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MACROECONOMICS FIELD EXAM (Version B) 

 
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.) Employment and Demand Shocks 

Consider an economy made up of S equally sized counties or “islands” indexed by c. 
Each county produces two types of goods, tradable (T) and non-tradable (N). Counties can freely 
trade the tradable good among themselves, but must consume the non-tradable good produced in 
their own county. Labor market is segmented across islands, but can move freely across the 
tradable and non-tradable sectors within an island. 

Each island has ܦ units of total (nominal) consumer demand. Consumers have Cobb 
Douglas preferences over the two consumption goods, and spend consumption shares ܲ

ேܥே ൌ
்ܥ்ܲ  andܦߙ ൌ ሺ1 െ   . on non-tradable and tradable good respectivelyܦሻߙ

All islands face the same tradable good price, while non-tradable good price may be 
county-specific since each county must consume its own production of non-tradable good. 
Production is governed by a constant returns technology for tradable and non-tradable goods 
with labor (e) as the only factor input and produces output according to ݕ் ൌ ்ܾ݁, and ݕே ൌ
ܽ݁ே respectively.  

Total employment on each island is normalized to one with ்݁  ݁ே ൌ 1. Labor cannot 
move across islands, but is free to move across tradable and non-tradable sectors on a given 
island. Goods market equilibrium in non-tradable and tradable sectors implies that ݕே ൌ  ே onܥ

each island and ∑ ௌݕ
ௌ
ୀଵ ൌ  ்ܥ

ௌ

ୀଵ
. 

(a) Assume all islands have the same nominal demand initially at ܦ ൌ  . Solve for theܦ
symmetric equilibrium output, employment, wages and prices.  
 

(b) Next suppose counties are hit with differing household expenditure shocks. In particular, 
normalize initial nominal demand ܦ ൌ 1 and introduce the possibility of negative 
demand shocks (ߜ) that differ across counties such that ܦ ൌ 1 െ  , and the average ofߜ

the demand shocks is ߜҧ.  
 
Suppose prices and wages are fully flexible. Solve for the change in prices, wages and 
employment, i.e. ∆ ܲ

், ∆ ܲ
ே, ∆ݓே,  .், ∆݁ே , and ∆்݁ݓ∆

 
(c) Explain in words how change in employment in tradable and non-tradable sector may be 

affected if prices and wages were rigid.  
 

(d) Intuitively explain if a policy of “nominal GDP targeting” would help in the case of 
nominal rigidity. 
 


