Instructor: Riccardo Fiorito

International Macroeconomic Policy and Modeling
Mid-term evaluation 

November 23, 2011
Purposes:  the assignment deals with the type of problems you could face when working as a beginner economist somewhere.  Thus, you can look at books, data, software  and talk to anybody you wish.  The only constraint is the delivery time and the quality of your answers.  Further, do not write too much: working reports must be concise!   
Delivery: send your answers to: rfiorito@iol.it or to:  riccardofiorito@gmail.com.  I give you a long  delivery deadline (Friday November 25, 5 pm), assuming that you do not have much experience in dealing with applied macroeconomic issues.  The evaluation weight will be 1/3 of the final grade.
Mid-term homework: Extract from the Oecd database - which is available at the University of Siena - the following annual variables  for  one country at your choice:   TY = Total Revenues/GDP, GY = Total Government Spending/GDP,  real gdp growth rates,  R = Long-term interest rate. 

[Hints: check first if the ratios are available in the database or if you have to calculate them on your own, after taking the appropriate variables. Notice that Government is defined as General Government and that outlays and receipts are the Oecd words for spending and revenues, respectively. Data should stop to 2011 to avoid using forecasts. Including 2011 at this time  is acceptable since most of  current year data are about known.]
Use the required data to obtain the following steps and answers:

1. Make a graph of your variables. 

2. Make some comment on the shape over time of your variables. Group some variables in the same graph if you have an interpretation for this.  In case,  consider also scale problems.
3. Evaluate a linear deterministic trend for each log-level variable and calculate cyclical deviations for each variable.
4. Make another graph of these cyclical variables and calculate cross-correlations between gdp cycles and each of the other cyclical components. You can limit your analysis to contemporaneous correlations but you can do better, evaluating a few leading and lagging cross correlations with respect to real gdp cycles.

5. Calculate also the volatility of the cyclical components. 
6.  Make your comments on the overall results. 
