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Homework 7
Due Wednesday, November 22
1. How is Gross Domestic Product defined?  Define each part of the definition.

2. What is the national income accounting identity?  Why is this an identity?

3. What is the difference between nominal and real GDP?  Why is it important to compare real GDP over time?

4.  What factors explain the growth in a nation’s GDP?  Is growth in GDP the same as “development”?

5. How is the consumer price index (CPI) calculated?  How does it differ from the GDP deflator? List and explain three problems in measuring the cost of living with the CPI.

6. Visit the web page for the national debt clock at http://www.brillig.com/debt_clock.  How has the national debt risen over time? (hint: it’s a FAQ on the web site).  Should the debt be compared to the level of GDP, as in the text?

7. What effect does a budget deficit have on national savings?  What effect does this have on investment?  Use a graph of the supply and demand for loanable funds in your answer.

8.  Using a graph, illustrate how an increase in the demand for loanable funds affects the interest rate.
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