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Wilfrid W. Csaplar Jr., Ph.D.               Economics 350                   Final Exam                        2006/12/16

Write your name on the cover of the test booklet and on an otherwise blank page of the Excel file and
nowhere else.  Enclose this sheet with the booklet.   The Excel file will be handed in via Moodle.  Failure to
follow these directions will cost you 1 point.  The test has 240 points (to be scaled down to 200 points) and
is scheduled to take 120 minutes.  Therefore, expect to spend 1 minute for every 2 points.  For example, a
14-point question should take 7 minutes.  I can give you extra time, but not much.

1) (10 points) Answer EITHER Part A OR Part B.
A) Using the table on the back of this sheet, if you saw a decrease of the money supply of 1.5% while the
economy is growing, what would you predict from this?  Explain your logic.
B) Currently, there are some leading indicators going up and others are going down.  What does that tell
you?  Explain your logic.

2) (16 points) Answer EITHER Part A OR Part B.
A) What is the cultural explanation of the natural rate of unemployment?  Explain it.
B) The US$ has been depreciating lately.  Who in the US likes this fact and who dislikes it?  Explain your
logic.

3) (18 points) Answer EITHER Part A OR Part B.
A) Is the ratio of consumer debt to personal income a pro-cyclical, counter-cyclical, or acyclical variable? 
Is it a leading, roughly coincident, or lagging variable?  Explain your logic.
B) What is meant by smoothness?  Why should a variable have it?

4) (20 points) Answer EITHER Part A OR Part B.
A) Which variable does the Neo-classical (Real Business Cycle) model inaccurately predict during business
cycles?  What do they predict?  What actually occurs?  How do they reconcile the differences?
B) Some Keynesians believe in the efficiency wage.  What is it?  What would the economic impact of that
wage be if the theory is accurate?

5) (24 points) Answer EITHER Part A OR Part B.
A) Some people say the debt is not a burden to future generations.  Give two reasons why they are correct. 
What is the real problem with the debt?
B) Illustrate on the IS/LM/FE diagram an increase in government spending with Ricardian Equivalence. 
Explain why the curve(s) moved as drawn.

6) (26 points) Answer EITHER Part A OR Part B.
A) Draw a Short-Run Phillips Curve/Long-Run Phillips Curve diagram for a country which expects 5%
inflation.  Suppose that the central bank decides to only increase the money supply by 2%, but people
expect it to increase by 6%.  What will happen on the diagram?  Explain your logic.
B) Draw the supply and demand for the US$ versus the British Pound, £.  Show an increase in the interest
rates in the USA.  Explain why the curve(s) moved as drawn.  Which currency appreciated?  Explain your
logic.

7) (26 points) Give EITHER the Keynesian explanation OR the Neo-classical School’s explanation of the
business cycle.  Use the LRAS/SRAS/AD diagram in your explanation.
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Answer THREE of the questions below on the spreadsheets (and in the blue-books when appropriate).  They
are worth 30 points each.

8) (30 points) Use the data on page 8 of the Excel ® spreadsheet to do calculate all of the following forecasts for
the next 20 years.  Plot the actual sales and all five forecasts on the same graph.
A) Same value
B) Same ratio
C) Same difference
D) 6-year moving average
E) 4-year weighted moving average

9) (30 points) Use the data on page 9 of the Excel ® spreadsheet to answer this question.  On it is the original data,
the CMA, PSI, ASI, and RSF.  Use this information to calculate the TSF, seasonally adjust the original data, and
forecast until May 2006.  If this year’s sales are $1000, how much would you expect to sell in March?

10) (30 points) Use the data on page 10 of the Excel ® spreadsheet to run a regression to determine how sales are a 
function of time.  Do the quick tests for autocorrelation and heteroscedasticity.  If done correctly, you should find
exactly one problem.  If you found autocorrelation, then solve the problem and re-run the regression.  Explain how
you know the problem existed and why your method solved it.  If you find heteroscedasticity, then do the formal
test.  Explain how you did the formal test.  (Use 1.5 for the cutoff value.)

11) (30 points) Suppose the economy is described by Ct = 0.8(Yt + Yt-1)/2, It = 0.25(Ct-1), Gt = 400, and NXt = 600 -
0.2Yt.  Use this information to calculate the short-run multiplier.  Suppose that for the past two years, GDP was
2000.  Use the spreadsheet to use these equations to predict GDP for the next 20 years.  If the government spending
permanently changed to $500, then what is the long-run multiplier?   Does that time-path show monotonic
convergence, monotonic explosion, oscillating convergence, or oscillating explosion?  Explain your logic.
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