EC 151 Homework 1

Due September 23rd in class
1) The number of people worldwide living on less than one dollar per day can be calculated using either market exchange rates or purchasing power exchange rates. Which will be larger? Explain why.

2)  Between 1970 and 2005, China’s GDP per capita grew at an average rate of 7.3% per year while GDP per capita in the United States grew at an average rate of 2.2%. In 2005, U.S. GDP per capita was $36,806 and Chinese GDP per capita was $5,955. Assuming that the two countries continue to grow at these rates, in what year will China overtake the United States in terms of

GDP per capita?

3)  3.3 (Chapter 3, problem 3 in Ray)
4) The following tables show data on investment rates and output per worker for three pairs of countries. For each country pair, calculate the ratio of GDP per worker in steady state that is predicted by the Solow model, assuming that all countries have the same values of A and d and that the value of alpha is 1/3. Then calculate the actual ratio of GDP per worker for each pair of countries. For which pairs of countries does the Solow model do a good job of predicting relative income? For which pairs does the Solow model do a poor job?
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5) 3.8
