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This is a standard, 3-hour final exam. The 10 multiple choice questions [printed separately] are worth 1.5 
points each, the 12 short-answer questions are worth 5 points each. The total exam will thus be 75 points.

Good practice is to read through the entire exam before you answer any question. Think! – I don’t ask the 
same question twice. All key in to one of our core concepts; look for jargon or examples that point you 
towards the appropriate framework. From your end, use our jargon – show you know how to play the game.

Part II: Short Answer Questions

1. Y  ≡  __ + __ + __ + __ - __ .

2. U is our metric for the health of labor markets. What does it measure, and what does it 
miss?

3. What is π? What does it measure, and what does it miss? 

4. (S - I) + (T - G)  ≡  (X - M). Use this framework to explain “crowding out.”

5. The “multiplier” – what is it, how does it work, when is it relevant?

6. FP: τ, Tr and G. How would you use them to stimulate the economy? which are more (or 
less) effective? 

7. **“MP is flexible but unreliable as a tool for stimulating the economy.” Explain.

8. Rounded off, today short-term interest rates are 1%, inflation is 2% and real growth is 
3%. Is MP “accommodative” or “contractionary”? Why? What might a neutral policy 
look like?

9. We face a tradeoff in that higher output can generate inflation. What are the strengths and 
limitations of this approach? Use appropriate jargon.

10. The Box – the 40-foot shipping container – has raised incomes around the globe. Explain, 
tracing the economic logic and employing appropriate jargon.

11. Y = f (K, L, TFP). Answer ONE of (a) or (b).

a. Insects evolve quickly, a problem for farmers. Bacteria and viruses evolve more 
quickly, a problem for everyone – and no new antibiotic has been found for 3 
decades. So what?

b. “Demography is Destiny.” 

12. Cyclical and structural, rules versus discretion: policymakers are not prescient, are 
subject to group-think and face pressure to prioritize short-run political considerations. 
Bad policy results, and bad macroeconomic policy is extraordinarily costly. One 
workaround is to eliminate discretion by imposing rules for setting policy. 

An example is to adopt a rule that the structural budget deficit be kept within a range of 
±1% of GDP. Compare this with a “balanced budget amendment” that requires the deficit 
be kept at 0% of GDP. What happens in a recession under each rule, and how would FP 
need to respond? 


