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Short questions

(1) Show graphically and explain how each of the following changes affects reserva-
tion wage on the McCalls model of job search seen in class:
(a) a decrease in unemployment benefits.
(b) an increase in the subjective discount factor, β, of workers (workers are less

impatient).
(2) (Tripos 2004) Hysteresis is often used to explain unemployment.

(a) What is unemployment hysteresis and why does it emerge?
(b) Explain whether the theoretical arguments for hysteresis are consistent with

the empirical evidence on unemployment.
(3) In macroeconomic models based on rigorous microfoundations, involuntary un-

employment can be explained in a number of ways.
(a) How is involuntary unemployment explained in models of imperfect compe-

tition?
(b) Explain how involuntary unemployment can emerge even when price-taking

behaviour in labour and product markets is assumed.
(c) What other forms of market failure can be used as the basis for theories of

involuntary unemployment in the macroeconomy?

Essay (800 words max)

(4) (Tripos 2009) Discuss the notion of a trade-off between inflation and unemploy-
ment from a theoretical and empirical perspective. (max 800 words).
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1Some of the listed papers are seminal works and therefore can be a bit dense to read.


