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MACROECONOMICS FIELD EXAM (Version A) 

 
ANSWER ALL QUESTIONS 

You have 3 hours. Each point is intended to correspond to 1 minute. 
 
 
PART ONE. 70 points. 
 
I. (35 points.) In 2008–9, the advanced economies suffered their worst recession since the Great 
Depression. Those economies still have not experienced a rapid rebound from the recession. For example, 
the unemployment rate in the United States remains far above pre-recession estimates of the natural rate; 
and in many European countries, GDP remains below its pre-recession peak and is falling or barely 
growing. 
 Briefly describe two factors that may have contributed to the lack of strong recovery. For each, 
discuss how that factor could have slowed the recovery and how you might incorporate the factor into a 
model of the macroeconomy. In addition, for each factor, describe either one piece of empirical evidence 
bearing on its relevance to the slow recovery or a test that could be performed that would shed light on its 
relevance. 
 
 
II. (35 points.) 

 
 
 
 
 



 
 
 
 
 

 
  



PART TWO. 110 points. 
 
III. (55 points.) 

 



 
 
 

 
 
 
(Exam continues on next page.) 
  



 
IV. (55 points.) 
 
1. (25 points.) A central question in macroeconomics is determining the effects of monetary policy shocks 
on the path of real GDP. Define “monetary policy shock” as precisely as possible. (Throughout the 
problem, assume for simplicity that we are considering a period when monetary policy is not constrained 
by the zero lower bound and when the Federal Reserve is not using any unconventional tools.) For 
example, suppose you estimated an equation for the Federal Reserve’s choice of its target for the funds 
rate as a function of inflation and the output gap. Would departures of the funds rate target from the 
values predicted by that reaction function necessarily represent monetary policy shocks for purposes of 
estimating the effects of monetary policy on real GDP? Why or why not? Alternatively, do funds rate 
“surprises” (specifically, differences between the Federal Reserve’s decisions at FOMC meetings about 
its target for the federal funds rate and agents’ expectations prior to the meetings) necessarily represent 
monetary policy shocks for purposes of estimating the effects of monetary policy on real GDP? Why or 
why not?  
 
2. (25 points.) Suppose you had successfully addressed the issue above, and that you had a series of 
monetary policy shocks over some sample period. How would you use them to estimate the effects of 
monetary policy on real GDP? Be as specific as possible. For example, if you propose to estimate a 
regression, you should specify the functional form of the dependent variable (for example, logs vs. levels, 
whether it should be differenced, detrended, etc.); whether the regression should include lags (or leads) of 
any variables you propose to put on the right-hand side; whether the regression should include a constant; 
whether it should be estimated by OLS or IV (and, if the latter, what the instruments should be); and so 
on. Likewise, if you propose some other approach (such as narrative analysis or a VAR), be as specific as 
you can. Explain the reasons for your choices. 
 
3. (5 points.) In additional to estimating how a monetary policy shock affects the path of real GDP, you 
could estimate how it affects the path of the federal funds rate itself. How, if at all, would findings about 
the impact of a monetary policy shock on the path of the funds rate affect the interpretation of the findings 
about the impact on the path of real GDP? 


