Take home exam
Empirical Macroeconomics

Summer 2008

Stefan Ruediger

Question 1

a) Use US data and create a scatterplot that has Real Gross Domestic Income on the X-axis and Household Consumption on the Y axis. What is the relationship between consumption and income in the US? Visually, on average by how much would an increase of $10 billion in income affect consumption? Using your answer, compute the marginal propensity to consume for the US.

b) Use Excel and run the following regression: 
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 What is the implied slope? What does it mean? Is it statistically significant?

Question 2

a) In Macroeconomics you learned that increases in interest rates reduce aggregate demand. Is this true in practice? Have a look at how interest rates in the US are related to the growth rate of the US economy. Use a) Real Gross Domestic Product – calculate annual percentage changes; and b) Bank Prime Loan Rate – use annual averages. Plot the two series on the same graph. What can you say be examining the graph? On average, do the two variables evolve in the opposite direction?

b) Please calculate the covariance and the correlation between the two series. Do these numbers support or contradict your earlier observation? 

Question 3

a) Macroeconomic Theory implies a certain relationship between money supply and GDP. Use M3 (seasonally adjusted) and GDP data for the US to evaluate this theory. Calculate the growth rate of M3. Calculate the anticipated growth rate of M3 by regressing the growth rate of M3 on a constant and four lags. Make a graph that includes actual, anticipated, and unanticipated growth rate of M3. Please comment.

b) Calculate the quarter-to-quarter growth rate in real GDP. Make a scatterplot that has the anticipated growth rate of M3 on the axis and the growth rate of output on the Y axis. Comment. 

c) Please regress the growth rate of M3 on a constant and real GDP growth. Please also regress the growth rate of real GDP on a constant and the growth rate of M3. Which of the two regressions produces better results? Which of these models would you prefer or would you prefer a different set-up?
_1275303980.unknown

