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Mr. Vaughan 

“Fair Game” Material 
The final exam is comprehensive, so all material covered this semester is fair game.  Specifically:  
• Mishkin, chapters 1-12, 15-16, 24 and supporting lecture. 
• Friedman and Schwartz (F&S), chapters 1-13. 

Exam Format 
Exam II will comprise: (a) an F&S essay (30 points), (b), one essay taken verbatim from the list of 
lecture/textbook questions (30 points), and (c) roughly 40 objective questions covering all reading and 
lecture (40 points).  Twelve questions will cover Friedman and Schwartz (one from each chapter, 1-12). 

F&S Essay 
What was the contribution of A Monetary History of the United States, and why was that 
contribution important?  For further guidance on this question, see the short-paper assignment (even if 
you do not plan to write the paper).  

Lecture/Textbook Essays 
1. What does it mean to conduct monetary policy by a rule?  Differentiate between an activist and non-

activist rule and provide specific examples of each.  Make the case for a monetary rule.  What does it 
mean to conduct monetary policy by discretion?  Make the case for discretionary monetary policy.   

2. What does it mean for the Fed to be “independent?”  What are the sources of this independence?  Is 
the Fed completely independent?  What are the arguments for and against independence?  What 
specific factors make it likely the Fed’s independence likely will soon come under attack?    Why 
specific factors make such an attack particularly worrisome in the current economic environment?  

3. Write an essay explaining how these factors contributed to the current banking/financial crisis: 
a. U.S. housing policy 
b. Financial innovation (and risk vs. uncertainty) 
c. Politics (vis-à-vis Freddie and Fannie) 
d. Fed monetary policy 
e. Agency problems in bank supervision (in a dynamic banking environment) 

4. Explain how the developing crisis (in question #3) precipitated/aggravated the current recession.  
(Hint: See the discussion of financial crisis in Mishkin, pp. 205-208.) 

5. Many economists believe Federal Reserve tightening of monetary policy served as the “the last 
straw” bringing on the financial crisis.  [The Fed-funds target was raised from 1.0% (2004) to 5.25% 
(2006), popping the housing bubble.]  Explain the impact of such tightening on: 
a. Nominal interest rates in the short run 
b. Nominal interest rates in the long run 
c. The slope of the yield curve  
d. Default and liquidity spreads 

Lecture/Textbook Essays 
Use study tips for Exams I and II and Exams I and II as guides about important topics.  Questions about 
Exam I and Exam II material that did not appear on prior “study tips” or exams are unlikely. 


