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SEMESTER 2   EXAMINATIONS – 2013 

 

 
ECON41620 

 
MA Advanced Macroeconomics  

 
 

Professor Cillian Ryan 
 

Professor Paul Devereux 
 

Professor Karl Whelan* 
 
 
 

Time Allowed: 2 Hours 
 
 

Instructions for Candidates 
 

This exam has three sections. 
The first section is worth 25% and requires 3 questions from 6. 
The second section is worth 25% and requires 1 question from 3. 
The final section is worth 50% and requires all 3 questions to be answered. 
If you answer more than the required number of questions, all answers will be 
graded and the best answers counted. 

 
 
 

Instructions for Invigilators 
Foreign language/English dictionaries are permitted. 

Scientific calculators are permitted 
Programmable calculators are not permitted 
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SECTION A (25 Points) 

 

Question 1: Discussion Questions 

Write a short discussion on three of the following topics. 

(a) Solution methods for systems of equations in rational expectations 

models. 

(b) Precautionary savings 

(c) The natural rate of interest 

(d) Interest rate risk spreads and sovereign default. 

(e) The relationship between asset growth and leverage growth for 

banks. 

(f) Macroprudential regulation. 

 

 

 

 

SECTION B (25 Points) 

 

Question 2: Paper Discussion  

Discuss one of the following three papers  

 

(a) Lutz Killian. “Not All Oil Price Shocks are Alike: Disentangling Demand  

and Supply Shocks in the Crude Oil Market” 

(b) Robert J. Gordon: “The History of the Phillips Curve: Consensus and 

Bifurcation” 

(c) Joseph Stiglitz and Andrew Weiss. “Credit Rationing in Markets with 

Imperfect Information” 
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SECTION C (50 Points) 

Answer All Questions (Which Are Weighted Equally) 

 

Question 3: VAR Models 

Consider the structural VAR model 

              

where the    are structural shocks with an unspecified covariance structure.  

 

(a) What kind of assumptions need to be made for us to identify the 

structural shocks    and their effects?  

(b) Describe how you would go about implementing a recursive 

identification (Cholesky decomposition) within this structure. 

(c) Briefly discuss the Bayesian approach to estimating VAR models. 

(d) Compare and contrast VARs and DSGE models as tools for forecasting 

and policy analysis. 

 

Question 4: The RBC Model 
 
Consider an economy in which a social planner wishes to maximise 

   ∑  
 

   

 (
    
   

   
      ) 

where tC  is consumption, tN  is hours worked, and  is the representative 

household’s discount rate.  The social planner faces the constraint 

      (   )           
   

    

(a) Show how to derive the first-order conditions for this problem. 

   

(b) Show how to log-linearise one of the first-order conditions around a no-

growth steady-state path. 
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(c) How does the RBC modei do in terms of explaining the observed 

dynamics of output? What kind of elements can be added to improve 

the model? 

 

 

Question 5: The New Keynesian Model 

Consider the three-equation New-Keynesian model  

           +       

           (            
 ) 

      
            

 

(a) What do the terms in these equations represent? What do the 

equations mean and, roughly, how were they derived? 

(b) What properties must the interest rate policy rule have for this model to 

have a unique stable equilibrium? 

(c) Discuss the empirical fit of the behavioural equations in this model. 
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End of Paper 


