Macroeconomic Theory

M. Finkler

Spring 2008

Midterm Examination
Answer question 1, 2 questions in Part II, and 2 questions from Part III. Be sure to show your work.  You are free to use notes, texts, calculators, or any other inanimate devices.  Exams will be collected at 11:00.   Please reaffirm the Honor Code. You have 100 minutes and 100 points; use your time wisely.

“Money, n. A blessing that is of no advantage to us excepting when we part with it.  An evidence of culture and a passport to polite society.  Supportable property.” – The Devil’s Dictionary, Ambrose Bierce

Part I (28 points)

1. Use the following version of Model 1.

W/P =Z–d1*L–d2*T+d3*K  
(1)


Endogenous
    Exogenous
Ls = So + s1*(W/P)

(2)


W, P, L, Ls, Y,    Z, T, M, G, 


L = Ls



(3)


AD, C, I
    So, K, k, Co

Y = 100*L.75*K.25

(4)





M/P = k*AD


(5)


Y = AD


(6)


AD = C + I + G

(7)


C = Co + c1*(Y-T)

(8)


0 < c1 < 1
a. (4) Determine the reduced form equation for employment.

b. (4) Determine the reduced form equation for real wages.

c. (4) Derive the aggregate supply curve and indicate its slope.

d. (8) Show how a decrease in taxes would affect Y, L, P and I.

e. (8) Show how an increase in governmental purchases would affect Y, L, P, and I.

Part II
Answer 2 of the following 3 questions (20 points each)

2. Consider the following diet as a representation of goods consumed by the average British consumer.  Use these data to answer parts a – c.

	Year
	Steak (pounds)
	Eggs (dozen)
	Ale (pints)

	
	Price
	Quantity
	Price 
	Quantity
	Price 
	Quantity

	1998
	8 £
	10
	2 £
	10
	1 £
	20

	2008
	12 £ 
	10
	2.5 £
	12
	2 £
	15


a. (8) Compute the growth in prices from 1998 to 2008 using a Laspeyres index. 

b. (8) Compute the growth in prices from 1998 to 2008 using a Paasche index 

c. (4) Calculate the chain weighted increase in prices between 1998 and 2008.

3.
Use the data in the following table on Japan to answer the indicated questions.

Exchange rates in Yen / Currency unit

	Percent of Trade
	Country
	1995
	2000
	2008

	30%
	United States (yen/$)
	103
	118
	100

	30%
	China (Yen/ yuan)
	12.4
	14.2
	14.3

	40%
	Europe (Yen/euro)
	70
	110
	160


a. (10) Calculate the trade weighted exchange rate for each year relative to 1995.

b. (10 Based on the following data discuss how Japan’s real exchange rate with the United States changed from 1995 to 2000 to 2008.

	Country
	Increase in Prices 1995 to 2000
	Increase in Prices 2000 to 2008

	Japan
	2.5%
	-1.8%

	United States
	13%
	22%


3. Use the following data on Thailand’s Economy to part a below.

	GDP
	I
	C
	G 
	eX
	Im
	S
	T

	200B
	60B
	 95 B
	40B
	75B
	Determine
	62B
	Determine


a. (10)  Determine private savings, the trade balance, and capital inflows or outflows.

b. (10)  Assume that the Thai economy is a small open one.   How would a decrease in domestic investment affect net exports, the real exchange rate and capital inflows or outflows? (Provide appropriate graphics to support your answers.)

Part III.  Answer two of the following questions (16 points each)

4. The popular press uses one particular unemployment rate to describe the character of the labor market.  Many economists believe that these data are uninformative.  Cite three indicators that you would use to explain the state of the labor market.  Carefully explain your choices.

5. In its 2008 annual report, Council of Economic Advisors characterizes the long term growth of the U.S. economy.  Briefly summarize its forecast and identify any critical assumptions.  Explain why you would tend to support or not support its forecasts.

6. In contrast with the Devil’s Dictionary definition cited above, money plays a central role in industrialized economies.  Present two separate measures of the stock of money and explain why each measure is useful.  Explain why central bank control of the stock of money may not lead to control of the (real) economy.

