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The exam is split into two parts. You MUST answer the question of Part I. You have to answer TWO questions of Part II.   Please allocate your time carefully.

Part I  (34%) COMPULSORY

Explain the crucial experiment that demonstrates that empirical tests of the neoclassical production function in no way can verify the validity of production functions such as the Cobb-Douglas function, and why these tests that pertain to measure output elasticities in fact measure something else.

Part II (66%) ANSWER ONLY TWO OF THE FOLLOWING FOUR QUESTIONS

1.
Briefly explain the finance frontier that all firms face. Taking into account the expansion frontier, show what combinations of profit rates and growth rates can be attained. Show graphically the changes that are said to be associated with financial capitalism (relative to the previous managerial capitalism), and how this new capitalism, with more power to shareholders, can be reconciled with the fact that top corporate managers now get larger earnings. 

2. 
Explain why post-Keynesian believe that the marginal costs of a plant are constant up to full capacity, and why this can still be considered to be true at the firm level and at the industry level, despite the presence of plants of different vintages.

3.
With the help of balance sheets associated with the Canadian payment system, explain why an increase in government expenditures, all else equal, tends to increase the amounts of reserves in the banking system and hence lower overnight interest rates – the opposite of the so-called crowding out effect – unless the Bank of Canada takes some measures to neutralize these effects, and explain how this neutralization would occur. 

4.
From a methodological point of view, what distinguishes post-Keynesian economics (and other heterodox schools) from mainstream economics?

