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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. Beef is a normal good. You observe that both the equilibrium price and quantity of beef
have fallen over time. Which of the following explanations would be most consistent with this

observation?
A. Consumers have experienced an increase in income, and beef-production technology has

improved.
B. The price of chicken has risen, and thespricesof steak sauce has fallen.
C. New medical evidence has been released that indicates a negative correlation between a

person’s beef consumption andlife expectancy.
D. Beef producers, concerned about the health-of their customers, decided to produce relatively

less beef.

2. Suppose a tax of $4 per unit is imposed on a good, and theitax causes the equilibrium quantity
of the good to decrease from 2,000 units to 1,700 units. The tax decreases consumer surplus by
$3,000 and decreases producer surplus by-$4,400. The-deadweight loss of the tax is

A. $ 200.

B. $ 400.

C. $ 600.

D. $ 1,200.

3. When a tax is levied on sellers of tea, buyers of a good bear the larger share of the tax burden
when the
(i) supply is more elastic than the demand for the product.
(ii) demand in more elastic than the supply for the product.
(iii) tax is placed on the sellers of the product.
(iv) tax is placed on the buyers of the product.
A. (i) only
B. (ii) only
C. (i) and (iii) only
D. (i) and (iv) only - -
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4. The substitution effect of an increase in the interest rate will result in an increase in
A. consumption when young and increase in savings when young.
B. consumption when old and an increase in savings when young.
C. consumption when young and an increase in savings when old.
D.

savings when old and an increase in consumption when old.

definitely
A. consume more of good X because her*btidgét egnstraint has rotated outward.

B. consume more of good X becauSe ier budget consttaint has shifted outward.
C. consume more of good Y be¢ause her budget constraint has rotated outward.
D.

consume more of go6d Y -because her budget constraint has shifted outward.

she can easily put her idle resources to use,
A. the marginal cost'of an extra worker is large.
B. the marginal productiof an extra worker is small.
C. The marginal cost of one more glass of lemonade is smiall.

D. Her lemonade stand is likely to be.crowded with workers.

7. When total revenue is legs than total variable cost, a firm in a competitive market will

A. shut down.
B. continue to operate as long asS"8verage revenue exeeeds marginal cost.

C. continue to operate as long as average revenue exceeds average fixed costs.

D. always exit the industry.

market

A. the same is true.

faces.

5. Assume that goods X and Y are not Giffen goods. If the price of good X falls, a consumer will

6. Thirsty Thelma owns and operates.a small lemonade stand. When Thelma is producing a small

quantity of lemonade she has few workers and her-equipment. is not being fully utilized. Because

8. In a competitive market, a firm’s supply curve dictates the amount it will supply. In a monopoly

B. the decision about how much to supply is impossible to separate from the demand curve it
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C. the supply curve conceptually makes sense, but in practice is never used.

D. the supply curve will have limited predictive capacity.

9. Equilibrium quantity in markets characterized by oligopoly are
A. lower than in monopoly markets and higher than in perfectly competitive markets.
B. lower than in monopoly markets and lower than in perfectly competitive markets.
C. higher than in monopoly markets and higher than in perfectly competitive markets.

D. higher than in monopoly markets and lower than in perfectly competitive markets.

10. In the long run, a profit-maximizing fizmiiilammenopolistically competitive market operates at
A. efficient scale.
B. the point where demand equals marginal cost.
C. the point where revenue is also maximized-

D. some point along the downward sloping portion of‘its average total'cost curve.

11. Which of the following statements is correct.if a country has adopted fixed exchange rate
regime?

A. If the currency is,overvalued with respect to the fixed parity, the central bank has to intervene
e.g. by increasing the interest rate.

B. The central bank has to offsctuthe effects of capital outflow on the exchange rate e.g. by

buying domestic currency and paying with foreign-reserves.
C. If, in order to reduce excess supply of the domestic currency, the central bank buys domestic
currency at the target exchange rate, this will necessarily cause inflation in the home country.

D. Measures taken by the cerftral=bank to keep™the=eXChange rate fixed will not affect the

domestic interest rate.

12. Take a graph with the unemployment rate on the horizontal axis and the inflation rate on the
vertical axis. Which of the following will shift the Phillips curve towards the northeast?

A. A positive aggregate demand shock

B. Contractionary monetary policy

C. A negative aggregate supply shock

D. A decrease in expected inflation
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13. Which of the following statements is necessarily false:
A. Monetary policy can be conducted through open market operations, setting the minimum
reserve requirement and through changing the refinancing rate at which banks can borrow money

from the central bank.
B. In the short run, an increase in money supply causes a proportional increase in prices. Over

time the latter decrease again.
C. Unemployment benefits are automatic stabilizers.

D. The positive effect of expansionary fiscal policy on production is reduced by crowding out.

14. According to the theory of sticky/wages:

A. prices adjust slowly to a decrease in nominal wages. Firms face lower wages and since
prices stay high they increase the-level of production and thus employment. This results in higher
aggregate supply.

B. wages adjust slowly to a decrease in prices. Firms'{ace lower prices and since the costs
of production stay high they have to decrease production and thus employment. This decreases
aggregate supply.

C. not all firms immediately adjust theirprices in reaction to a decreasein the price level. These
firms face higher prices and thuas they increase production, which increases aggregate supply.

D. prices react more than proportionally to increases in/nominal wages. Producers face higher

wages, but since prices increase more than ‘wages theywant to increase production. This results in

higher aggregate supply.

15. According to the AS-AD model an"increase”ofspublic investatent
A. might decrease GDP in the short run because of crowding out.
B. decreases prices in the short run which stimulates an economic recovery.

C. does not change long run aggregate supply.
D. increases aggregate supply which is depicted as a shift of the AS curve to the right.

16. Which of the following is the most important variable for judging an economy’s long-run

performance?
A. growth in nominal GDP
B. growth in real GDP
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C. growth in real GDP per capita
D. growth in potential GDP

17. Assume that the currency-deposit ratio is 32%, the required reserve-deposit ratio is 7%, the
excess reserve-deposit ratio is 1%, and total money supply is $1,320 billion. What is the amount
of high-powered money?

A. $132 billion

B. $165 billion

C. $330 billion

D. $400 billion

18. When the central bank intervenes in the foreign exchange-marcket by purchasing foreign cur-
rency, it also routinely engages in open market-sales of government securities. Why?

A. it has to sell securities to acquiré the necessary furds

B. to avoid a recession that may be caused by the reduction in money supply resulting from
the purchase of foreign currency

C. to prevent its intervention in the foreign exchange market from having a direct effect upon

the domestic money supply

D. it wants to isolate the domestic economy from foreign/competition

19. According to the Baumol-Tobin transaction.demand model, money demand for transactions
A. depends only on thelevel of income
B. depends only on the cost of illiquidity
C. varies inversely with both thé"interest rate an@theslevél of income

D. increases as the interest rate decreases or income increases

20. Which are the three channels by which the Central Bank can reduce money supply?
A. buy government securities, lower reserve requirements, and lower the discount rate
B. buy government securities, raise reserve requirements, and raise the discount rate
C. buy government securities, lower reserve requirements, and raise the discount rate

D. sell government securities, raise reserve requirements, and raise the discount rate
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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 there is a railway that runs coal-burning steam locomotives through a farming area
and caused fires in the crop fields at harvest time. The crop damage from each train run is $200.
To run trains, the railway company incurs a private marginal cost of $100n, where n denotes the
number of train runs. For simplicity, assume_there are no fixed costs. The revenue from a train
run is $400.

A. (4 points) What is the socially optimal number of train runs?

B. (4 points) How many.trains would the railway company Tun«if no compensation is required
for crop damage and the transaction cost is-high“enough to prevent the\parties from bargaining?
How much profit does the company make?

C. (6 points) How many trains would the railway company tun if no compensation is required for
crop damage but the negotiations between the company and the farmers are free of any transaction
costs? How much profit'does the company make?

D. (6 points) Now assume the railway company is legally Hable for the damage caused. That
is, it is required to pay the farmer $200 for each train run. How many trains would the company

run? How much profit does it make?

2. There are two large countries H and F. Each country can choose its trade policy between
free trade and protection. If beth countries choose free trade, thewelfare is (welfare of H, welfare
of F)=(20,20). If H chooses free trade=btit /' chooses*prétection, according to the optimal tariff
theory, F' can obtain more gains from trade at the expense of H, so that (welfare of H, welfare of
F)=(—20,30). On the contrary if H chooses protection while F' chooses free trade, the welfare is
(welfare of H, welfare of F)=(30, —20). However, if both countries choose protection, the welfare
level moves down toward that near autarky. Therefore, (welfare of H, welfare of F')=(-10, —10).
Answer the following questions.

A. (10 points) If two countries choose trade policy simultaneously, what is the possible policy

combination they will choose?
B. (10 points) What is the value of a bilateral trade agreement?
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3. Consider an economy with the following aggregate demand and aggregate supply functions:
Aggregate Demand function: Y =100 + 0.5 x ¥,
{ Aggregate Supply function: Y =Y +25 x (P — P¢),

where Y represents the output, ¥ is the potential output, P is the price level, P¢ is the expected
price level, M is the nominal money supply. Furthermore, assume that M = 400 and Y = 200.

A. (6 points) Compute the equilibrium price and the equilibrium output, given that the expected
price level is exactly equal to the actual price level.

B. (7 points) Suppose that the central bank dramatically increases the nominal money supply

to 750 while the general public maintaifis exactly the.same expected price level, what would be the

new equilibrium price and the new equilibrium output?

C. (7 points) Compute the"equilibrium price and the equilibrium output if the aforementioned

expansionary monetary policy of the central-bank-is.fully anticipated.by.the public.

4. Consider the following structural macroeconomic.model:
e Production function: ¥ = H(N, K); Fy > 0, Fie > 0.
e Labor demand: % =N, K); FEnv <0, Frr < 0.
e Consumption: C =C@ =%, ); 1 > Cy > 0,C, <0.

Investment: I = I(myy); Iy > 0, Ip.< 0

o Goods market equilibrivm: ¥ =C + I + G.

e Money market equilibrium:* ¥z m(#e1); m, €yiily2-0"

The terms Y (nominal GDP), y(real GDP), N(employment level), P(price level), C(consumption),
r(interest rate), I(investment) are endogenous variables while K (capital stock), W (nominal wage),
T (tax), G(government purchase), M(money supply) are exogenous variables.

A. (6 points) Is there an equilibrium in this model? If so, is it unique?

B. (7 points) Is there a stable equilibrium? If instability is possible, what is the sufficient

condition for instability? (7%)
C. (7 points) What are the effects of an increase in government spending on y, 7 and P? What

are the effects of an increase in money supply on y, r and P? (7%)
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1. (35%) The following table lists 12 universities according to the registration rates of their PhD programs in
2017.

; : |
' University  Registration rate (%)

EEKE 0
DREIPN- 63.00
B 81.93
REAE 72.38
sk R —
TN 7222
ks f80s8 T
o g A 74.49 i
ESG@AE /8989
E%j{% ¥/ 77.78 :
Bria A 66.26 '
EWT 80.75

(1) Draw a boxplot for the registration.rates and interpret'the resulting plot.  (10%)

(2) If five different universities are selected randomly from the list, what is the probability that three of them
have registration rates between the first and third quartiles? (5%)

(3) If six different universitias are selected randomly from the list, what is the probability that two or fewer
are universities in Taipei? (7%)

(4) Suppose universities are being selected randomly from the list with replacement. If five universities
are sampled, what is the probability that the sample will contain exactly two universities in Taipei?
(5%)

(5) Assume that the registration rates follow a normal distribution. Please construct a 95% confidence

interval for mean of the registration rate. (8%)

2. (20%) Suppose a teller supervisor believes the distribution of random arrivals is Poisson distribution. The
following data represent a distribution of frequency of arrivals during one-minute intervals at the bank.
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3. (30%) The following table lists a sample of automatic teller machine (ATM) customers: time (seconds) to

$2RA#% 1 B
N #om sl ek EaEm(MBA) [ 282 B(R) B2 %
ViR
Number of Observed
arrivals frequencies
0 7
1 18
2 25
3 17
4 12
=5 5

(1) Determine the estimated mean of the Poisson distribUtion. (3%)
(2) Use a=0.05 to test these data to/determine whether they are Poisson distribution. (12%)
(3) What is the probability of getting exactly 6 customers during-a-2-minute interval? (5%)

complete their transaction, height (in inches);and gender (1=Male, O=Female).

[ THime | Height |p=Gender
S "W
[ 75 63 F
75 65 F
95 64 F
115 67 M
110 | a6 M
110 65 F
85 63 F
95 66 F
110 70 M
125 70 M
100 63 F
110 74 M
102 64 F
80 68 F
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The computer printouts for regression analysis on the response variable, time to complete a transaction, are as

follows.

Model A.
_ Estimate | Std. Error
Intercept 90.778|  3.537
Gender 24222 5.592

Residual standard error: 10.610, F-statistic: 18.760

Model B.
. .Es"timéte f- Std. Error
Intercept | 82797 74.584
Height ™ “1120)

Residual standardmt_a?r.or: 13.70, F-statistic: 6.046

Model C.
T \ Estimate | _Std._Error_ l
Intercept |, . 110.534 | -90:641 |
‘Height | ™, | 0306 | 1403
| Gender | | (257354, 0 9.048

Residual standard error: 11.02, F-statistic: 8.717

(1) Assume the variable Time follows a normal distribution. Use a=0.05 and apply the t-test to examine
whether the means of 7ime for different genders are equal or not. (8%)

(2) Please construct an analysis of variance table for the regression model with Model C and interpret the
results.  (8%)

(3) Use a=0.05 to identify and explain which explanatory variables, Height and Gender, have significant
effect on the response variable? (8%)

{(4) Discuss which model should be the best among Models A, B, and C.  (6%)

4, (15%) Suppose 65% of all companies give some training to their employees but this figure varies by companyj
size. Suppose further that 18% of all companies using training are small companies and that 75% of all
companies that do not use training are small companies. A company is randomly selected without regard

to size.
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(1) What is the probability that the company uses testing? (2%)
(2) What proportion of all company is not small?  (5%)
(3) Suppose it is determined that the selected company is not a small company. What is the revised
probability that the company using training?  (8%)
P4
Table of the Chi~-square Distribution / a
if::L' v
o= |osos 099 o9k 0975 095 090 0% 020 010 005 0025 002 . 00] 0005 000 i
V=1 | ooooomr oo Guoods  owow:  U.00M3 00158 00642 1,692 2706 A4l 5024  S413 6635 181 10827 | v=1
2| 00100 0.0201 0 0404 00506 0.163 0211 0446 3219 4.005 5991 7.378 7.824 9210 10,597 13815 2
1100717 0.115 0.185 216 0.352 0584 1005 4.042 6.251 7.815 9 348 9.837 11,345 12.838 16.268 k]
4 | 0,207 {.297 0.429 0.484 0.711 1.064 1649 5089 770 9488 11.143 i 1.668 13.277 14.860 18.463 4
£10412 0.554 0752 0831 1.145 1610 2343 7389 9236 11.070 12,832 13.388 15086 16750 20.517 5
6 | 0.676 0.872 1.134 1237 1.635 2204 3.070 __ 8.558 10.645 12.592 14,449 15.033 16812 18.548 22457 6
7| 6.989 1.239 hLsod 1.690 2.167 2833 18229803 12.017 14.067 16013 16.622 18475 20278 24322 7
81 1344 1.646 2032 2180 2.733 349G 4.504 11.030 13.362 15.507 17,535 18.168 20090 21955  26.125 8
0| 1.735 2,088 25382 2,100 3.025 4168 5380 12.242 {4.684 16.919 19.023 19679 21666 21589 27877 9
10 | 2.156 2558 3.059 1247 3,940 4865 6179 13442 15.987 18307 20483 20061 23200 25188  20.588 10
11| 2.603 1053 3.609 21816 4.575 5578 6989 14,631 17.275 19.675 21.920 22618 24,725 26757 31264 11
1213074 1571 4.178 4404 5.236 6,304 7.807 15.412 185490 210264 23337 24034 26217 28300 32900 12
13 1 3,565 4.107 4765 5009 5.892 7042 8634 16.985 19812 27362 24736 25472 27688 29810  34.528 i3
14 | 4075 4.660 5368 5.629 6.571 7.790%., 90.467 18.151 21064 23685 26119 26.R731 | 29.141 1319 360123 14
15 | 4601 5.229 5985 6.262 7261 8.547 10307 1931 2230307 24996 27488  28.250 3578 2801 374697 15
16 | 5.142 5.812 6614 6.908 7.962 9312 11152 2046523542 26296 28845 20633 32000 134267 39232 16
17 ] 5697 6408 7.255 7564 8.672 10,085  12.002 21615 24769  27.587 30191 20,995 33400 35718 40790 17
i8] 6.265 7.015 7.906 8231 0.390 10.865 12.857 22760 25080 28.860 21.526 12346 4805 356 42312 18
19 | 6.844 7.633 8.567 8,907 10.117 11651 13716 23000 27204 30.144 32852 33687 14.101 38.582  41.820 19
W | 743 8,260 9.237 9501 10,851 12443 14578 25.038 28412 31410 341700 350200 37566 39.997 45315 20
21 | 8.03 8.897 2915 10.282 11.59% 13:240. 15445 26171 291605 32.674 35479 3634% 35032 41401 46.797 21
23| 8643 9.542 10,600 10.982 12,338 14.041 16314 27301 30813 33924 16,781 17650 40289 42796 48268 22
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0| 13787 14.953 16.306 16.791 15,403 20,599 23364 36250 40256 43773 46979 47.962 50.892 53.672 5073 30
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Percentage Points of the 7 Distribution; 1, ,
P(I>1, o) =a

a
(0,40 | 0,30 [ 0.20 | 0,15 | 0,10 | 0.05 | 0.025 | 0,02 | 0.015 | 0.01T | 0.0075 [ LS | 0.0025 | 0.0005

Y

1 [0.325[0.727 [ 1.376 [ 1.963 [ 3.078 [ 6.314 | 12.706 | 15.895 [ 21.205 | 31.821 | 42.434 | 63.657 | 127.322 | 636.590
2 [0.289[0.617 | 1.061 [ 1.386 [ 1.886 [ 2.920 | 4.303 | 4.849 | 5.643 | 6.965 | 8.073 | 9.925 | 14.089 | 31.598
3 |0.277]0.584 | 0.978 | 1.250 | 1.638 | 2.353 | 3.182 | 3482 | 3.896 | 4.541 | 5.047 [ 5841 | 7453 | 12.924
4 0271105690941 | 1.190 | 1.533 | 2.132 | 2.776 | 2999 | 3.298 | 3.747 | 4.088 | 4.604 5.598 8.610
5 [0.267[0.559]0.920 [ 1.156 [ 1.476 [2.015 [ 2.571 | 2.757 | 3.003 | 3.365 | 3.634 [ 4.032 | 4.773 | 6.869
6 | 0.2650.553 [ 0906 | 1.134 | 1440 | 1943 | 2447 | 2.612 | 2.829 | 3.143 | 3372 | 3707 | 4317 | 5.959
7 10.263]0.549[0.896 [ 1.119 [ 1415 ] 1.895 | 2.365 [ 2.517 | 2.715 | 2.998 | 3.203 | 3499 | 4.029 | 5408
8 10262 [0.546 | 0889 | 1.108 [ 1.397 | 1.860 | 2.306 | 2449 | 2.634 | 2,896 | 3.085 | 3355 | 3833 | 5.041
9 [0.2610.543 [ 0.883 | 1.100 | 1.383 | [.833,+2'262 | 2:398,| 2.574 | 2.821 | 2.998 | 3250 | 3690 | 4.781
10 | 0.260]0.5420.879 [ 1.093 | 1.372 | 1812 | 2:2080fw2:359 ["2527 | 2.764 | 2.932 [ 3.169 | 3.581 | 4.587
11 [0.260]0.540 [ 0.876 | 1.088 | 1363 1.796 | 2.200 | 2328 },2.49) | 2.718 | 2.879 [ 3.106 | 3.497 | 4.437

12 [0.2590.539 | 0.873 | 1.083 | 1.356 |1.782 | 2.179 | 2.303 | 261"| 2.681 | 2.836 | 3.055 | 3428 | 4.318
13 [0.259]0.538 [ 0.870 [ 1.079 | 1350 1771 | 2.160 | 2.282 | 2.436 [12.650 | 2.801 | 3012 [ 3372 | 4.221
14 [0.258 | 0.537 | 0,868 | 1.076-+-1.345 | 1.761 | 2.145 | 2.264 | 2415 | 2:624.) 2.771 | 2.977 | 3326 | 4.140
15 10.258]0.536 | 0.866 | 1.074. (k341 | 1.753 | 2.131 | 2.249 | 2.397 | 2.602 | 2746_| 2947 | 3286 | 4.073
16 | 0.258 10.535 |.0.865] 1.071 | 1.337 | 1.746 | 2120} 2.235 | 2382 | 2.583 | 2.724 1.2.921 | 32352 | 4.015
17 10257 [ 0.534 1 0.863 | 1.069 [ 1333 [ 1.7401 2.110 [ 2.224 1-2.368 | 2.567 | 2.706. 2.898 | 3.222 | 3.965
18 [0.257]0.534 | 0.862 | 1.067 | 1.330 | 17734 | 2.101 | 2214 | 2.35¢ [ 2.552 | 2.689 [ 23878 | 3.197 [ 3.922
19 10257 0,533,[ 0.861 | 1.066 | 1.328 [ 17720 | 2.093 | 2.205 | 2.346 |.2.539 | 2.674 | 2.861 | 3.174 | 3.883
20 10257 [0.533 ] 0.860 | 1.064 | 1.325 | 1.725 | 2.086 [/ 2.197 | 2.33¢ [ 2528 | 2.661 | 2.845 | 3.153 | 3.850
21 10.257 10,5321 0.859 | 1.063 | 1323 | 1721 [ 2.080 | 2.189 | 2.328 | 2518 | 2.649 | 2831 | 3.135 | 3.819
22 (025605321 0.858 | 1.061 | 1.321 | 1.717] 2.074 | 2.183 | 2.320 | 2.508"] 2.639 | 2819 | 3.119 | 3.792
23 |0.256 | 0.532] 0.858 | 1.060 1319 | 1714 | 2.069 | 2.177 | 2.313 | 2.500 | 2.629 | 2.807 | 3.104 | 3.768
24 [0.256 | 0.53110.857 | 1.059 | 3318 | 1707 | 2.064 [2.172 | 2.307 | 2.49 | 2620 | 2797 | 3.091 | 3.745
25 [0.256 | 0.531 | 0.856 | 1.058 1] 316 | 1,708|-2:060 | 2.167--2.301 | 2.485 | 2.612 | 2.787 | 3.078 | 3.725
26 | 0.256 [ 0.5317,0.856 | 1.058 [1.315 | 1,706 | 2.056 | 2.162 | 2.296 | 2.479 | 2.605 | 2779 | 3.067 | 3.707
27 ]0.256 [ 0.531 [ 0855 1.057 | 1314 | 1,703 | 2.052 | 2.158 | 2.291 | 2.473| 2.508 j72.771 | 3.057 | 3.6%0
28 | 0.256 | 0.530 | 0.855 [1.056 [.1.313 | 1.701 | 2.048 | 2.154 | 2.286 | 2467 | 2.592° | 2.763 | 3.047 | 3.674
29 [ 0256 0.530 [ 0.8541 1,055 [ 1.311.] 1.699 | 2,045 | 2.150 | 2.282 ['2462 | 2.386 | 2756 | 3.038 | 3.650
30 [0.256 ] 0.530 [ 0854 | 1.055 [ 1.310 151,697 | 2.042 | 2.147 | 2.2787| 20457 ["2.581 ] 2.730 | 3.030 | 3.646
40 1025510.529 | 0851/ 1.050 [1.303, 1684 2.021 | 2.123 | 2250472423 | 2542 1| 2.704 | 2.971 | 3351
60 [ 0254 [0.327 | 0848[ 1,045 | 1.296 [ [.671 | 2.000--2.099 | 2.223 | 2.390 | 2.504 | 2660 | 2.915 | 3.460
120 [ 0.254 [ 0.526 | 0.845 11.041 | 1.289 | 1.638 | 1.980.| 2.076°| 2.196 | 2.338 | 2468 | 2617 | 2.860 | 3.373
w [0253]0.524 0842 1,036 | 1.282 | 1.645 | 1.960 | 2.054 | 2.170 | 2326 | 2.432 | 2576 | 2.807 | 3.291
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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. Beef is a normal good. You observe that both the equilibrium price and quantity of beef
have fallen over time. Which of the following explanations would be most consistent with this

observation?
A. Consumers have experienced an increase in income, and beef-production technology has

improved.
B. The price of chicken has risen, and thespricesof steak sauce has fallen.
C. New medical evidence has been released that indicates a negative correlation between a

person’s beef consumption andlife expectancy.
D. Beef producers, concerned about the health-of their customers, decided to produce relatively

less beef.

2. Suppose a tax of $4 per unit is imposed on a good, and theitax causes the equilibrium quantity
of the good to decrease from 2,000 units to 1,700 units. The tax decreases consumer surplus by
$3,000 and decreases producer surplus by-$4,400. The-deadweight loss of the tax is

A. $ 200.

B. $ 400.

C. $ 600.

D. $ 1,200.

3. When a tax is levied on sellers of tea, buyers of a good bear the larger share of the tax burden
when the
(i) supply is more elastic than the demand for the product.
(ii) demand in more elastic than the supply for the product.
(iii) tax is placed on the sellers of the product.
(iv) tax is placed on the buyers of the product.
A. (i) only
B. (ii) only
C. (i) and (iii) only
D. (i) and (iv) only - -
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4. The substitution effect of an increase in the interest rate will result in an increase in
A. consumption when young and increase in savings when young.
B. consumption when old and an increase in savings when young.
C. consumption when young and an increase in savings when old.
D.

savings when old and an increase in consumption when old.

definitely
A. consume more of good X because her*btidgét egnstraint has rotated outward.

B. consume more of good X becauSe ier budget consttaint has shifted outward.
C. consume more of good Y be¢ause her budget constraint has rotated outward.
D.

consume more of go6d Y -because her budget constraint has shifted outward.

she can easily put her idle resources to use,
A. the marginal cost'of an extra worker is large.
B. the marginal productiof an extra worker is small.
C. The marginal cost of one more glass of lemonade is smiall.

D. Her lemonade stand is likely to be.crowded with workers.

7. When total revenue is legs than total variable cost, a firm in a competitive market will

A. shut down.
B. continue to operate as long asS"8verage revenue exeeeds marginal cost.

C. continue to operate as long as average revenue exceeds average fixed costs.

D. always exit the industry.

market

A. the same is true.

faces.

5. Assume that goods X and Y are not Giffen goods. If the price of good X falls, a consumer will

6. Thirsty Thelma owns and operates.a small lemonade stand. When Thelma is producing a small

quantity of lemonade she has few workers and her-equipment. is not being fully utilized. Because

8. In a competitive market, a firm’s supply curve dictates the amount it will supply. In a monopoly

B. the decision about how much to supply is impossible to separate from the demand curve it
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C. the supply curve conceptually makes sense, but in practice is never used.

D. the supply curve will have limited predictive capacity.

9. Equilibrium quantity in markets characterized by oligopoly are
A. lower than in monopoly markets and higher than in perfectly competitive markets.
B. lower than in monopoly markets and lower than in perfectly competitive markets.
C. higher than in monopoly markets and higher than in perfectly competitive markets.

D. higher than in monopoly markets and lower than in perfectly competitive markets.

10. In the long run, a profit-maximizing fizmiiilammenopolistically competitive market operates at
A. efficient scale.
B. the point where demand equals marginal cost.
C. the point where revenue is also maximized-

D. some point along the downward sloping portion of‘its average total'cost curve.

11. Which of the following statements is correct.if a country has adopted fixed exchange rate
regime?

A. If the currency is,overvalued with respect to the fixed parity, the central bank has to intervene
e.g. by increasing the interest rate.

B. The central bank has to offsctuthe effects of capital outflow on the exchange rate e.g. by

buying domestic currency and paying with foreign-reserves.
C. If, in order to reduce excess supply of the domestic currency, the central bank buys domestic
currency at the target exchange rate, this will necessarily cause inflation in the home country.

D. Measures taken by the cerftral=bank to keep™the=eXChange rate fixed will not affect the

domestic interest rate.

12. Take a graph with the unemployment rate on the horizontal axis and the inflation rate on the
vertical axis. Which of the following will shift the Phillips curve towards the northeast?

A. A positive aggregate demand shock

B. Contractionary monetary policy

C. A negative aggregate supply shock

D. A decrease in expected inflation
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13. Which of the following statements is necessarily false:
A. Monetary policy can be conducted through open market operations, setting the minimum
reserve requirement and through changing the refinancing rate at which banks can borrow money

from the central bank.
B. In the short run, an increase in money supply causes a proportional increase in prices. Over

time the latter decrease again.
C. Unemployment benefits are automatic stabilizers.

D. The positive effect of expansionary fiscal policy on production is reduced by crowding out.

14. According to the theory of sticky/wages:

A. prices adjust slowly to a decrease in nominal wages. Firms face lower wages and since
prices stay high they increase the-level of production and thus employment. This results in higher
aggregate supply.

B. wages adjust slowly to a decrease in prices. Firms'{ace lower prices and since the costs
of production stay high they have to decrease production and thus employment. This decreases
aggregate supply.

C. not all firms immediately adjust theirprices in reaction to a decreasein the price level. These
firms face higher prices and thuas they increase production, which increases aggregate supply.

D. prices react more than proportionally to increases in/nominal wages. Producers face higher

wages, but since prices increase more than ‘wages theywant to increase production. This results in

higher aggregate supply.

15. According to the AS-AD model an"increase”ofspublic investatent
A. might decrease GDP in the short run because of crowding out.
B. decreases prices in the short run which stimulates an economic recovery.

C. does not change long run aggregate supply.
D. increases aggregate supply which is depicted as a shift of the AS curve to the right.

16. Which of the following is the most important variable for judging an economy’s long-run

performance?
A. growth in nominal GDP
B. growth in real GDP
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C. growth in real GDP per capita
D. growth in potential GDP

17. Assume that the currency-deposit ratio is 32%, the required reserve-deposit ratio is 7%, the
excess reserve-deposit ratio is 1%, and total money supply is $1,320 billion. What is the amount
of high-powered money?

A. $132 billion

B. $165 billion

C. $330 billion

D. $400 billion

18. When the central bank intervenes in the foreign exchange-marcket by purchasing foreign cur-
rency, it also routinely engages in open market-sales of government securities. Why?

A. it has to sell securities to acquiré the necessary furds

B. to avoid a recession that may be caused by the reduction in money supply resulting from
the purchase of foreign currency

C. to prevent its intervention in the foreign exchange market from having a direct effect upon

the domestic money supply

D. it wants to isolate the domestic economy from foreign/competition

19. According to the Baumol-Tobin transaction.demand model, money demand for transactions
A. depends only on thelevel of income
B. depends only on the cost of illiquidity
C. varies inversely with both thé"interest rate an@theslevél of income

D. increases as the interest rate decreases or income increases

20. Which are the three channels by which the Central Bank can reduce money supply?
A. buy government securities, lower reserve requirements, and lower the discount rate
B. buy government securities, raise reserve requirements, and raise the discount rate
C. buy government securities, lower reserve requirements, and raise the discount rate

D. sell government securities, raise reserve requirements, and raise the discount rate
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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 there is a railway that runs coal-burning steam locomotives through a farming area
and caused fires in the crop fields at harvest time. The crop damage from each train run is $200.
To run trains, the railway company incurs a private marginal cost of $100n, where n denotes the
number of train runs. For simplicity, assume_there are no fixed costs. The revenue from a train
run is $400.

A. (4 points) What is the socially optimal number of train runs?

B. (4 points) How many.trains would the railway company Tun«if no compensation is required
for crop damage and the transaction cost is-high“enough to prevent the\parties from bargaining?
How much profit does the company make?

C. (6 points) How many trains would the railway company tun if no compensation is required for
crop damage but the negotiations between the company and the farmers are free of any transaction
costs? How much profit'does the company make?

D. (6 points) Now assume the railway company is legally Hable for the damage caused. That
is, it is required to pay the farmer $200 for each train run. How many trains would the company

run? How much profit does it make?

2. There are two large countries H and F. Each country can choose its trade policy between
free trade and protection. If beth countries choose free trade, thewelfare is (welfare of H, welfare
of F)=(20,20). If H chooses free trade=btit /' chooses*prétection, according to the optimal tariff
theory, F' can obtain more gains from trade at the expense of H, so that (welfare of H, welfare of
F)=(—20,30). On the contrary if H chooses protection while F' chooses free trade, the welfare is
(welfare of H, welfare of F)=(30, —20). However, if both countries choose protection, the welfare
level moves down toward that near autarky. Therefore, (welfare of H, welfare of F')=(-10, —10).
Answer the following questions.

A. (10 points) If two countries choose trade policy simultaneously, what is the possible policy

combination they will choose?
B. (10 points) What is the value of a bilateral trade agreement?
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3. Consider an economy with the following aggregate demand and aggregate supply functions:
Aggregate Demand function: Y =100 + 0.5 x ¥,
{ Aggregate Supply function: Y =Y +25 x (P — P¢),

where Y represents the output, ¥ is the potential output, P is the price level, P¢ is the expected
price level, M is the nominal money supply. Furthermore, assume that M = 400 and Y = 200.

A. (6 points) Compute the equilibrium price and the equilibrium output, given that the expected
price level is exactly equal to the actual price level.

B. (7 points) Suppose that the central bank dramatically increases the nominal money supply

to 750 while the general public maintaifis exactly the.same expected price level, what would be the

new equilibrium price and the new equilibrium output?

C. (7 points) Compute the"equilibrium price and the equilibrium output if the aforementioned

expansionary monetary policy of the central-bank-is.fully anticipated.by.the public.

4. Consider the following structural macroeconomic.model:
e Production function: ¥ = H(N, K); Fy > 0, Fie > 0.
e Labor demand: % =N, K); FEnv <0, Frr < 0.
e Consumption: C =C@ =%, ); 1 > Cy > 0,C, <0.

Investment: I = I(myy); Iy > 0, Ip.< 0

o Goods market equilibrivm: ¥ =C + I + G.

e Money market equilibrium:* ¥z m(#e1); m, €yiily2-0"

The terms Y (nominal GDP), y(real GDP), N(employment level), P(price level), C(consumption),
r(interest rate), I(investment) are endogenous variables while K (capital stock), W (nominal wage),
T (tax), G(government purchase), M(money supply) are exogenous variables.

A. (6 points) Is there an equilibrium in this model? If so, is it unique?

B. (7 points) Is there a stable equilibrium? If instability is possible, what is the sufficient

condition for instability? (7%)
C. (7 points) What are the effects of an increase in government spending on y, 7 and P? What

are the effects of an increase in money supply on y, r and P? (7%)
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Question 1 (30 points)
A media company is producing DVDs. It costs $12,000 to set up machines to make the

copies. The marginal cost for producing g copies is 5+ 5‘10—0. In addition, based on

the market research, the highest price at which the company can sell all g copies is

$20 — 10300' How many DVD should this media make and sell to be financially

benefited?

Question 2 (30 points)
Anew cell phone's intieduced. The company estimates that they.will sell 200 thousand
phones. After 1.month they have sold 20 thousand. How many will they have sold after

9 months?

Question 3 (40 points)

A toy retailer, sells three models (type A, B, and C). Annual demand/are D, = 12000

units for type Ay Dg =200 wnits for type B, and Dg'= 120 whits for type C. Each

model’s procurement costis $500. A fixed transportation cost of $4000 is incurred each

time an order is delivered. For cach.model ordered and delivered on the same truck, an

additional fixed cost of $1000 is incurred forreceiving and storage. This retailer incurs

an annual holding, cost: 20 percent of the unit procurement cost (e.g., $500+0.2 =

$100 per unit kept ifnthe backyard for®ne year). In'the following questions, consider

this retailer’s annual procurement cost, holding cost, and transportation cost.

(a) Consider the case that three types of models are ordered independently. What is the
minimum total cost? (20 points)

(b) Consider the case that three types of models are aggregated each time this retailer
places an order. What is the minimum total cost? Comparing to (a), will this retailer

save money or spend extra money? (20 points)
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