Use the following data to answer questions 1-3 (be sure to provide all calculations).

	.
	Quantities Produced
	Prices

	.
	CDs
	Tennis Racquets
	CDs
	Tennis Racquets

	Year 2004
	100
	200
	20
	110

	Year 2005
	120
	210
	22
	120


1. Calculate real GDP for 2004 and 2005 using 2004 prices. By what percent did real GDP grow?

2004 Nominal GDP (100CD’s X $200.00/CD’s) + (20 racquets X $110.00 /Racquets) =                                $20,000.00          +        $2,200.00         =$22,200.00     

2005 Nominal GDP (120 CD’s X $210.00cd’s) + (22 Racquets X $120.00/Racquests) =                             $25,200.00          +          $2,640.00       = $27,840  

2005 real GDP    (120 CD’s X  $200.00/CD’s) +(22 Racquets X $110.00 /Racquets)  =                                 $24,000.00          +            $2,420.00       =  $26,420

The real GDP for 2005 is $22,200.00.  The real GDP for  2005 is 26,240 = .89099099 = 89.%
2. Calculate the value of the price index for GDP for 2005 using 2004 as the base year. By what percent did prices increase?

Value of GDP deflator in 2005 = 100 X  [nominal GDP in 2005)/real GDP in 2005)]

100 X (27,840/26240) = 100 x1.06 = 106
The percentage of the increase is [(106-100)/100] = .06 or 6% 

3. Now calculate real GDP for 2004 and 2005 using 2005 prices. By what percent did real GDP grow?

100 x ($22,200.00  -    26,420) = 100x4220 = 
Review the GDP information for the past few years from the Bureau of Economic Analysis's Website. Provide a brief summary of the GDP trends over that timeframe and discuss two or three events which may have caused these trends.

GDP growth was negative in two quarters of 2001, primarily because of the effects of the decline in the stock market and the September 11 attacks.  Economic activity began to pick up in 2002 because of a rapid decrease in interest rates, but fears of war with Iraq hurt economic activity in late 2002 in early 2003.  An apparently easy victory in Iraq, combined with continued strong growth in housing sales, led to rapid growth throughout the remainder of 2003 and early 2004.  A slowdown in consumer spending, perhaps because of fears of job insecurity, has decreased the rate of growth during the most recent quarter.

