Outlines for the state final examination in macroeconomics 2023

1. Subject of macroeconomics, economic indicators. Gross domestic product and
measurement methods. Nominal and real product. Potential product. The concept and types
of product gap. Inflation. Unemployment. Balance of payments.

2. Macroeconomic theories of consumption. Macroeconomic theories of consumption:
model of intertemporal choice, life cycle hypothesis, theory of permanent income,
Keynesian theory of consumption.

3. Macroeconomic theories of investment. Macroeconomic theories of investment: principle
of flexible accelerator, investment multiplier, concept of Tobin's g.

4. Product model — expenditure and basic principles of fiscal policy. Assumptions of the
model; formation of the equilibrium product in the model; principle of the expenditure
multiplier. Assessment of fiscal policy measures through a model. Real, structural and
cyclical deficits. Assessing changes in net exports and the exchange rate using a product-
expenditure model. Effects of nominal exchange rate changes on exports and imports
(Marshall-Lerner condition) and on equilibrium output.

5. The money market and the basic principles of monetary policy. Empirical and
theoretical definition of money, function of money. Definition of the demand for money,
factors influencing the demand for money according to Fisher’s quantitative theory of
money and the modified Cambridge version, Keynes's theory of liquidity preference and
Freidman's theory of the portfolio. Defining the supply of money. Formation of money
supply — monetarist approach, contemporary theories (credit creation). Equilibrium in the
money market. Monetary policy objectives. Monetary policy instruments and their use in
different monetary regimes. Classical dichotomy (neutrality of money)

6. Short-term macroeconomic equilibrium in a closed economy — IS-LM model.
Assumptions and formation of equilibrium product and equilibrium interest rate. 1S curve.
LM curve. Effectiveness and ineffectiveness of monetary and fiscal policy in the IS-LM
model. Crowding-out effect. Keynesian transmission mechanism and its limits.

7. Determination of exchange rates. Definition of the exchange rate. Types of exchange
rates. Exchange rate regimes (flexible, fixed). Determination of the exchange rate in the
short term: the theory of interest rate parity. Covered and uncovered parity. Determination
of exchange rate in the long run: purchasing power parity theory; law of single price,
absolute version, relative version. Nominal and real exchange rates. Linking interest rate
parity and purchasing power parity: the international Fisher effect.

8. Short-term macroeconomic equilibrium in an open economy. — model 1S-LM-BP.
Balance of payments and its characteristics (BPM6 methodology). Establishing the balance
of BP. BP curve: assumptions, properties, derivations; equilibrium and non-equilibrium
points. Evaluation of fiscal and monetary policy in an open economy using the 1S-LM-BP
model. Mundell-Fleming model. International crowding-out effect. The principle of the
impossible trinity.

9. Labour market — formation of equilibrium wages and employment. Theoretical
approaches: classical labour market and macroeconomic context, original Keynesian labour
market — inflexible wages and their macroeconomic consequences, monetarist labour
market (model of price misperception by employees), new classical economics (model of
real business cycles) and new Keynesian macroeconomics (efficiency theory wages and



effective labour demand). Nominal and real rigidities. Definition of the natural
unemployment rate according to the monetarist concept (NAIRU). Alternative concept of
natural unemployment rate — the phenomenon of hysteresis on the labour market.

10.Inflation, unemployment and product. AS curve. Definition of inflation and causes of

11.

the actual inflation rate (Gordon model of the triangle). Inflation expectations (adaptive,
rational). Relation between inflation and unemployment: Phillips curves (original, price,
price extended by inflation expectations). The relationship between the unemployment rate
and the output gap (Okun's law). The relationship between the inflation rate and the output
gap - short-term and long-term AS.

Monetary policy and aggregate demand. Curve AD. Monetary policy regime: inflation
targeting. Taylor's rule. Basic instrument — interest rate. The relationship between the
inflation rate and real interest rates, the relationship between the inflation rate and the
production gap (monetary policy rule). Definition of aggregate demand. AD and the
monetary policy rule.

12.Short-term and long-term equilibrium in the AD-AS model. Treating inflation.

Demand shocks. Supply shocks. Fluctuations of real product around potential, adjustment
mechanism. CB response to demand inflation — cold turkey method, gradualist method,;
coefficient of sacrifice. CB response to supply inflation — neutral, accommodative and
suppressive policies.



