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Advanced Macroeconomics Exam Questions and Solutions: A
Comprehensive Guide

Mastering advanced macroeconomics is a challenging yet rewarding endeavor for economics students,
researchers, and policy analysts alike. The field demands a deep understanding of complex theories, sophisticated
analytical tools, and the ability to apply these concepts to real world problems. One of the most effective ways to
gauge your readiness for an advanced macroeconomics exam is to tackle a set of carefully curated exam questions
and solutions. This article offers an in depth exploration of the types of questions you may encounter, step by step
solutions, and practical study strategies to help you excel.

Why Focus on Exam Questions and Solutions?

Exam questions serve as a mirror reflecting the core themes of a course: policy analysis, growth theory,
business cycles, international trade, and financial markets. By engaging with these questions, you:

e Test your comprehension of key macroeconomic frameworks.
« Develop critical thinking and problem solving skills.

« ldentify knowledge gaps early.

« Build confidence for timed, high stakes assessments.

Moreover, solutions are not just answers—they provide a roadmap for approaching similar problems, reinforcing

concepts through application.

Structure of an Advanced Macroeconomics Exam

While exam formats vary across institutions, most advanced macroeconomics courses share common features:

1. Essay Questions — Require theoretical exposition, policy evaluation, or model critique.

2. Quantitative Problems — Involve mathematical derivations, algebraic manipulation, or numerical computation.
3. Data Analysis — Ask you to interpret graphs, time series data, or cross country comparisons.

. Case Studies — Present real world scenarios demanding policy recommendations.

N

Understanding this structure helps you allocate study time effectively and anticipate the types of questions you'll
face.

Common Themes in Advanced Macroeconomics Exams

Below are the core topics that frequently appear in exam questions, along with representative question types.

1.1S-LM and Fiscal/Monetary Policy

¢ Derive the IS curve under various assumptions.
* Analyze the impact of a fiscal stimulus on output and interest rates.
e Explain the crowding out effect in a closed economy.

2. AD-AS Framework and Inflation Dynamics



e Show how a supply shock shifts the short run AD—AS diagram.
 Discuss the Phillips curve relationship in the context of stagflation.
¢ Evaluate the effectiveness of price level targeting.

3. Open Economy Macroeconomics
¢ Derive the Mundell-Fleming model under fixed and flexible exchange rates.

¢ Explain the impact of capital mobility on the effectiveness of monetary policy.
¢ Assess the role of exchange rate expectations in the IS curve.

4. Growth Theory and Solow—-Swan Model
e Calculate the steady state capital per worker.

¢ Analyze the effect of technological progress on long run growth.
¢ Compare endogenous growth models with exogenous growth models.

5. Business Cycle Analysis
« ldentify the key features of Keynesian vs. Real Business Cycle (RBC) theories.

* Explain how monetary policy can mitigate cyclical fluctuations.
e Use the Phillips curve to forecast inflation during a recession.

6. Dynamic Stochastic General Equilibrium (DSGE) Models
« Interpret the role of habit formation in consumption dynamics.

¢ Derive the Euler equation for a representative agent.
¢ Explain how shocks propagate through the economy in a DSGE framework.

7. Financial Markets and Macro Policy
¢ Analyze the transmission mechanism of the policy rate through the yield curve.

» Evaluate the effectiveness of quantitative easing.
» Discuss the relationship between fiscal deficits and sovereign risk.

Sample Advanced Macroeconomics Exam Questions

Below we provide a selection of representative questions covering the above themes, followed by detailed
solutions. These examples illustrate the level of analytical depth and precision expected in a high level exam.

Question 1: IS-LM Derivation and Policy Impact

Question: Derive the IS curve for a closed economy with a consumption function C = C € + ¢(Y — Tand an
investment function | = | € — bRvhere R is the real interest rate. Then, analyze the effect of a permanent increase in
government spending G on equilibrium output Y and the real interest rate R. Assume that the LM curve is upward
sloping.

Solution:

1. Set up the equilibrium condition: In a closed economy, total output equals total spending:Y =C + | + G.

2. Substitute the consumption and investment functions:Y =C € +c(Y -T) + | € —bR + G.

3. Rearrange toisolateY:Y —cY=C€+1€+G-cT-bR!"Y(1-c)=C€+1€+G—-cT-bR.

4. ExpressY as a functionof R:Y =[C€+ 1€+ G —cT]/(1-c)—[b/(1-c)]R.This linear relationship betweenY
and R is the IS curve.

5. Graphical interpretation: The IS curve slopes downward because higher interest rates reduce investment.

6. Effect of a permanent increase in G: The term C € + | € + G — cT increases, shifting the IS curve to the right. In
the IS-LM diagram, the new equilibrium occurs at a higher Y and a higher R because the upward sloping LM curve
intersects the shifted IS at a higher point.



7. Conclusion: A permanent rise in government spending boosts output and raises the real interest rate,
reflecting the crowding out effect in a closed economy.

Question 2: AD-AS and Supply Shock

Question:A sudden increase in oil prices causes a shift in the short run aggregate supply (SRAS) curve to the left.
Using the AD-AS framework, explain the short run and long run effects on output, price level, and unemployment.
Discuss the role of the Phillips curve in this context.

Solution:

1. Short run effect: The leftward shift of SRAS increases the price level from P « to P, while reducing output fromY e
toY ,. Unemployment rises because firms produce less.

2. Long run adjustment: In the long run, the aggregate supply curve is vertical at the natural level of output Y .
The economy eventually returns to Y e, but the price level remains permanently higher at P f, reflecting the cost push
inflation.

3. Phillips curve implication: The short run Phillips curve shifts upward, indicating a higher inflation rate for a
given level of unemployment. Over time, the curve returns to its original position as expectations adjust.

4. Policy recommendation: Monetarists would advise allowing the price level to adjust, while Keynesians might
support fiscal stimulus to mitigate unemployment.

Question 3: Mundell-Fleming Model with Capital Mobility

Question:In an open economy with perfect capital mobility, derive the Mundell-Fleming 1S-LM model under a
fixed exchange rate regime. Explain why monetary policy is ineffective in this setting.

Solution:

1. Assumptions: Perfect capital mobility implies that the real interest rate equals the world interest rate R*. The
fixed exchange rate keeps the domestic currency value constant, forcing the central bank to intervene in the
foreign exchange market.

2. IS curve: Same as in the closed economy:Y = [C€+ 1€+ G —cT]/ (1 -c)—[b/(1 - c)] R. Since R = R*, the IS
curve becomes vertical at the level of output determined by the fiscal policy and world interest rate.

3. LM curve: The LM curve remains upward sloping: Y = L(R, M/P). However, because the central bank must
maintain the fixed exchange rate, it cannot change M freely.

4. Monetary policy ineffectiveness: Any attempt to lower M to shift the LM curve leftward would increase R
above R*, attracting capital inflows that appreciate the currency. To maintain the fixed rate, the central bank must
sell foreign reserves, offsetting the initial monetary contraction. Thus, monetary policy cannot influence output.

5. Conclusion: Under fixed exchange rates and perfect capital mobility, fiscal policy is the primary tool for
influencing output, whereas monetary policy is rendered ineffective.

Question 4: Solow—Swan Model — Steady State

Question: In the Solow model with a Cobb—Douglas production function Y = K»; , A«af ct)erive the steady state
capital per worker ratlkd = K*/L in terms of the savings rate s, depreciation rate ;@opulation growth n, and
technological progress g. Discuss the effect of an increase in g on long run output per worker.

Solution:

1. Per worker variables: Define k = K/L and y = Y/L = k»; ,, g3 ct}.

2. Capital accumulation equation: 9F20 2’ b ta2r2")k. In steady state, 9F2 O a

3. Solve for k*: Set s k”; ¢3c+} = (n+ g+ ;B—2aRearranging: k* = [s / (n + g + ;B*O¢3 0f c£)} AM(1—;’0f cx)}=[s/(n+g
+;BO¢3 0f c+)} AMNO}. Since A is constant in the per worker equation, we can express k* as k* = [s / (n + g + ;B*O¢3 0f c+)}.
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