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1) Briefly explain whether production of each of the following goods is likely to fluctuate more or less than real GDP during a business cycle:
A) Ford F150 trucks
	fluctuate more: durable goods are bought relatively more during expansions and relatively less during recessions
B) McDonald’s Big Macs
	fluctuate less: nondurable
C) Whirlpool washing machines
	fluctuate more: durable
D) Huggies Diapers
	fluctuate less: nondurable
E) Boeing passenger aircraft
	fluctuate more: durable

2) State whether you agree with each statement and explain why.
A) Graduate school applications should increase during recessions.
	Agree. Increased unemployment will give people more time to go back to school and will force people to learn new skills (obtained through education).
B) Firm investments increase when household savings increase. 
	Agree. Household savings provides the funds that firms borrow and use for investment.

3) Briefly explain if the following policies are likely to increase the long run rate of economic growth in the United States.
A) Congress passes an investment tax credit, which reduces a firm’s taxes if it invests in new capital.
	This will increase growth because it will lead to more capital per worker.
B) Congress passes a law that allows taxpayers to reduce their income taxes by the amount of state sales taxes they pay.
	This is not likely to increase growth because it will mainly affect consumption. However, it could affect investment if consumers decide to save a portion of their tax savings.
C) Congress provides more funds for low-interest loans to college students.
	This will increase growth because it will lead to more human capital and possibly more technological innovation. 
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