[bookmark: _GoBack]Short-Answer and Algebraic Questions: (The numbers in square brackets give the breakdown of the points for various parts of each question. To receive full credit, please explain your answers.)
1. [bookmark: _Hlk12376784]This question is about macroeconomic policies in India in 2019. Information about the circumstances of monetary policy in India can be found in "Below-target inflation, need for internal boost to demand led to a 25 bps rate cut", published by The BusinessLine news site on June 20, 2019, with URL, www.thehindubusinessline.com/money-and-banking/mpc-meet-economic-activity-clearly-losing-traction-says-shaktikanta-das/article28087197.ece. Information about India’s fiscal situation in 2019 can be found in the article, “GDP growth slips to five-year low on slowdown in investment, manufacturing”, published by www.business-standard.com on June 1, 2019. Assume that the Indian government has sufficient credibility to borrow up to 100 percent of the country’s GDP without any major rise in the risk premia it has to pay on its debt.
[bookmark: _Hlk12533060]As the first article listed above mentions implicitly, the monetary policy authority in India is the Monetary Policy Committee (MPC) of the Reserve Bank of India (RBI), which wants to follow an optimal monetary policy and its target inflation rate is 4 percent. According to the article, MPC cut its main policy interest rate by 25 basis points during a meeting on June 3-6, 2019. Given the output and inflation gaps mentioned in the article, could the rate cut by MPC be consistent with optimal monetary policy? Please explain. [10 points]
[bookmark: _Hlk12465606][bookmark: _Hlk12415781]Answer:

We now want to examine the broad characteristics of optimal fiscal policy in India given the situation described in the above articles. It should also be noted that between 2010 and 2019, the Indian government’s debt has hovered between 67.5 percent and 69.6 percent of GDP (see tradingeconomics.com/india/government-debt-to-gdp) and its budget deficit has declined rather steadily (see www.ceicdata.com/en/indicator/india/consolidated-fiscal-balance--of-nominal-gdp). As the above articles point out, the economy has slowed down in the first half of 2019, and that has lowered government revenues relative to GDP. However, this slowdown is viewed as temporary and almost all policymakers and economists familiar with the Indian economy believe that GDP and government revenue growth will resume in 2020. If the government of India wants to follow an optimal fiscal policy in 2019, should it cut its spending in proportion to its revenue shortfall? Please explain what would be the direction of the best response of spending to the revenue decline in 2019? [10 points]
Answer:

According to reports, in the first quarter of 2019 government spending in India grow quite fast, at the rate of 13.1%, compared to 6.5% in the previous quarter. At the same time, private consumption and investment slowed down. See the Reuters article, “Indian growth rate drops behind China to lowest in more than four years”, published on May 31, 2019, URL: www.reuters.com/article/us-india-economy-gdp/indian-growth-rate-drops-behind-china-to-lowest-in-more-than-four-years-idUSKCN1T11OK. 
· Could the jump in public spending at a time of slowdown in consumption and investment be viewed as a stabilization policy intended to counter adverse shocks to the economy in the short run? [5 points]
Answer:

· [bookmark: _Hlk12492943]Given India’s general elections held in April-May 2019, could there be a political economy explanation for the increase in public spending and the slowdown in consumption and investment in early 2019? Please explain the behavior of the policy makers and the corresponding response by consumers and investors. [8 points]
[bookmark: _Hlk12492125]Answer:

This question is based on the article, “Should Germany borrow to invest?”, published by The Economist on May 23, 2019. The article describes Germany’s fiscal and infrastructure conditions in mid-2019 and discusses the opportunities for productive government expenditure as well as the constraints on it.
1. According to the article, Germany has managed to lower its public debt-GDP ratio between early 2018 and mid-2019. What factors (including institutional ones) seem to have contributed to this outcome? [20 points]
Answer:

1. The article mentions that many doubts are rising among economists about the benefits of The Schuldenbremse (the debt break constitutional rule in Germany). What are the arguments against this rule? Could the rule protect or hurt future generations?  [17 points]
[bookmark: _Hlk12533018]Answer:
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