Midterm and final exam questions on Macroeconomics
Chapter 1 The Science of Macroeconomics 
1-1 What Macroeconomists Study 
1-2 How Economists Think 
1. Theory as Model Building 
2. The Use of Multiple Models 
3. Prices: Flexible Versus Sticky 
4. Microeconomic Thinking and Macroeconomic Models 

Chapter 2 The Data of Macroeconomics 
2-1 Measuring the Value of Economic Activity: Gross Domestic Product 
5. Income, Expenditure, and the Circular Flow 
6. Rules for Computing GDP 
7. Real GDP Versus Nominal GDP 
8. The GDP Deflator 
9. Chain-Weighted Measures of Real GDP 
10. The Components of Expenditure 
2-2 Measuring the Cost of Living: The Consumer Price Index 
11. The Price of a Basket of Goods 
12. How the CPI Compares to the GDP and PCE Deflators 
13. Does the CPI Overstate Inflation? 
2-3 Measuring Joblessness: The Unemployment Rate 
14. The Household Survey 
15. The Establishment Survey 

Chapter 3 National Income: Where It Comes From and Where It Goes 
3-1 What Determines the Total Production of Goods and Services? 
16. The Factors of Production 
17. The Production Function 
18. The Supply of Goods and Services 
3-2 How Is National Income Distributed to the Factors of Production? 
19. Factor Prices 
20. The Decisions Facing a Competitive Firm 
21. The Firm’s Demand for Factors 
22. The Division of National Income 
23. The Cobb–Douglas Production Function 
3-3 What Determines the Demand for Goods and Services? 
24. Consumption 
25. Investment 
26. Government Purchases 
3-4 What Brings the Supply and Demand for Goods and Services into Equilibrium? 
27. Equilibrium in the Market for Goods and Services: The Supply and Demand for the Economy’s Output 
28. Equilibrium in the Financial Markets: The Supply and Demand for Loanable Funds 
29. Changes in Saving: The Effects of Fiscal Policy 
30. Changes in Investment Demand 

Chapter 4 The Monetary System: What It Is and How It Works 
4-1 What Is Money? 
31. The Functions of Money 
32. The Types of Money 
33. The Development of Fiat Money 
34. How the Quantity of Money Is Controlled 
35. How the Quantity of Money Is Measured 
4-2 The Role of Banks in the Monetary System 
36. 100-Percent-Reserve Banking 
37. Fractional-Reserve Banking
38. Bank Capital, Leverage, and Capital Requirements 
4-3 How Central Banks Influence the Money Supply 
39. A Model of the Money Supply 
40. The Instruments of Monetary Policy 
41. Problems in Monetary Control 

Chapter 5 Inflation: Its Causes, Effects, and Social Costs 
5-1 The Quantity Theory of Money 
42. Transactions and the Quantity Equation 
43. From Transactions to Income 
44. The Money Demand Function and the Quantity Equation 
45. The Assumption of Constant Velocity 
46. Money, Prices, and Inflation 
5-2 Seigniorage: The Revenue from Printing Money 
5-3 Inflation and Interest Rates 
47. Two Interest Rates: Real and Nominal 
48. The Fisher Effect 
49. Two Real Interest Rates: Ex Ante and Ex Post 
5-4 The Nominal Interest Rate and the Demand for Money 
50. The Cost of Holding Money 
51. Future Money and Current Prices 
5-5 The Social Costs of Inflation 
52. The Layman’s View and the Classical Response 
53. The Costs of Expected Inflation 
54. The Costs of Unexpected Inflation 
55. One Benefit of Inflation 
5-6 Hyperinflation The Costs of Hyperinflation 
56. The Causes of Hyperinflation 

Chapter 6 The Open Economy 
6-1 The International Flows of Capital and Goods 
57. The Role of Net Exports 
58. International Capital Flows and the Trade Balance 
59. International Flows of Goods and Capital: An Example 
60. The Irrelevance of Bilateral Trade Balances 
6-2 Saving and Investment in a Small Open Economy 
61. Capital Mobility and the World Interest Rate 
62. Why Assume a Small Open Economy? 
63. How Policies Influence the Trade Balance 
64. Evaluating Economic Policy 
6-3 Exchange Rates Nominal and Real Exchange Rates 
65. The Real Exchange Rate and the Trade Balance 
66. The Determinants of the Real Exchange Rate 
67. How Policies Influence the Real Exchange Rate 
68. The Effects of Trade Policies 
69. The Determinants of the Nominal Exchange Rate 
70. The Special Case of Purchasing-Power Parity 

Chapter 7 Unemployment and the Labor Market 
7-1 Job Loss, Job Finding, and the Natural Rate of Unemployment 
7-2 Job Search and Frictional Unemployment 
71. Causes of Frictional Unemployment 
72. Public Policy and Frictional Unemployment 
7-3 Real-Wage Rigidity and Structural Unemployment 
73. Minimum-Wage Laws 
74. Unions and Collective Bargaining 
75. Efficiency Wages 
7-4 Labor-Market Experience: The United States 
76. The Duration of Unemployment 
77. Unemployment Insurance 
78. Variation in the Unemployment Rate Across Demographic Groups 
79. Transitions into and out of the Labor Force 
7-5 Labor-Market Experience: Europe 
80. The Rise in European Unemployment 
81. Unemployment Variation Within Europe 
82. The Rise of European Leisure 

Chapter 8 Economic Growth I: Capital Accumulation and Population Growth 
8-1 The Accumulation of Capital 
83. The Supply and Demand for Goods 
84. Growth in the Capital Stock and the Steady State 
85. Approaching the Steady State: A Numerical Example 
86. How Saving Affects Growth 
8-2 The Golden Rule Level of Capital 
87. Comparing Steady States 
88. Finding the Golden Rule Steady State: A Numerical Example 
89. The Transition to the Golden Rule Steady State 
8-3 Population Growth 
90. The Steady State with Population Growth 
91. The Effects of Population Growth 
92. Alternative Perspectives on Population Growth 

Chapter 9 Economic Growth II: Technology, Empirics, and Policy 
9-1 Technological Progress in the Solow Model 
93. The Efficiency of Labor 
94. The Steady State with Technological Progress 
95. The Effects of Technological Progress 
9-2 From Growth Theory to Growth Empirics 
96. Balanced Growth 
97. Convergence 
98. Factor Accumulation Versus Production Efficiency 
9-3 Policies to Promote Growth 
99. Evaluating the Rate of Saving
100. Changing the Rate of Saving 
101. Allocating the Economy’s Investment 
102. Establishing the Right Institutions 
103. Supporting a Pro-growth Culture 
104. Encouraging Technological Progress 
9-4 Beyond the Solow Model: Endogenous Growth Theory 
105. The Basic Model 
106. A Two-Sector Model 
107. The Microeconomics of Research and Development 
108. The Process of Creative Destruction 

Chapter 10 Introduction to Economic Fluctuations 
10-1 The Facts About the Business Cycle 
109. GDP and Its Components 
110. Unemployment and Okun’s Law 
111. Leading Economic Indicators 
10-2 Time Horizons in Macroeconomics 
112. How the Short Run and the Long Run Differ 
113. The Model of Aggregate Supply and Aggregate Demand 
10-3 Aggregate Demand 
114. The Quantity Equation as Aggregate Demand 
115. Why the Aggregate Demand Curve Slopes Downward 
116. Shifts in the Aggregate Demand Curve 
10-4 Aggregate Supply 
117. The Long Run: The Vertical Aggregate Supply Curve 
118. The Short Run: The Horizontal Aggregate Supply Curve 
119. From the Short Run to the Long Run 
10-5 Stabilization Policy 
120. Shocks to Aggregate Demand 
121. Shocks to Aggregate Supply 

Chapter 11 Aggregate Demand I: Building the IS–LM Model 
11-1 The Goods Market and the IS Curve 
122. The Keynesian Cross 
123. The Interest Rate, Investment, and the IS Curve 
124. How Fiscal Policy Shifts the IS Curve 
11-2 The Money Market and the LM Curve 
125. The Theory of Liquidity Preference 
126. Income, Money Demand, and the LM Curve 
127. How Monetary Policy Shifts the LM Curve 

Chapter 12 Aggregate Demand II: Applying the IS–LM Model 
12-1 Explaining Fluctuations with the IS–LM Model 
128. How Fiscal Policy Shifts the IS Curve and Changes the Short-Run Equilibrium 
129. How Monetary Policy Shifts the LM Curve and Changes the Short-Run Equilibrium 
130. The Interaction Between Monetary and Fiscal Policy 
131. Shocks in the IS–LM Model 
132. What Is the Fed’s Policy Instrument—The Money Supply or the Interest Rate? 
12-2 IS–LM as a Theory of Aggregate Demand 
133. From the IS–LM Model to the Aggregate Demand Curve 
134. The IS–LM Model in the Short Run and Long Run 
12-3 The Great Depression 
135. The Spending Hypothesis: Shocks to the IS Curve 
136. The Money Hypothesis: A Shock to the LM Curve 
137. The Money Hypothesis Again: The Effects of Falling Prices 
138. Could the Depression Happen Again? 
139. The Liquidity Trap 

Chapter 13 The Open Economy Revisited: The Mundell–Fleming Model and the Exchange-Rate Regime 
13-1 The Mundell–Fleming Model 
140. The Key Assumption: Small Open Economy with Perfect Capital Mobility 
141. The Goods Market and the IS* Curve 
142. The Money Market and the LM* Curve 
143. Putting the Pieces Together 
13-2 The Small Open Economy Under Floating Exchange Rates 
144. Fiscal Policy 
145. Monetary Policy 
146. Trade Policy 
13-3 The Small Open Economy Under Fixed Exchange Rates 
147. How a Fixed-Exchange-Rate System Works 
148. Fiscal Policy 
149. Monetary Policy 
150. Policy in the Mundell–Fleming Model: A Summary 
13-4 Interest Rate Differentials 
151. Country Risk and Exchange-Rate Expectations 
152. Differentials in the Mundell–Fleming Model 
13-5 Should Exchange Rates Be Floating or Fixed? 
153. Pros and Cons of Different Exchange-Rate Systems 
154. Speculative Attacks, Currency Boards, and Dollarization 
155. The Impossible Trinity 
13-6 From the Short Run to the Long Run: The Mundell–Fleming Model with a Changing Price Level 
13-7 A Concluding Reminder 

Chapter 14 Aggregate Supply and the Short-Run Tradeoff Between Inflation and Unemployment 
14-1 The Basic Theory of Aggregate Supply 
156. The Sticky-Price Model 
157. An Alternative Theory: The Imperfect-Information Model 
158. Implications 
14-2 Inflation, Unemployment, and the Phillips Curve 
159. Deriving the Phillips Curve from the Aggregate Supply Curve 
160. Adaptive Expectations and Inflation Inertia 
161. Two Causes of Rising and Falling Inflation 
162. The Short-Run Tradeoff Between Inflation and Unemployment 
163. Disinflation and the Sacrifice Ratio 
164. Rational Expectations and the Possibility of Painless Disinflation 
165. Hysteresis and the Challenge to the Natural-Rate Hypothesis 

Chapter 15 A Dynamic Model of Economic Fluctuations 
15-1 Elements of the Model 
166. Output: The Demand for Goods and Services 
167. The Real Interest Rate: The Fisher Equation 
168. Inflation: The Phillips Curve 
169. Expected Inflation: Adaptive Expectations 
170. The Nominal Interest Rate: The Monetary-Policy Rule 
15-2 Solving the Model 
171. The Long-Run Equilibrium 
172. The Dynamic Aggregate Supply Curve 
173. The Dynamic Aggregate Demand Curve 
174. The Short-Run Equilibrium 
15-3 Using the Model Long-Run Growth 
175. A Shock to Aggregate Supply 
176. A Shock to Aggregate Demand 
177. A Shift in Monetary Policy 
15-4 Two Applications: Lessons for Monetary Policy 
178. The Tradeoff Between Output Variability and Inflation Variability 
179. The Taylor Principle 

Chapter 16 Alternative Perspectives on Stabilization Policy 
16-1 Should Policy Be Active or Passive? 
180. Lags in the Implementation and Effects of Policies 
181. The Difficult Job of Economic Forecasting 
182. Ignorance, Expectations, and the Lucas Critique 
183. The Historical Record 
16-2 Should Policy Be Conducted by Rule or Discretion? 
184. Distrust of Policymakers and the Political Process 
185. The Time Inconsistency of Discretionary Policy 
186. Rules for Monetary Policy 

Chapter 17 Government Debt and Budget Deficits 
17-1 The Size of the Government Debt 
17-2 Measurement Problems; Problem 1: Inflation Problem 2: Capital Assets Problem 3: Uncounted Liabilities Problem 4: The Business Cycle Summing Up 
17-3 The Traditional View of Government Debt 
17-4 The Ricardian View of Government Debt 
187. The Basic Logic of Ricardian Equivalence 
188. Consumers and Future Taxes 
189. Making a Choice 
17-5 Other Perspectives on Government Debt
190. Balanced Budgets Versus Optimal Fiscal Policy 
191. Fiscal Effects on Monetary Policy 
192. Debt and the Political Process 
193. International Dimensions 

Chapter 18 The Financial System: Opportunities and Dangers 
18-1 What Does the Financial System Do? 
194. Financing Investment 
195. Sharing Risk 
196. Dealing with Asymmetric Information 
197. Fostering Economic Growth 
18-2 Financial Crises 
198. The Anatomy of a Crisis 
199. Policy Responses to a Crisis 
200. Policies to Prevent Crises 

Chapter 19 The Microfoundations of Consumption and Investment 
19-1 What Determines Consumer Spending? 
201. John Maynard Keynes and the Consumption Function 
202. Franco Modigliani and the Life-Cycle Hypothesis 
203. Milton Friedman and the Permanent-Income Hypothesis 
204. Robert Hall and the Random-Walk Hypothesis 
205. David Laibson and the Pull of Instant Gratification 
206. The Bottom Line on Consumption
