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Econ 261

Fall 1994

Pernecky
Final Exam

The number of points each question is worth out of atotal of 300 pointsisindicated in
()’snext to each question.

On graphs, remember to label all equilibrium values, axes, and curves.

On multiple choice, circle the letter of the best answer.

(75) 1. Assumethat, as part of an industrial policy, firms were to receive an investment
tax credit if they were to buy some new type of capital (thus increasing investment).

Graphically depict the impact on the following:

a A product market in which suppliers buy the new capital (according to
“Real Business Cycle’ theory).

b. An IS/LM diagram and a labor market diagram (both according to
“Keynesian” theory).

C. A loanable funds market diagram and production function (both according
to “ Supply-Side’ theory).



(75) 1. Theincrease in both the discount rate and the target for the federal fundsratein
November was largely unanticipated. Graphically depict the impact this reduction in the
money supply would have on:

a A labor market, a production function, and a short-run Phillips curve (all
according to “Rational Expectations’ theory).

b. An IS/LM diagram and a short-run Phillips curve (both according to
“Keynesian” theory).



(75) 1. President Clinton increased the top income tax rate in his first budget in order to
reduce the deficit. Graphically depict the impact of an increase in the average personal
(household) income tax rate on:

a The labor market and the Laffer curve (both according to “ Supply-Side”
€conomics.

b. The income/expenditure diagram, the ISLM diagram and the labor market
(al according to “Keynesian” theory).

(5) 4. Which of the following schools of thought assume that expectations can be
modeled as “ adaptive’?

a Real Business Cycle theory

b. Rational Expectations theory

C. New Keynesian theory

d. Monetarism

(5) 5. Which of the following schools of thought assume that sticky wages generate
involuntary unemployment?

a Rationa Expectations theory

b. New Keynesian theory

C. Keynesian theory

d. Real Business Cycle theory

(5) 6. Which of the following schools of thought would be opposed to a* Constant
Growth Rule” for the money supply?

a Rational Expectations theory

b. Monetarism

C. Post Keynesians



d. None of the above

(5) 7. Which of the following schools of thought would be opposed to the idea of a
“Natural Rate of Unemployment”?
a Rational Expectations theory
b. Monetarism
C. Post Keynsians
d. None of the above
(5) 8. According to “Ricardian Equivalence’:
a an increase in government spending will have no effect on real output
b. an increase in government spending is matched by areduction in
consumption plus investment

C. areduction in taxes will have no impact on aggregate demand
d. all of the above

(20) 9. Briefly explain the following rationales for the “ efficiency wage effect” (i.e.
where wages are a positive function of productivity).

a shirking

b. adverse selection

(30)10.Briefly describe how the following would respond to the statement, “Price
changes follow from nominal wage changes; nominal wage changes do not result
from price changes.”

a Post Keynsians

b. Rational Expectations theory
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