Assignment No. 2

. Using an Internet mapping page (an example is mapguest.com), creste amap of your
neighborhood and answer the following questions:
a. How isthe map like amodd?
b. What are the limitations of the map?
c. Could you use this map to determine change in devation in your neighborhood?
Distance from one place to another? Traffic speed? What do your answers suggest
about what to consder when using a map or amode ?

. The Economic Report of the President contains satistical information about the econony as
well asthe Council of Economic Advisers analysis of current policy issues. Find arecent copy
of thisannua report at the library and read a chapter about an issue that interests you.
Summearize the economic problem at hand and describe the council’ s recommended policy.

. Would you expect economists to disagree less about public policy as time goes on? Why or
why not? Can their differences be completely diminated? Why or why not?

. Please write brief but complete answers:

a  What isthe basic economic problem?

What three problems must any economic system solve?

How does capitalism solve these three problems?

How does Soviet-style sociaism solve these three problems?

Can you think of any reason inherent in a centrally planned economy (Soviet-gyle
socidism) that would make innovation difficult? Can you think of any reason inherent in
acapitaist country that would foster innovation?
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. Why do most economists oppose trade restrictions?

. STATA exercise

a  Gototheweb gte of the Federd Reserve Bank of Sant Louisand look for the FRED
database (www.stls.frb.org). Download the series of quarterly datafor US Redl Gross
Domedtic Product in Chained 1996 dollars, from 1950:1 to 2001:1.

b. Plot the seriesagang time.

c. Compute the series of naturd log of GDP and do atime plot for it. Compare this graph
to the previous one.

d. Decompose the GDP seriesinto trend and cycle using alinear determinigtic trend
modd, i.e runthefollowing regresson: y; = a+bt + e, Now use your estimates
and fitted vaues to find the trend and the cycle of the origina series (NOTE: Define the
trend as the fitted values of the regression above (at+bt) whereaand b arethe OLS
edimatesfor a and b and define the cycle asy; minusthetrend.)

e. Pot inthe same graph the trend (predicted vaues) and the origina data againgt time.

Plot the cycdle againgt time. What can you say about the sationarity of the cycle

(detrended) series?

o



