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Remark:

e In your answers, when pertinent, specify the theoretical models that you use.

Section A (answer ONE question)

Question 1

Describe the HP filter and explain what it does. How does it compare with linear de-trending?
Discuss if it makes sense to use the HP filter to approximate the natural level of output. Based
on existing studies, describe some historical episode where such type of approximation may have
resulted in questionable policy choices. Explain if this type of situation is relevant in 2022.

[50 marks]

Question 2

Assume an economy far from the zero lower bound. Explain how an interest rate shock can be
modelled. Derive the impact effect of this shock on output, inflation, employment and wages, and
identify the factors that determine the size of this effect. Trace the dynamics of the subsequent
adjustment, and explain how you would simulate it. Does the model predict paths consistent with
the impulse-response functions (IRF) obtained in existing studies for the U.S.?

[50 marks]

Question 3

The UK, along with many other economies, is experiencing rising energy prices. What should the
Bank do in order to respond in an optimal way? Compare with the policy response if the Bank

were to adjust the interest rate to deviations of inflation from target according to an ad-hoc fixed
rule. If there is some ‘divine coincidence’, why do you think policymakers look so troubled today?

[50 marks]

Question 4

Explain the determinants of the multiplier of government spending when outside of a liquidity
trap. What is specifically the role of financial constraints, nominal rigidities, and the stance of
the central bank? How could your answer depend on whether government spending has a positive
effect on productivity?

[50 marks]
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Section B (answer ONE question)

Question 5

Explain how an economy could fall into a liquidity trap. Specifically highlight the role of mone-
tary policy in that explanation. Relate your explanation to some recent real-world situation. Do
you think that the liquidity trap remains relevant in 20227

[50 marks]

Question 6

Describe the channels and mechanisms of the effects of forward guidance in a liquidity trap. How
can you describe represent graphically those theoretical effects? Can you find specific real-world
examples of implementation of forward guidance? Discuss and assess their effectiveness.

[50 marks]

End of Paper



