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Quiz Date: Friday, January 19th (at the beginning of class) 
  
 
You must show your work for credit and answer in complete sentences when appropriate 
(such as when the question asks you to “describe” or “explain”). 
 
 
Comparing GDP Using Purchasing Power Parity 
 
1)  Consider two economies, Richania and Pooristan, which produce and consume only 
bread and buildings.  The table contains price and production data for each country: 
 
Country Bread 

Produced per 
Capita 

Buildings 
Produced per 

Capita 

Price of Bread 
in Local 

Currency 

Price of 
Buildings in 

Local 
Currency 

Richania 150 30 4 100 
Pooristan 25 5 2 10 
 
 

a.  Calculate the level of GDP per capita in each country, measured in its own 
currency. 

 
b.  Calculate the market exchange rate between the currencies of the two countries. 
 
c.  What is the ratio of GDP per capita in Richania to GDP per capita in Pooristan, 

using the market exchange rate? 
 
d.  Calculate the purchasing power parity (PPP) exchange rate between the two 

currencies. 
 
e.  What is the ratio of GDP per capita in Richania to GDP in Pooristan, using the 

PPP exchange rate? 
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Computing Growth Rates 
 
2)  Suppose x grows at 5% per time period (that is, xt+1 / xt  = 1.05), and y grows at 2% 

per time period (that is, yt+1 / yt  = 1.02).  Calculate the per period growth rate of z in 
each of the following cases: 

 
 a.  z = xy 
 b.  z = x/y 
 c.  z = y/x 
 d.  z = x1/2y1/2 
 e.  z = (x/y)2 
 f.  z = x-1/3y2/3 
 
 

 
 

More Growth Rate Calculations 
 
 3)  In 1900 GDP per capita in Japan (measured in year 2000 dollars) was $1433. In 2000 

it was $26,375. Calculate the growth rate of income per capita in Japan over this 
period. Now suppose that Japan grows at the same rate for the century following 
2000. What will Japanese GDP per capita be in the year 2100? 

 
   

 
 
 
Why Do We Care About GDP? 
 
4)  In a speech Senator Robert Kennedy gave when he was running for president in 1968, 

he said the following about GDP: 
 
 [It] does not allow for the health of our children, the quality of their education, or the 

joy of their play.  It does not include the beauty of our poetry or the strength of our 
marriages, the intelligence of our public debate or the integrity of our public officials.  
It measures neither our courage, nor our wisdom, nor our devotion to our country.  It 
measures everything, in short, except that which makes life worthwhile, and it can tell 
us everything about America except why we are proud that we are Americans. 

 
 Wow.  Was Kennedy right? Why should we care about GDP?   What are the 

limitations of using this single measure as the overall well-being of our society? What 
are the strengths? 

 
 
 


