Study Sheet for Final Exam

1. Use Figure 1 to show why the AD curve slopes downward.  You must argue be able to show why Y will increase as inflation decreases using the MPRF.  You must be able to explain why Y will increase or decrease.
2. Use Figure 2 to show the effects of changes in AD due to changes in autonomous household consumption, planned investment spending, taxes, government spending and net exports.  You must be able to explain why these changes will take place.
3. Explain what will happen to inflation in the presence of a recessionary gap or an inflationary gap.

4. Use Figure 1 (below) to show what will happen to the AD curve if the Fed changes (a) its target rate of inflation or (b) its target interest rate.  Be able to explain why the curve will shift the way you say.

5. Use Figures 15.7 and 15.8 (text) to show what will happen to inflation and GDP if there is an inflationary gap or recessionary gap. 

6. Use Figure 15.9(text) in your text to show what will happen to inflation and output if there is an increase in government spending.  

7. How can fiscal policy create positive supply side outcomes?
8. What reason did Ed Prescott give to explain why Americans work more hours than Europeans? Explain.
9. Suppose there is an adverse supply side shock.  What problems would result from using monetary policy to reverse the effects of the shock?

10. How did the economy respond to oil price increases in 1973-1974?

11. How was inflation conquered in the 1980s?

12. Will the dollar appreciate or depreciate if the exchange rate increases (assume the exchange rate is defined to be the number of foreign currency units that trade for one dollar). 

13. If the exchange rate increases will the supply of dollars on the foreign exchange market increase or decrease?

14. If the exchange rate increases will the demand for dollars on the foreign exchange markets increase or decrease?

15. Using a diagram such as that in Figure 18.3 (text), show what will happen to the exchange rate if (a) U.S. residents decide the would like to purchase more foreign goods, (b) there is an increase in U.S. income, (c) there is an increase in foreigners income, (d) the Fed raises U.S. interest rates and there is no increase in interest rates in other countries, (e) the Fed decides to use some of its holding of foreign currency to buy dollars.
16.  Why did the dollar appreciate in the first half of the 1980s?
17. Why did the dollar depreciate during 2002-2004?

18. Why is it difficult to maintain a fixed exchange rate regime?

19. Why will a country with fixed exchange rates and an overvalued currency be in danger of currency speculation?

20. Suppose that exchange rates were fixed and that the Fed tried to raise interest rates.   Why would fixed exchange rates hinder the Fed in its attempt to raise them?
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