
Guidelines for Final Exam for Advanced Macroeconomics 
(February 18) 
 
The exam will last for two hours and will have three sections, which will carry 
equal weights: 
 

1. The first section will feature a choice of questions that ask you to discuss 
an important topic from the course. You will be asked to answer 5 
questions from 10.  The 10 questions that appear on the exam will come 
from the list below which will be added to as the term goes on. This will 
count for 40% of the marks on the exam. 

  
2. The second section will feature questions focused on the models 

presented in class with an emphasis on questions that can be answered 
using graphs (though full and complete answers could involve the use of 
equations). You will be asked to pick 2 questions from 4.  The 4 
questions that appear on the exam will come from the list below which will 
be added to as the term goes on. This will count for 20% of the marks on 
the exam. 
 

3. The third section will feature questions focused on the models presented 
in class with an emphasis on questions that can be answered using 
equations. You will be asked to pick 2 questions from 4.  The website 
has a separate hand-out that provides four different questions that 
illustrate the style of these questions. These are just samples. New 
questions will appear on the exam and any of the models described in the 
class could feature. This will count for 40% of the marks on the exam. 
 

If you decide to answer more than the required number of questions, I will grade 
all of them and score you on the best ones.   
 
 
 
Sample Discussion Questions for Section One (More to Be Added) 
 

1. Discuss the theory and evidence relating to the Phillips curve.  

2. Explain the IS-MP curve including the factors that determine its slope and 
position.  

3. How do the public’s inflation expectations and the central bank’s inflation 
target combine to influence actual inflation and output in the IS-MP-PC 
model? 

4. Discuss the arguments for and against having a “tough” central bank that 
raises interest rates aggressively when inflation increases.  



5. Discuss the Taylor principle.  

6. What is the liquidity trap? What policy measures can be taken to get out of 
it?  

7. What is a first-order stochastic difference equation and how do you solve 
them? 

8. Robert Shiller argued that stock prices were too volatile to be 
characterised by rational expectations. What reasoning did he use? 

9. Discuss the theory and evidence on predictability of stock prices. 

 

 
Sample Model-Related Topics for Section Two (More to Be Added) 
 

1. Explain the impact of a temporary increase in the public’s expectation of 
inflation in the IS-MP-PC model under adaptive expectations. 

2. Describe how the aggressiveness of the central bank’s response to 

inflation (its 𝛽𝜋 coefficient) affects the paths of output and inflation in the 

IS-MP-PC model under adaptive expectations when there is a temporary 
increase in the public’s expectation of inflation. 

3. Explain the impact of a temporary aggregate demand shock in the IS-MP-
PC model under adaptive expectations. 

4. Explain the dynamics of the IS-MP-PC economy when the monetary policy 
rule doesn’t conform to the Taylor principle.  

5. Explain the properties of the IS-MP-PC model with a simple inflation-
targeting monetary policy rule when you incorporate a zero lower bound 
on interest rates. 

6. Explain the properties of the IS-MP-PC model with monetary policy 
following a Taylor-type rule when you incorporate a zero lower bound on 
interest rates. 

 

 

 

 



Some Tips for Studying for the Exams 

The key to doing well in this exam is understanding the models, evidence and 
events that we have discussed.  In preparing, I recommend the following. 

• Try to understand the key economic points behind the models.  This is 
crucial. While ideally I would like everyone in the class to understand all 
the technicalities of the models presented, I know this won’t be possible 
for everyone. Even if you can’t answer a question in full using the 
equations or graphs presented, an answer that shows you have studied 
the material and have a good idea what the key economic points are can 
still score reasonably well. 

• Understand the evidence that is presented in favour of or against certain 
models.  There is very little fancy econometrics in the class so most of the 
evidence discussed can be understood in fairly simple terms (e.g. a model 
predicts a certain thing but it turns out to not be true.) 

• Figure out why the graphs describing the model work the way they do and 
be able to replicate them.    

• Some students find it extremely difficult to absorb material with equations.   
I recommend breaking each bit down into its components and 
understanding them separately and only then putting them all together.  
What variables are described in the model? What do individual equations 
mean? What conclusions are arrived at? In most cases, the notes provide 
discussions and explanations aimed at translating the equations into 
something approximating plain English (or at least that was the goal …) 

 


