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1 GDP

1. By how much does GDP rise in each of the following scenarios? Explain.

(a) A computer company buys parts from a local distributor for £1 million, assem-
bles the parts, and sells the resulting computers for £2 million.

(b) A real estate agent sells a house for £200,000 that the previous owners had
bought 10 years earlier for £100,000. The agent earns a commission of £6,000.

(c) During a recession, the government raises unemployment benefits by £10 mil-
lion.

(d) A new UK taxi company purchases and imports £50,000 worth of automobiles
from a German company.

(e) A UK store buys £10,000 of Ecuadorean chocolate and sells it within UK to its
consumers for £30,000.

2. ”GDP is not a good measure of well-being. There are many aspects neglected by
GDP that matters for people’s well-being”. Discuss this statement.

3. Below is data for country Alpha in 2010 at current prices (in £).

Consumption = £361,550
Investment = £125,710
Government Expenditure = £88,952
Exports = £146,776
Imports = £155,768

Use this data to complete the table below:
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Table 1: Economic Indicators for Country Alpha

Variable 2010 2011 2012 2013

Nominal GDP (1) 609,319 (7) (11)
Real GDP

(2006 base year)
(2) 528,439 (8) 553,403

nominal GDP growth n/a (3) 0.0695 (12)
real GDP growth n/a (4) (9) (13)

GDP deflator 111.43 (5) (10) 124.99
GDP deflator growth n/a (6) 0.0416 (14)

4. Indian GDP in 2010 was 78.9 trillion rupees, while US GDP was $14.5 trillion. The
exchange rate in 2010 was 45.7 rupees per dollar. India turns out to have lower
prices than the US: the price level in India (converted in US dollars) divided by the
price level in the United States was 0.368 in 2010.

(a) What is the ratio of Indian GDP to US GDP if we do not take into account
the differences in relative prices and simply use the exchange rate to make the
conversion?

(b) What is the ratio of real GDP in India to real GDP in the US in common
prices?

(c) Why are these two numbers different?

2 Unemployment

1. The table below provides information on some labour market characteristics for
Norway and Spain in 2012.

Table 2: Labour market data (in millions of people)

Norway Spain

Population in working age 3.3 36.6
Labour force 2.4 20.6

Employed 2.3 18.3
Unemployed 0.1 2.3

Find for each country:

(a) how many people is out of the labour force,

(b) the participation rate,

(c) the employment rate,

(d) the unemployment rate.
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2. Find data for GDP growth and unemployment for two country of your choice. Using
a spreadsheet, plot the data to find the relationship between unemployment and
output. Compare your results.

3. ”Unemployment is mostly a matter of high and rigid wages. If policy were able to
get rid of wage rigidity, unemployment would be completely reabsorbed.” Discuss
this statement.

4. Suppose the government decides to reform the tax system to reduce the marginal in-
come tax across the board. Explain the effect on wages, the employment-population
ratio, and unemployment.

5. Consider the following policies on unemployment insurance.

(a) The insurance payment would be increased so that it replaced 100% of a
worker’s regular labour income for 26 weeks.

(b) Each worker would be paid a lump sum equal to 10 weeks of his or her labour
income at the start of the spell of unemployment. There would then be no
other payments.

6. Discuss on the importance of unemployment insurance.
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