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Multiple Choice (1 point each)

Identify the letter of the choice that best completes the statement or answers the

question.

1. Which of the following is an advantage of tradable pollution permits?
A. Each firm is allowed to pollute exactly the same amount.
B. Revenue from the sale of permits is greater than revenue from a corrective tax.
C. The initial allocation of permits to firms does not affect the efficiency of the market.

D. Firms will engage in joint researghi efiortsitopredee pollution.

2. Alicia is a vegetarian, so she does/not eat beef. That is, beef provides no additional utility to
Alicia. She loves potatoesshowever: If we illustrate Alicia’s indifferenee curves by drawing beef on
the horizontal axis and potatoes on the yvetrtical axis, Her indifference curves will

A. slope downward.

B. be vertical straight lines.

C. slope upward.

D. be horizontal straight lines.

3. Which of the following demonstrates the law of demand?

A. After Jon got a raise at work, he'bought more pretzgls at $1.50 per pretzel than he did before
his raise.

B. Melissa buys fewer muffins at $0.75 per muffin than at $1 per muffin, other things equal.

C. Dave buys more donut$,at'$0.25 per donut than at $0.50 per donut, other things equal.

D. Kendra buys fewer Snickers"ats$0.60-p€r Snickess.aftesthie price of Milky Ways falls to $0.50
per Milky Way.

4. Suppose researchers at the University of Wisconsin discover a new vitamin that increases the
milk production of dairy cows. If the demand for milk is relatively inelastic, the discovery will

A. raise both price and total revenues.

B. lower both price and total revenues.

C. raise price and lower total revenues.

D. lower price and raise total revenues.
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5. When a tax is levied on buyers of tea,

A. buyers of tea and sellers of tea both are made worse off.
B. buyers of tea are made worse off, and the well-being of sellers is unaftected.
C. buyers of tea are made worse off, and sellers of tea are made better off.

D. the well-being of both buyers of tea and sellers of tea is unaffected.

6. When a country allows trade and becomes an exporter of a good
A. consumer surplus and producers surplus will increase.
B. consumer surplus and producer surplus will decrease.
C. consumer surplus will increase and predficer surplus will increase.

D. consumer surplus will decrease and producer surplus will increase.

7. When a perfectly competitive firm-makes a decision to shut dewa, it is most likely that

A. marginal cost is aboye average variable cost,
B. pice is below the minimum of average variable cost.
C. fixed costs exceed variable costs.

D. average fixed costs are rising.

8. Price discrimination 1§ a rational strategy for a profit-maximizing monopolist when
A. there is no opportunity for arbitrage across market segmentations.
B. there is an opportunity for arbitgage across market segmentations.

C. consumers are unable to be segmented into identifiable narkets.

D. they want to increase the deadweight, 10ss that-restltsfrom profit-maximizing behavior.

9. As a group, oligopolists wonld always be better off if they would act collectively
A. as a single monopolist.
B. as a single competitor.
C. as if they were each seeking to maximize their own profit.

D. in a manner that would prohibit collusive agreements.

10. If firms in a monopolistically competitive industry are making profits,
A. firms will likely be subject to regulation.
B. barriers to entry will be strengthened.
C. new firms will enter the market.

D. some firms must exit the market.

]

R MM A& MR




R 3 Hh A2 o3 BRI A A A | ”

A
- w42} gsa
# X # B ;;zi:ﬁ“ % At 3l i L 4> FRFRE >AWNBGFE — B
e h ATL- 9] 194 4>1] -

4>/
11. A company uses 100 workers and 30 units of capital to produce 500 units of output. If this

company increases its capital to 50 units and, as a result, its output increases by 300 units, the

productivity of labor to units per worker.
A. increases; 1
B. increases; 3
C. increases; 8

D. decreases; 4

12. Official unemployment statistics:

A. understate unemployment bécaiSe individials teceiving unemployment compensation are
counted as employed.

B. understate unemple¥inent because discouraged workers Arewnot counted as unemployed.

C. include cyclical and structural unemplovment, but not friction il unemployment.

D. overstate uneployment becatise workers who-arc inveluntarily working part time are counted

as being employed.

13. A car that is produced in 2004 is-not-sold-until 2005. According to the definition of GDP, in
which year’s GDP should it be counted?

A. 2004.

B. 2004 real GDP: 2005 nominal'GDP.

C. both years.

D. 2005.

Total Population 30, 000
Working-Age Population 25,000
Employment 11,000
Unemployment 1,000

14. Consider the data in the table above for a simple economy. The unemployment rate for this
simple economy equals:

A 4.0%.

B. 9.1%.

C. 8.3%.

D 3.3%.
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15.

16.

17,

18.

of

19.

20.

Which of the following could cause nominal GDP to decrease, but real GDP to increase?
A. The price level rises and the quantity of final goods and services produced falls.
B. The price level rises and the quantity of final goods and services produced rises.
C. The price level falls and the quantity of final goods and services produced falls.

D. The price level falls and the quantity of final goods and services produced rises.

When a member of the nonbank public withdraws currency from her bank account,
A. both the monetary base and bank reserves rise.

B. bank reserves fall, but the monetary base remains unchanged.

C. both the monetary base and bank resefves fall

D. the monetary base falls, but bank reserves remain unchanged.

When economists state that-moemnecy/is neutral in the long runy.they mean that in the long run,
A. the price level is independent of the nominal money supply.

B. the level of output is independent of the nominal money supply.

C. changes in the money supply hate the same impact on the rich as théy do on the poor.

D. fluctuations in the money supply are equally likely to leaditd recessions as to expansions.

An expansionary monetary poli¢y that successfully counteradgtsia recession has the side effect

A. lower investment spending thanif no action had been takeu:
B. lower output than if no action hadwbeen taken.
C. a higher price level than if no action had been-taken:

D. a larger government déficit than if no action had been taken.

The less interest-sensitive is money‘demand, the

A. steeper is the IS curve.

B. flatter is the LM curve.

C. more effective is monetary policy relative to fiscal policy.

D. more effective is fiscal policy relative to monetary policy.

The quantity theory of inflation indicates that the inflation rate equals

A. the growth rate of the money supply minus the growth rate of aggregate output.
B. the level of the money supply plus the level of aggregate output.

C. the growth rate of the money supply plus the growth rate of aggregate output.

D. the level of the money supply minus the level of aggregate output.
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Problems and Short-essay Questions
Please answer the following questions IN SEQUENCE. All questions may be answered

in either Chinese or English.

1. Suppose that a firm’s fixed proportion production function is given by
¢ = min(2k, 10/ — 2).

The inputs are hired in perfectly competitive markets. The rental rates of capital (k) and labor (I)
are v and w, respectively.
a. (10 points) Calculate the firm’s loft-zuiiitotaljlaverage, and marginal cost functions.
b. (10 points) Suppose that k is fiedfat 9 in the short run %Calculate the firm’s short-run total,

average, and marginal cost funetions.

2. (20 points) Consider/the good = impozt€d by the homesconntry. To kecpithings simple, assume
that z constitutes a homogeneous gogd and that the marketsfor it is perfectly competitive. The
demand for z at horde is given by/(Qp = 2000~ 4L, The domestic market supply is given by
Qs = 4P — 40.

a. Suppose that z ¢an be imported ata fixed=worlds price lof $20. Suppose that the home
government imposes an impont tariff of $6 per unit of z. Whatjis/thetotal number of z imported
from abroad?

b. Suppose that, becanse of political*economy considerations, the home government sets its

import tariff, ¢, in order to maximize:
Consumer Stgplus + Tariff Revenues + A X (Produger Surplus).

What is the value of A under which*thesheric government would impose an import tariff of $57

3. Assume that firms care about their after-tax rate of return on investment projects. And, suppose
the incumbent government has decided to raise taxes on corporations. Use the loanable funds model
to explain the effect of the tax increase.

a. (7 points) What effect will this have on the investment demand curve? Explain and graph
the effect.

b. (7 points) What effect will this have on national savings? Explain and graph the effect.

c. (6 points) Consider both effects that you have described in parts a and b. What will happen

to the real interest rate, national savings, and investment? Explain and graph the effect.
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4. Suppose currently the discount rate is 0.8%, the interest rate the Fed (the central bank) is

paying for banks’ excess reserves is 0.2%, the required reserve ratio is 5%, and the equilibrium

federal funds rate is 0.2%.
a. (6 points) If the Fed reduces the discount rate to 0.6%, what will happen to the equilibrium

federal funds rate?
b. (7 points) If the Fed reduces the required reserve ratio to 4%, what will happen to the

equilibrium federal funds rate?
c. (7 points) If the Fed reduces the interest rate paid on zeserves to 0.1%, what will happen to

the equilibrium federal funds rate?
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Part I: Multiple choice (20 points)
1. Which of the following are true statements about the internal rate of return?
A. If A and B are two projects, then IRR(A)+IRR(B)=IRR(A+B)
B. If IRR<WACC, then NPV<0
C. If IRR>0, then NPV>0
D. IRR are always unique
E. None of the above
2. Rank the following forms of business organization in terms of highest to lowest agency costs between owners
land management.
I. Sole proprietorship, II. Corporation, III. General paftnership
A.LIL I
B.IL [, I
C.HOLILI
D IL T 3
E. None of the above
3. Because of agency costs, which of the following can happen?
. The corporation’s capital structure can be affected
[I. Management may accept projects with a negative net present value
[11. Management may reject projects with a positive net present value
A.Tonly
B. Il only
C. II and IIT only
D. L, Il and I11
E. None of the above
4. A firm in the extraction industry whoSesmajor assetS aréweash, equipment and a closed facility may appear to
have extraordinary value. This value can be primarily attributed to:
A. the potential sale of the firm
B. the option to re-open the facility when prices rise dramatically
C. the low exercise price of the facility held by shareholders
D. The option to abandon the facility
E. None of the above
5. Which of the following are plausible reasons for firms paying dividends?
1. there is a clientele that prefers dividends
1. dividends provide a credible signal of future performance

[11. firms that pay dividends are more valued by investors
A. T only
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B.Iand II only

C. II and III only

D. I, IT and III

E. None of the above

PART II: True/False (20 points); is each of the following statements true or false? Why? A one sentence

explanation should be sufficient in each case. Note that a correct guess with no explanation will receive NO credit.

1. According to the pecking theory of financing, long-term debt is preferred to external equity because the cost of]
capital for debt is lower than the cost of capital for€quity

2. Ignoring financial distress costs, agency gosts, and other marketimperfections, the risk of a company’s debt,
regardless of the level of leverage, can never be higher than the level of risk faced by equity holders in an|
unlevered company with identical‘businessrisk.
3. In general, expected earnings per share (EPS)-arc maximized.at the same level of debt that maximizes stock]
price.
4. The fact that announcements of dividend inereases often cause stock prices to rise is evidence that investors
fprefer high dividend paying stocks to low dividend paying stocks.

PART III: Problems (60 points); show your work, including intermediate ealculations and formulas. Correct]
answers, with no work shown, will reeeive, NO credit. Please keep your diseussions brief.
1. Greff Inc. is interested in the impact that increasing its leverage may have on its WACC. It is currently an
all-equity firm with beta = 1.2. The market value of its equity is $10 million. After discussions with an investment
[bank, it estimates that if it takes on $35 million in debt its cost of debt will be 13%, while if it takes on $6 million in|
debt, its cost of debt will be 14%. The debt would be uscd to repurchase shares. (Assume that one dollar of debt
will retire one dollar of equity.) What level'ofdeverage will minimize Greff’s WACC? Assume: Rp (risk-free rate)
= 5%; Ru (expected market return) = 12%; tax rate = 40%. (10 points)

2. Hot Inc. and Cold Inc. are planning to merge without refinancing. The following financial data are available (allf
values are market values.)
Expected market return = 11%; risk-free rate =5%

Hot Cold
Beta 1 2
Debt 0 10
Equity 10 10

What will the merged firm’s cost of equity be? Assume all tax rates are 40%. (10 points)
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3. ABC Inc. currently has $1 million in equity and $2 million in debt. Its tax rate is 40%. Its cost of debt is 10%,
and its cost of equity is 20%. What is ABC’s unlevered cost of equity? Assuming the MM formula and no growth,

what is ABC’s expected after-tax net operating income (free cash flow)? (20 points)

4. XYZ Inc. is considering investment in producing steam-powered boats. The cash flows associated with this|

project are as follows:

0 Demand Probability 1 2 3
-100 High 1/3 24 24 24
Low 2/3 1.5 1.5 1.5

If the demand is high, XYZ can add a second/factory at the end of the first year, which will also operate at full
capacity. If the discount rate for this.project is 10% and the annual risk- 1€ rate.is 2%, please derive the expansion
option (the optien to add a second factory at the cnd-of-the.first year) value using the binomial option pricing]
approach. What is the appropriate (expected) discount rate for this éxpansion option under the binomial approach?
(20 points)
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1. The principal of a school wants to know the average number of sick days taken per student in 2013.
Office of Student Affairs collects records on all the students and averages the number of sick days
taken in 2013 by each student. The above process is using
(a) a cluster sampling (b) a stratified sampling
(c) a sampling survey (d) a census

2. Methods for developing useful decision-making information from large data bases is known as
(a) data monitoring (b) data mining
(¢) data manipulation (d) data base conversion

3. A measure of dispersion that is influenced most by extreme values is
(a) the interquartile range (bystHC range
(¢) the variance (dysthe standardwdc¥aation

4. A return data is positively skewed, whichiof the following stateémant is always true?
(a) The mean is less than the megdian. (b) The median is less than theanode.
(¢) The mean is greater than the mode. (Y Theamean and'mode are the, sdme.

5. If you were interested in comparing the EPSdorApplewath.the EPS for Samsung, it would be better
to use a
(a) bar graph (b) line graph (¢) histograin (d) pie chart

6. President of DaDa Security is exploring the charaeteristies of'stock market investors.  He found that
50% of all investors have a'net worth cxceeding $1,000,000:40% of all investors use the online trading
system; and 35% of all inv&stors have, net worth exceeding $1,000,000 and use an online trading
system. Let W denote the eyent *net Worth exceeds $1,000,0007, @nd=l{denote the event “using
online trading system”. W and Tare . " .

(a) independent (b) disjgint (&)dependent (d) corplement

7. (continued) POW U T) = &, .
(a) 0.90 (b) 0.20 (c) 0.15 (d)0.55

8. (continued) P(WT)=__ .
(a) 0.875 (b) 0.50 () 0.125 () 0.05

9. (continued) P(WF|T®) = .
(a) 0.875 (b) 0.75 () 0.917 () 0.25

10. 200 policyholders file claims with First Insurance in 2013. 20 of these claims are fraudulent.
Claims manager randomly sclects 10 out of all claims for thorough investigation. Iet x denotes the
number of fraudulent claims being sampled, then x has a distribution.

(a) discrete uniform (b) binomial (¢) hypergeometric (d) Poisson
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11. Other things being unchanged, if a 95% confidence interval estimate is changed to be a 99%
confidence interval estimate, the length of the confidence interval

(a) incr eases (b) decreases (¢) remains the same  (d) All are wrong

12. In a two-tailed hypothesis test situation, the test statistic is determined to be t=-2.423.  The sample

size has been 40. The p-value for this test is
(a) 0.99 (b) 0.01 (c) 0.98 {(d) 0.02

13. Other things being unchanged, if a hypothesis is not rejected at the 2% level of significance, it
(a) may be rejected at the 1% level

(b) will not be rejected at the 3% level

(c) may be rejected at the 5% level

(d) will not be rejected at the 5% level

14. The marketing department of a food cémpany wants to detexniine which of the 3 flavors of potato

chips will have the largest amount of sales4 4 stores are randomly sclccted, and each flavor will be sold
in all of these stores for 15 days..=What is the design for this experiernt?

(a) Completely randomized deSign (®) Randomized blockidesig

(¢) Factorial design (@ Nonc Ofthcselalternatives,is eorrect.
15. (Continued)Which oge is the main nuli'hypothesis to betested?

(a) Store effect doesn’t exist. (b) Existsssomesstordye feet:

(c) Flavor effect doesn’t gxist. (@ Fxistsssemc/flavoncHect:

16. (continued) What is thg degrees of frecdom for the Error?
(a) 6 (s) ™0 c) N {(d) 168

17. (continued) If a=0.05, and/p-value for'testing about flavors is 0402, then thiere is a strong evidence
that

(a) all flavor effects are differént (Byalisflavet clieects are the same.

(¢) flavor effects are not all thelgame. (d)None'of these alternatives is correct.

18. Which of the following is a nonparametric version ofithe parametric analysis of variance?

(a) sign test @Y Wileexon Signedetank test

(¢) Mann-Whitney-Wilcoxon test (d) Kruskal-Wallis Test

19. For quantitative data, which of the following is a nonparametric method for determining the
differences between two populations based on matched samples?

(a) sign test (b) Wilcoxon Signed-rank test

(¢) Mann-Whitney-Wilcoxon test (d) Kruskal-Wallis test

20. If the variances of the two populations are neither equal nor known, to compute the t-statistic to test
the difference in the two population means, it is appropriate to

(a) pool the two sample means (b) pool the two sample variances
(¢) unpool the two sample variances (d) match the two samples
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21. For time series data, which of the following treats the actual value as the product of its components?
(a) autoregressive regression model (b) multiplicative time series model
(¢) additive time series model (d) None of these alternatives is correct.

22. An analyst performs the time series analysis for the quarterly revenue from the 1% quarter of 2010 to

the 4" quarter of 2013. He obtains the seasonal indexes as

Quarter 1 2 3 4

Seasonal Index 1.12 0.97 0.93 0.98

and estimates the trend line of the descasonalized time series by
T,=1475+0.251.

The trend forecast for the revenue of the 134

(a) 15 (b) 16.8

(d)21.28

23. (Continued) The forecas
(a) 18.6725

24. (Continued) The tre
(a) 15.75

25. (Continued) The forecas

(a) 61.5 d) 77.4425
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1. A bank takes a random sample of 100 two-minute periods to count the number of customer
arrivals. Shown below are the observed frequencies.
Number of Arrivals Observed
in a 2-minute period frequency
0 38
1 34
2 20
3 6
4 2
Total 100
(a) Provide an approximate 90% confidence interval for the mean number of arrivels in a
2-minute period. (8%)
(b) Regroup the number of arrivals into ) 2, =3, then use the observed
frequencies to test whether the numb 1§son distribution at a=0.05.
(12%)
(¢) Estimate the probability the or the nn between | and 2
minutes. (5%)
2. The following table giv nthly sales (Y 1 ,000,000) ar hly advertising
expenditure (X in $10,000 1
X 3141578 1 21 15 W8 16 |16 | 3 1211
y 10 | 12112 | 20| 25 45140 1 60 | 5165{20( 7 |10} 10
(a) At a=0.05, test whether tl 1 ' (16%)
(b)The advertising expenditu op a 95% interval
estimate for next month’s sale (9%)
s R M M & M R
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