Textbook Question Solutions: Chapter 1

Questions for Review

7.
The trend in a series is a smooth curve fit to the data. The business cycle component is equal to the actual series values minus the trend values.

9.
A model must be simple to capture the essential features of the world that are relevant to problems at hand.

10.
No.  Exact descriptions of reality are too complicated to provide useful results.

11.
The consumers and firms that interact in the economy.

The set of goods that consumers wish to consume.

Consumers’ preferences over goods.

The technology available to firms for producing goods.

The resources available.
Problems

1.
Calculating Growth Rates


Data:

	
	Year


	Real Per Capita GDP

	
	1950
	$11 037

	
	1960
	$13 356

	
	1970
	$18 312

	
	1980
	$23 697

	
	1990
	$27 686

	
	1995
	$28 431

	
	1996
	$28 582

	
	1997
	$29 480

	
	1998
	$30 412

	
	1999
	$31 786

	
	2000
	$32 921

	
	2001
	$33 080



a.)
Actual Percentage Growth Rates, 1996-2001

	
	Year


	Real Per Capita GDP
	% Growth

	
	1995
	$28 431
	

	
	1996
	       $28 582
	0.53%

	
	1997
	$29 480
	3.14%

	
	1998
	$30 412
	3.16%

	
	1999
	$31 786
	4.52%

	
	2000
	$32 921
	3.57%

	
	2001
	$33 080
	0.48%



b.)
Approximate Percentage Growth Rates, 1996-2001

	
	Year


	Real Per Capita GDP
	% Growth

	
	1995
	$28 431
	

	
	1996
	       $28 582
	0.23%

	
	1997
	$29 480
	1.34%

	
	1998
	$30 412
	1.35%

	
	1999
	$31 786
	1.92%

	
	2000
	$32 921
	1.52%

	
	2001
	$33 080
	0.21%


The approximation is close.  The approximation works well for small percentage changes.


c.)
Actual Percentage Growth Rates for Decades, 1950-2000

	
	Year


	Real Per Capita GDP
	% Growth

	
	1950
	$11 370
	

	
	1960
	$13 356
	17.47%

	
	1970
	$18 312
	37.11%

	
	1980
	$23 697
	29.41%

	
	1990
	$27 686
	16.83%

	
	2000
	$32 921
	18.91%



Approximate Percentage Growth Rates

	
	Year


	Real Per Capita GDP
	% Growth

	
	1950
	$11 370
	

	
	1960
	$13 356
	6.99%

	
	1970
	$18 312
	13.71%

	
	1980
	$23 697
	11.20%

	
	1990
	$27 686
	6.76%

	
	2000
	$32 921
	7.52%


The approximation errors are larger because the growth rates are larger.  Note that the approximation formula actually calculates the continuously compounded growth rate.


d.)
Growth is fastest in the 1960s.  Growth is slowest in the 1950s.

