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Graduate Macro 710 – Final Exam

Directions: You must complete all parts of this exam. Read each question carefully and think your 
way through each question. Don't lose points due to carelessness. Points will be 
deducted for irrelevant information and/or if your answer is incomprehensible.

Failure to comply with the Rules on Group Work will result in failure on the exam. 

1. (20 points) After the terrorist attacks of 11 Sept. 2001, the Federal Reserve slashed the Federal Funds 
Rate to 1.00 percent and left it at that level until July 2004. In my paper on asset price bubbles, I argue 
that the current financial crisis could have been avoided if the Federal Reserve had not left interest 
rates so low for so long. In his lecture on the current economic crisis, Prof. Salih Neftci makes a 
similar point. Explain the reasons why we believe that the Federal Reserve should have contracted the 
money supply.

2. (10 points) Using the traditional Keynesian model, explain how contractionary monetary policy would 
affect equilibrium aggregate output and the price level.

3. (10 points) Using Lucas' “Imperfect Information Model,” explain how contractionary monetary policy 
would affect the inflation rate.

4. (10 points) Svensson (JEP, 2003) argues that central banks should allow prices to grow at a rate that is 
high enough to provide a margin against deflation risk, so that the economy does not get stuck in a 
“liquidity trap.” Explain what a liquidity trap is and why a higher inflation rate would have prevented 
the US economy from becoming ensnared in a liquidity trap today.

5. (50 points) In your opinion, should the Federal Reserve have pursued contractionary or expansionary 
monetary policy between January 2002 and July 2004? DISCUSS.

Please send type-written answers by regular mail by Thurs. 21 May 2009. 

general reminder of course policies on the next page



Rules on Group Work

I strongly encourage you to work with your classmates on every assignment that I give you. You learn 
more when a classmate criticizes your solution to a problem and forces you to find a new method of 
solution.

"Working with" however does not mean "copy from."

You learn nothing by copying a classmate's answer.

Obviously, there will be many occasions when you and a classmate agree on an answer, but the thought 
process by which you both arrived at the same answer will differ. 

Therefore, please work together on every assignment that I give you, but do not submit identical answers. 
The answers that you submit may be similar, but the thought process embodied in your answers must 
differ.

• • • 

Email at your Own Risk

Any take-home assignment (such as a make-up exam) should be submitted to me during regular class 
hours. If you cannot attend class that day, ask a friend to submit it for you. 
 
I will also accept assignments submitted to me by email or left in my box at the Economics Department 
Office (Whitehead 217).
 
Keep in mind however that email does not always work perfectly. There is a low (but not insignificant) 
probability that the email will not be delivered to me. There is also a low (but not insignificant) 
probability that an assignment left in my box will disappear. 
 
I will not be held accountable for vanishing emails. Nor will I be held accountable for assignments 
devoured by the mailbox gremlin. You assume ALL of the risk associated with email and/or mailbox 
submissions. If I don't receive it, it's your problem, not mine.



Exam Submission Instructions 

Please mail your exams to the following address:

Eric Doviak
1608 Ocean Pkwy., apt. 4C
Brooklyn, NY 11230

Please send your exams by regular mail. I would like to receive all of the exams by Thurs. 21 May. 
Because some of you have expressed concern that your exam will “get lost in the mail,” I will take an 
inventory of the exams that I have received and post the names of students from whom I have not 
received an exam to my website. If you find your name on that list, then you will have until Sat. 23 
May to submit it to me.

Please note: I want to RECEIVE your exam no later than Sat. 23 May. The postmark is irrelevant.

For those of you who fear the US Postal Service so much that you would prefer to deliver your exam in 
person (Yes, it has happened before): please note that I live in apartment 4C.

The directory in the lobby lists me as living in apartment 8D because I moved four flights down last 
year, so please ring button 4C. Do NOT ring button 8D. Give your exam to me, not my upstairs 
neighbor.

Finally, for those of you who do not know how to use the US Postal Service, I have included some 
directions on the next page.



How to Use the US Postal Service

During the transit strike, students were unable to take their final exams on the scheduled date, so I asked 
them to submit their answers to the exam questions by regular mail (just as you are).
 
I never thought I would have to send an email like this ...

-----Forwarded Message-----
From: Eric Doviak
Sent: Dec 28, 2005 2:26 PM
To: 
Subject: how to use the US Postal Service

Students,
 
Most of you seem to have a pretty good knowledge of how to use the US Postal Service. Here are a few 
hints for those of you who don't:

1. Write my name and address on the front of the envelope in the center -- Most of you managed to 
perform that task with relative ease. I'm proud!

2. Afix a 37 cent stamp to the front of the envelope in the upper right hand corner -- You all did 
stellar job on this task. Of course, I would have no idea if you didn't, because (in that case) the 
post office wouldn't deliver it to me.

3. Write your name and address on the front of the envelope in the upper left hand corner -- this task 
proved too difficult for many of you. We'll have to work on this next semester.

4. Write your name on the exam that you are submitting -- this was another difficult task for some of 
you.

Now provided that you followed either instruction #3 or #4, it wasn't too difficult to figure out who sent 
the enclosed exam to me. There was however one student who didn't follow either one of the last two 
instructions -- and I have no idea who it is.
 
So will the student who sent an envelope from First Meridian Mortgage please claim your exam!
 
Let me also express my deepest gratitude to those of you who sent me your exam by certified mail. I think 
of you each time I walk 10 blocks to the post office, wait on line for 15 minutes, wait for the clerk to find 
your envelope, sign a slip of paper and then walk 10 blocks back home.
 
...
 
Many of you have asked me to send you a note when I receive your exam. That would be feasible if only 
a few of your were sending me an exam, but it is not feasible when 70 of you are sending me an exam. I 
will contact you if I do not receive your exam.
 
I have received most of your exams by now and I'll start grading them in the next day or two.
 
All the best for a Happy New Year,
- Eric Doviak
 


