Macroeconomic Theory

Spring 2007

M. Finkler

Midterm Exam #1

Do Part I, two questions in Part II, and two questions in Part III. Be sure to show your work.  You have 90 minutes to complete the exam.  You may use any inanimate objects you choose.  Please reaffirm the Honor Code.  Use your time wisely.

“Facts are stubborn things, and whatever may be our wishes, our inclinations, or the dictates of our passions, they cannot alter the state of facts and evidence.” – John Adams
Part I – Variation of Model 1

1. (30 points) 
Use the following version of Model 1. Algebraic results would be preferred; though graphics consistent with the algebra would be ok.
W/P = d0 – d1*L + d2*K + d3*RM 
(1)
Endogenous

Exogenous

Ls = so + s1*(W/P)-s2*T

(2)
Variables

Variables


L = Ls




(3)
W, P, L, Ls, Y,  
T, K, RM, G


Y = 100*L.75*K.25


(4)
AD, C, I

k, M

AD = k*M/P 



(5)


AD = C + I + G


(6)


C = .75*Y



(7)


Y = AD



(8)

a. (8) Determine the reduced form equations for employment and real wages

b. (4) Determine the aggregate supply curve and indicate its slope.

c. (2) Determine the reduced form statement for GDP (Y).

d. (8) Indicate how an increase in taxes (T) would affect Y, L, and P. 

e. (8) Indicate how a decrease in oil availability (RM) would affect Y,L, & P.

Part II - Answer two of the following three questions. (Each counts 15 points.)

2.
Use the data in the following table to answer a – c.

	Year
	Cars
	Music CDs
	Entertainment

	
	Price
	Quantity
	Price 
	Quantity
	Price 
	Quantity

	1996
	$10,000
	100
	$20
	10,000
	$25
	5,000

	2006
	$14,000
	110
	$12
	20,000
	$50
	6,000


a.
Compute the growth in output from 1996 to 2006 using the Laspeyres index approach.

b.
Compute the growth in output from 1996 to 2006 using the Paasche index approach.

c.
Calculate the chain weighted growth in output from 1996 & 2006.

3.

Calculate the unemployment rate, the employment rate, the employment ratio the labor force participation rate, and the severity index from the data (from Denmark in 2002) in the table below.   

	Civilian non-institutional Pop
	Civilian Labor Force
	Employment
	Unemployed 15 weeks or longer
	Mean Duration of Unemployment

	3,510,000
	2,892,000
	2,782,000
	 39,600
	14.9 weeks


4.

Consider the data (in billion $) for Japan in 2005 listed in the table below  

	GDP
	I
	C
	G 
	eX
	Im
	S
	T

	4,500
	1,000
	2,500
	1,000
	Determine
	450
	Determine
	800


a. Determine private savings, the trade balance, and capital outflows.
b. What are the possible sources crowded out (in terms of Model 1) as a result of expansionary fiscal policy?  
Part III – Answer two of the following three questions.  (Each counts 20 points.)

5.
In its March 2007 Employment Situation report, the Bureau of Labor Statistics noted that “nonfarm payroll employment rose by 180,000 in March that the unemployment rate was unchanged at 4.4%.”  

a. Explain how each indicator should be interpreted. (Hint: should these results be viewed as good, bad, or indifferent?  Why?)
b. Provide two reasons why each indicator may inaccurately represent the true character of the employment situation.

6.
Proponents of the Neo-Classical Model proclaim that “money does not matter.”

a. Explain what this means.

b. If money does not matter, why are there so many different definitions of money?  Select two such definitions and indicate how they might be informative.

7.
Countries measure their material standard of living in terms of gross domestic product.  

a. State the three ways to calculate the GDP.  Explain why these are consistent with one another.

b. How well does GDP serve as a measure of economic well-being for a non-industrialized (developing) country?  For an industrialized (advanced) country?  Explain the notion of purchasing power parity and indicate whether this notion would yield more accurate measures of differences in well-being between those in poor countries and those in wealthy countries.
