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1. In the following model:

Yi :a+b(Mt _Et—lMt)+Cyt—l+et
M, =g+hy_, +V,

(a) Show that only unanticipated changes in money matter in the determination
of y,.

(b) Show that if the monetary authority has superior information, then the policy
ineffectiveness proposition shown in (a) is no longer valid (that is, suppose that the Fed
knows and can react to the output shock, e, so that M, = g + fe, + hy, , +V,).

2. Explain the history and significance of the Lucas critique.

3. Consider the model

Y. =AYy +a(P, —E_P)+V,
P=y+pM, +FP_ +Ww,
Mt :90 +01yt—l +62Pt—l +U;

(a) Hlustrate the Lucas' critique.

(b) Show that money is neutral.

(c) Show that the neutrality result no longer holds when the monetary
authority has current information on the value of w, .

4. In the following model:

Yy =a+b(r, —E_ 7)) +cy,, +8&
T, = f +AM, +U,, U, = pu,_, +W,
AM =g +hy_ +V,

Show that relaxing either the NRH or the assumption of RE overturns neutrality (the Fed sets the
values of g and h).



5. Find the solution for P, in the model

ytd =a+bEtPt
y; = f —0gE P, +hP, +e;.

d
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6. Find the solution for P, in

P, =a+bE, P +cE P, +dE_,R +eu,_, + fu_, +u,.
7. Find the solution for B, in

P, =a+DbE, P, +u,, where u, = pu,_ +e,
8. Find the solution for P, in

P, =a+bE P, +CcE _,P.,, +u,, u, = pu,, +e,.

9. Given the model

Yo =B M, -P)+B,E (P, —PR)+V,
Yi :al(Pt _Et—1Pt)+Wt
M, =6,v,_, +¢e,

use undetermined coefficients to find the solution for PB,.



