Review Questions, Section 5: Causality
Question 1: When can we generally say that an event A causes B? Referring to the concept of INUS conditions, explain the circumstances under which an event has multiple causes. In which sense may these causes be “unnecessary” to bring about an outcome?

Question 2: Apply the concept of INUS conditions to different candidates of causes of the most recent financial crisis! Explain the problem of arguing using counterfactuals.

Question 3: Why do economists normally not interpret their models in terms of causality? Is this caution justified?

Question 4: Which was the tobacco industry’s alternative model of causality after the Surgeon Report 1964 claimed that smoking causes cancer?

Question 5: Why is it impossible to identify the relative magnitude by which “unobserved genotype” and “smoking” affect cancer? How can one construct a model which is “identifiable”? Does this solve the problem of proving causality?

Question 6: Assume there are 50 developing countries of which 30 have experienced a recent depreciation of their exchange rate whilst the exchange rate of 20 countries has been stable. Some of the countries also experienced a fall in their official reserves of foreign exchange. The following table summarizes the experiences of the 50 countries:
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Which is the conditional probability of currency depreciation when there was a fall in official reserves? Could one say that the fall in a country’s official reserves probabilistically causes depreciation? Can one also support the reverse causality? Suggest other models of causal relationship to make sense of the coincidence in observations!

Question 7: Which relationship does have to hold for the conditional probability of an event B, P(B|A) to indicate that B is probabilistically caused by A? Show that when this relationship supports the claim that A probabilistically causes B, the claim that B probabilistically causes A can also be supported (hint: see Hoover, chpt 1, footnote 19).

Question 8: Discuss the claim that causes must always precede their effects.
Question 9: What is Granger causality? How does the concept relate to the claim that time series models do not explain but rather describe structure of the data?
