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Directions:  This examination has two sections, Micro and Macro.  You must answer both sections, and be sure to follow the directions in each section carefully.  Each section receives equal weight in the overall grading; therefore, you should plan to spend an equal amount of time (i.e., about 2 hours) on each section (micro and macro).  Please make sure that all math is intuitively explained, all diagrams are clearly labeled, and all answers are responsive to the specific questions asked. 

 SEQ CHAPTER \h \r 1MICRO SECTION  (2 hours total  - 1 hour per part)
This section has 2 parts, A and B.  Choose one (1) question in each part for a total of two (2) questions.

Part A – Choose one (1) question (1 hour)
1) Choose Your Model:

a. List three premises of the Walrasian model that are rejected by the evolutionary Political Economy approach. 

b. Give two examples of how the change in assumptions results in predictions distinct from those used in neo-classical models.  Explain the models in detail (remember, this question is meant to take one hour) (using graphs, equations, etc where appropriate).

c. Discuss empirical evidence which supports the alternative assumptions.

2) Bowles’ contingent renewal model of firm behavior uses a Stackleberg equilibrium.  

a. Explain this equilibrium concept and why it is appropriate to use in this model of capital-labor relations. 

The equation below shows a worker’s expected utility function:

V = {[u(w,e) – iZ] / [i+t(e)]} + Z

Where 
w = the wage set by the employer, 

e = effort per hour by the worker

t = the probability of termination in the next period (t = m(1-e)), where m is the level of monitoring used by the firm.

i = the worker’s rate of time preference, and 

Z = the worker’s fallback position, or what he/she would earn if terminated.

b. Assume workers’ utility functions were such as to define the following labor extraction function (Best Response Function): (1-e) = β/w for w ≥ w, where w is the reservation wage. The reservation effort level associated with w is e.   Let w = 1.5, β= 1.  What is e?   Graph e = e(w).  Explain its shape.

c. The firm has the production function Q = Q(he), where h = hours hired, output is sold at p, and the firm maximizes profit.  Use the firm’s first order conditions to calculate w* and e*.  

d. Using the worker’s BRF and also the FOCs from the full equation in from part b., outline two ways that the firm could reduce unit labor costs (labor costs per unit of output) without reducing the wage (given that Qe > 0), linking these directly to variables in the BRF.  Graph the new labor extraction functions.

e. How might these dynamics change if the firm were worker-owned?

3) Two fishers, Eye (i) and Jay (j), fish in the same lake, using their labor and their nets.  They consume their catch and do not engage in exchange.  They do not make agreements about their actions, yet each one’s action affects the other.  Specifically: 


yi = αi (1-Bej)ei , where yi = amount of fish caught by Eye over some period


αi>0 = constant which varies with the size of Eye’s nets 


ei  and ej = respectively the share of the 24-hour day each spends fishing, 


B> 0 is the impact of one agent’s actions on the other.


Fishers have analogous production functions, yi, and utility functions such that:


Ui = yi –ei2, Ue<0, Uy>0

a. Solve for the best response functions of the two actors and graph them. 

b. Indicate any Nash equilibria.   Are they/is it Pareto Optimal? What accounts for this?

c. Suppose the state wishes to determine the Pareto Optimal outcome, that is, the outcome which would result from maximizing the joint surplus.  Write down the state’s optimization problem and find the new FOCs for determining the optimal levels of ei and ej.  Compare these to the FOCs from the individual decisions.  Explain the difference.  

d. If the state wants to use a tax to get individuals to choose the joint maximization outcome, what should the tax rate be? 

e. Explain any problems that might arise from this tax-based solution to the common pool resource problem. 

Part B – Choose one (1) question (1 hour)
1. Mainstream economics has a long tradition of treating preferences as exogenous. However, over the past thirty years economists have explored several models of endogenous preferences.

a. Briefly explain the standard justification for treating preferences as exogenous.

b. Briefly explain why critics argue we should treat preferences as endogenous.

c. U(t)[C(t); x(t),y(t)]  t = 1,2; W = U(1) + U(2); C(1) = C(1); C(2) = C(2)[(x(1),y(1)] is an endogenous preference model for a person in a world with two goods, one human characteristic that can affect the utility derived from consuming either good, and a zero rate of time discount. If Px(1) is the price of a unit of good x in period 1, write down the first order condition, FOC, for maximizing wellbeing, W, with respect to consumption of the first good, x, in the first time period.
d. In your FOC identify and interpret the (1) preference fulfillment effect and (2) the preference development effect.

e. In a purposeful preference molding (or informed self-development) model of endogenous preferences, what are (1) the actors in the economy, and (2) the analyst assumed to know about the preference fulfillment and preference development effects?

f. State the three fundamental theorems of welfare economics for a private enterprise market economy.

g. For which theorem(s) is it necessary to assume an absence of external effects? Briefly explain.

h. For which theorem(s) is it necessary to assume an absence of public goods? Briefly explain.

i. For which theorem(s) is it necessary to assume markets are competitive? Briefly explain.

j. What are the implications of a purposeful preference molding model of endogenous preferences for the three fundamental theorems of welfare economics?  Briefly explain.

k. In a purposeful preference molding model of endogenous preferences, what are the implications if users of a good are charged more than the true social opportunity cost of producing it?  Briefly explain.

2. Assume an economy whose technology is defined by the input output matrix A and the row vector of direct labor inputs L, where the worker’s consumption bundle is defined by the column vector b, where the labor “values” are defined by the row vector V, where market prices are defined by the row vector p, where the uniform rate of profit in the economy is defined by r, and where the wage rate is defined by w. Assume the socio-technology matrix for the economy, A* = [A+bL], is non-negative, indecomposable, and productive.

a. Define (i) retrogressive technical change, (ii) progressive technical change, (iii) capital-saving, labor-using technical change, (iv) capital-using, labor-saving technical change, (v) pure input saving technical change, and (vi) viable technical change.

b. Write down the price equations for the economy.

c. Solve the price equations for the equilibrium price vector if r = 0.

d. What can you conclude about the price vector when r = 0?

e. Theorem 1: Suppose A*’ differs from A* only in column j. And suppose A*' ( A*. Then dom(A*’) < dom (A*). Theorem 2: Suppose A*’ differs from A* only in column j. And suppose pA*’ < pA* where p > 0 is a left eigenvector of A*. Then dom(A*’) < dom (A*). Explain what each theorem says about the relationship between a certain kind of technical change and the uniform rate of profit in the economy. 
f. John Roemer proved that if the rate of profit in the economy, r, is high enough, and consequently the hourly wage rate in the economy is low enough, any retrogressive, capital-saving, labor-using technical change will be viable. Provide the intuition for Roemer’s result.

g. If a viable technical change is retrogressive, what do we know about V'b compared to Vb? Briefly explain.

h. What does this imply about the fraction of each hour workers are working to produce their own real wage, and therefore the fraction of each hour they are working to produce profits for their employers?

i. In which case, how is it possible for the rate of profit of employers to rise when they implement a viable, retrogressive, capital-saving, labor-using technical change?
 SEQ CHAPTER \h \r 1MACRO SECTION  (2 hours total - 1 hour per question)
Choose any two (2) of the following questions. (1 hour each)

1. Analyze (mathematically, graphically, and intuitively) the effects of an increase in the saving rate (( or s) in each of the following models of growth:

a. Classical-Marxian model with full employment

b. Investment-constrained neo-Keynesian/Kaleckian growth model (Foley & Michl version)

c. Dutt’s model of growth determined by both aggregate demand and aggregate supply (with endogenous “animal spirits” and endogenous productivity growth)

For each model, analyze the effects on the long-run equilibrium growth rate and other variables of concern in the model (e.g., real wage w, profit rate r+(, profit share (, capacity utilization u, and/or labor productivity growth a, depending on the model).  Be sure to explain each model’s assumptions and the intuitive reasons for the effects of increased saving in each one.  Show the dynamics of adjustment to the new equilibrium in each case, if possible.  Finally, compare and contrast your results for the three models.  Which one(s) have a “paradox of thrift” and which one(s) don’t?  Why?

2. Compare and contrast mainstream (neoclassical) and heterodox (post-Keynesian) views on any two (2) of the following topics (in about ½ hour or 30 minutes each):

a. How a country maintains balance of payments equilibrium in the long run (assuming that it has a relatively high income elasticity of import demand and low income elasticity of export demand).  Set up a common model and analyze.

b. Growth accounting and the measurement of “total factor productivity growth” versus the “fossil production function” as a way of representing the process of technological change.  Be sure to comment on how this relates to the assumptions of Hicks-neutral vs. Marx-biased technological change.

c. The investment function: Romer’s model of optimizing investment decisions versus a Minsky-type model of investment with financial constraints.  Be sure to discuss the predictions of these models about what variables should be significant in empirical investment functions and evaluate the econometric evidence.

3.  SEQ CHAPTER \h \r 1Consider a “conflicting claims” model of inflation combined with a neo-Kaleckian model of aggregate demand.  The wage share is defined as  SEQ CHAPTER \h \r 1( = wb/P, where w is the nominal wage rate, b = N/X is the labor coefficient (labor per unit of output), and P is the price level. Also, (  is the profit share and ( + (  = 1. Wage- and price-setting behavior are both sensitive to demand conditions in the economy, as reflected in the utilization rate u = X/K, as well as to deviations of the wage share from the target levels:
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where (w and (f  are the workers’ and firms’ targets for the wage share, respectively, and all parameters ((, (, (, () are positive.  In addition, there is labor productivity growth at the rate 
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, and ( is assumed to be exogenous.  On the aggregate demand side, the economy is closed (no trade) and has a fiscal deficit (measured in proportion to the capital stock) of (g.  All savings come out of profits at the rate s (0 < s < 1) (there are no savings out of wages) so the saving function can be written as gs = sr.   The investment function depends only on the profit share: gi = g0 + ((.  Answer the following questions:

a. Solve the “conflicting claims” part of the model for the equilibrium (steady-state) wage share, 
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ADVANCE \d 6

ADVANCE \u 6, as a function of the utilization rate u, and determine its slope.  Explain intuitively what makes it more likely that this “distributive curve” (DC) will slope upward or downward (interpret in terms of the relevant parameter values).  

b. Solve the aggregate demand side of the model for the “effective demand” (ED) or “output response” function for this economy, and determine its slope (sign of du/d().  Be sure to find the goods-market stability condition.  Is this economy stagnationist or exhilarationist, or can it be either?  Define your terms and discuss your result.

c. Now combine the two curves you obtained in parts a. and b., and analyze (graphically) the conditions on the slopes of the two curves for the economy to be stable or unstable, assuming that the demand/output adjustment is instantaneous but the wage/price (distri​butional) adjustment is slow and gradual.  Be sure to show only cases that are possible, given the model as specified here (points will be deducted for showing cases that are not possible under the assumptions stated above).  What is the intuition for the unstable cases, if there are any that are possible?

d. Analyze the effects of an increase in labor productivity growth ( on the steady-state equilibrium values of 
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, and show (graphically) the dynamics of adjustment (in all of the possible stable cases; do not illustrate unstable or impossible cases).  Explain any adjustments intuitively.

e. What are the effects of the increased labor productivity growth (() on the equilibrium inflation rate (
[image: image7.wmf]P

ˆ

)?  Analyze and explain (draw a diagram if you can).
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