
ECON7040 Week 8 Tutorial
1. A US owned oil company has discovered oil in the Great Australian Bight. It spends $AUD 
250 million on imported equipment and labour to establish the well, and $AUD 200 million 
on local labour and equipment. 

During operation, the well produces and exports 400,000 barrels of oil per year, worth $USD 
61 each. Local wages and during operation are $10 million per year

a) What is the effect on the four main aggregate output measurements in both the construction 
and operating phases of this project?

b) After some years of operation, the oil well operation is sold to an Australian owned company. 
What is the effect of this asset exchange on Net National Income, and Real Net National 
Disposable Income (RNNDI)?

2. Demonstrate that data on an economy with constant factor shares with always 
mathematically approximate a production function?
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https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0ahUKEwjAx6_f_KTSAhVEFpQKHbRgB-gQFggkMAE&url=https%3A%2F%2Fwww.aeaweb.org%2Fconference%2F2016%2Fretrieve.php%3Fpdfid%3D1494&usg=AFQjCNEL3LTCkYyo28Fqhy38v9V0VWLC3w&sig2=rpz0feti1L_2myORnVxZlQ


One of the great puzzles of macroeconomics is whether measured productivity has any useful 
meaning terms of helping to understand how economies grow and develop. One criticism is that 
when you attempt to measure the economy a model of a production function fits the data very well, 
which has been taken as support that the production function, and the underlying productivity 
component of it, are real features of the economy that objectively exist.

This is not the case. 

In fact, the data fits the production function view because of the way the data is constructed 
through national accounting systems. That is, the model fits the data because the data has been 
created based on the model!

The following is a demonstration that the national accounting data on wages and labour, profits and 
capital, is essentially a representation of a production function. You do not need to fully understand 
this. It is simply a learning exercise to help you become more critical of economic data and help 
your thinking as you produce the first part of your assignment. 

Recall that by definition, the market (non—government) income of the economy is the wages plus 
capital income (profits).

Using two arbitrary quantity indices, L and K, we can derive factor price values ω and r, 
respectively. 

Substituting we get

And in per worker form (per L) we get

Where  is the output per worker ratio, and  is the capital per worker ratio.

Define the profit share of output as , and the share of wages as we can differentiate w.r.t. 
time �  the above. 

Divide through by  to get growth rate, and add some constants to each term.

We then replace the wages share,  , and capital share,  ,with fixed terms (that 
add to one).  We also replace each terms with its rate of growth (denoted with hats). 
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ṙk

q

r

r
+

k̇r

q

k

k
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We gather terms into a common variable

Which give us

And then we integrate w.r.t. time, and take anti-logs, we get

Plus a constant of integration. Then multiply by labour index, L to get

One interesting question is how constant the wages and profits shares of income are. We can refer 
to Bill Mitchell here. 

3. Using the ABS website, find the CPI basket weights for the 15th to16th data series.  
 
a) What where two major changes between then 15th and 16th series in terms of coverage and 
therefore basket weights?
b) What do you think the effect has been on the bias in the index?

Sources:
http://www.abs.gov.au/ausstats/abs@.nsf/Lookup/6470.0Appendix42011 
http://www.abs.gov.au/ausstats/abs@.nsf/Lookup/6470.0Appendix32011 
http://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/6471.0Main+Features12011?OpenDocument 
http://www.abs.gov.au/ausstats/abs@.nsf/mf/6461.0?OpenDocument 

Â ⌘ !̂(1� ↵) + r̂↵
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http://bilbo.economicoutlook.net/blog/?p=29625
http://www.abs.gov.au/ausstats/abs@.nsf/Lookup/6470.0Appendix42011
http://www.abs.gov.au/ausstats/abs@.nsf/Lookup/6470.0Appendix32011
http://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/6471.0Main+Features12011?OpenDocument
http://www.abs.gov.au/ausstats/abs@.nsf/mf/6461.0?OpenDocument

