This is a way of increasing customers loyalty. 

9. Currently in the US, there is a shortage of EMTs. Using technical economics terms, how would you explain what needs to be done to increase the availability of EMTs?
EMT denotes Emergency Medical technicians. The reason as to why we have less EMTs in USA is because of high demand and less supply in US labor market. In order to increase EMTs, the government should create attractive destinations for the EMTs by providing cheap or free housing, citizenship and planned career grown for EMTs.

10. Explain the graph below as the curves shift from D1 to D2 and from S1 to S2:
[image: http://img.sparknotes.com/figures/0/039bab1e6f1ef2a65b5f4c8ddc66073a/eqshift.gif]
Due to decrease in demand, demand curve moved from D1 to D2 (leftwards). On the other hand, supply curve moved downwards due to reasons such shortages, thus moving from S1 to S2. It makes new equilibrium ofD2 and S2.
11. Using the graph above give a) three variables that would have shifted the demand curve from D2 to D3, and b) three reasons that would have shifted the supply curve from S1 to S2:
a. three variables are: 
i. Discovery of new & Increased benefits of the product 
ii. Increase in income
iii.   Change in taste and preference.   
b. Reasons:
i. Inflation
ii. Shortage of raw inputs
iii. Non favorable government policies
12. Europe is currently is serious fear of deflation. Explain why deflation presents a challenge, and b) why it’s harder to remedy than demand-pull inflation, and c) expand on what the European Union is planning to do about it. 
Deflation causes decrease in prices and it encourages people to spend less as the prices are expected to come down. It will decrease the aggregate demand and thus making economy to face stagnancy. Now, the unemployment rate will also rise, thus, economy facing a vicious cycle of negative chain of actions. Less spending will cause less supply hence causing the layoff of people. The layoff of people will again reduce the demand. So, it becomes a challenge.
Demand pull inflation can only be controlled if policy measures are taken into consideration. However, deflation is a bigger problem due to the nature of its impact to the people. For this matter, people need to save more because the value of money will be high if it is not spent and government face it as a bigger challenge to modify the behavior of the people.
The European Union is planning to increase the government spending and control the interest rate in order to encourage the demand.
13. In your own words, explain fiscal policy and why it’s favored by some. In other words, what do proponents of fiscal policy say about the success of its use?
Fiscal policy is use of government revenues as a way of influencing nation’s economy. According to proponents of fiscal policy. It’s important to have a fiscal policy because it changes the composition of aggregate demand, affects the exchange rates and trade balances and influences aggregate demand for goods and services thus controlling economy. 
14. In your own words, explain monetary policy and why it’s favored by some. Why does some economist prefer it? In other words, how do they justify its use?
Monetary policy is a way in which the central banks and other agencies controls the supply of money in the economy by use of interest rates in order to influence output, prices, and employment in an economy. 
15. Explain why the spending multiplier (M) is crucial to fiscal policy, and b) why Yd is key. 
a. Spending multiplier is crucial to fiscal policy because it is used to determine the efficacy of the expansionary fiscal policy. 
b. Disposable income (Yd)= income(Y)- taxes (d)
[bookmark: _GoBack]Increase in taxes leads to decrease in disposable income and decrease in taxes leads to increase in disposable income. 
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