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Multiple Choice (1.7 points each) j upgrEEHEssEFLAES

Identify the letter of the choice that best completes the statement or answers the
question.
Mark each answer clearly with a No. 2 pencil on the Scantron form.

1. Which of the following would shift the demand curve for new textbooks to the right?
(a) A fall in the price of paper uSed_ingpublishirg,texts
(b) A fall in the price of equivalent used textbooks
(c) An increase in the number of students attending, college
(d) A fall in the price.of new textbooks

2. Which of thefollowing will NOT efuse a shift ifmthe'supply of gasoline?
(a) An increase in the wage rate of refinery workers
(b) A decreage in the pricelof gasoline
(c) An improvement in oil refining technology
(d) A decrease in the price of crude oil

3. We observe that beth the price of and quantity sold of golf balls are rising over time. This
1s due to

(a) continual improvements in the technology used 6 produce golf balls.

(b) increases in the price of golf clubs over time:

(c) decreases in membership fees for country clubs with golf facilities.

(d) more stringent professional requirements on the quality of golf balls requiring producers

to use more expensive raw._materials.

4. Mikey is very picky and insists that his mom makéhis breakfast with equal parts of cereal
and apple juice — any other combination will end up on the floor. Cereal costs 4 cents per
tablespoon and apple juice costs 6 cents per tablespoon. If Mikey’s mom budgets $8 per
month for Mikey’s breakfast, how much cereal and juice does she buy?

(a) 40 tablespoons each of cereal and juice

(

b)
(c) 40 tablespoons of cereal and 75 tablespoons of juice
(d) 100 tablespoons of cereal and 67 tablespoons of juice

5. Any risk-averse individual would always
(a) take a 10% chance at $100 rather than a sure $10.

80 tablespoons each of cereal and juice

# EE - R - SENE < SR 4




B 3L BLs K2 9 FFEMEA

B4 R

N

() %2 F %G

A

#

X # B BEE Ao 5l BER 2R 3ATE(ERB) F—#

(b) take a 50% chance at $4 and a 50% chance at $1 rather than a sure $1.
(c) take a sure $10 rather than a 10% chance at $100.
(d) take a sure $1 rather than a 50% chance at $4 and a 50% chance at losing $1.

6. A farmer uses K units of machinery and L hours of labor to produce Q tons of corn, with
the following production function Q = L% + K7, This production function exhibits
(a) decreasing returns to scale for all gutputlevels.

(

b)
(c) increasing returns to scale for all output levels.
(d)

7. If a competitive fizm’s marginal costs always increases with output, then at the profit

constant returns to scale fopall outplitilevels.

no clear pattern of returns to scale.

maximizing outputdevel, producer surplus is
(a) zero because marginal costs equal marginal revenue.

(

b)
(c) positive because price exceeds average variable costs.
(d)

8. At the current level of output, long-run marginal cost is 850 and long-run average cost is
$75. This implies that

zero because price equals marginal costs.

positive because pricelexceeds average total costs.

(a) there are neither economies, nor diseconomies of scale.
(b) there are economies of scale.

(c) there are diseconomies of scale.

(d) the cost-outputiclasticity is greater than one.

9. How are a firm’s short-rum and long-rus” average €ost curves related?
(a) SRAC is greater than LRAC, which forces the LRAC curve to be upward sloping.
(b) SRAC and LRAC slope up or down together, but SRAC is always the steeper of the
two curves.
(c) The SRAC curve is tangent to and lies above the LRAC curve.
(d) The LRAC curve just touches the SRAC curve at its minimum point.

10. A firm is currently producing 200 units of output using 60 hours of labor and 80 hours
of capital. The marginal product of labor is 12 units of output per hour, and the marginal
product of capital is 15 units of output per hour. If the wage rate is $6 per hour and the
rental rate is $3 per hour, then

(a) the firm’s use of labor and capital is cost-efficient.
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(b) the firm should use more labor and less capital.
(c) the firm should use more capital and less labor.
(d) we cannot determine if the firm’s use of inputs is efficient without more information.

11. There are three firms in Green Valley. Initially, each firm emits 4 units of pollution. The
following table shows the total costs for each of three firms (A, B, and C) to eliminate units
of pollution from their production processes, For example, for Firm A to eliminate one unit
of pollution, it would cost $1, and#6r EirmeA.to Bliminate two units of pollution, it would
cost a total of $3.

Firms
Unit to be eliminated A B G
One unit d, 4 4
Two units 3 8 9
Three units 6 12 15
Four units 10 16 22

Suppose the government wants to reduce pollution to 9 units, 80 it gives each firm 3 tradable
pollution permitsiy Which of the following statement is true?

(a) Firm A will buy permit(s) from firms B and C.

(b) Firms A and Bwill buy permit(s) fromfirm C.

(c) Firm B will buy permit(s){rom.firms A and*C,

(d) Firms B and C will buy permit(s) from firm A.

12. Consider a monopoelist facing two consumers whose preferences for its product are given
by the following demand ‘eurves: P; = 20", and'ps = 12~ 2();. The monopolist’s fixed
cost is equal to 0 and marginal cost is equal to 4. Suppose the monopolist can not tell the
consumers apart. What is the maximum profit if the monopolist uses a two-part tariff pricing
scheme?

(a) 32

(b) 64
(c) 128
(d) 144

13. A monopolistically competitive firm is currently producing 10 units of output. At this
level of output the firm is charging a price equal to $10, has marginal revenue equal to $6,
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has marginal cost equal to $6, and has average total cost equal to $12. From this information
we can infer that

(a) the firm can increase its profit by producing less.

(b) the profits of the firm are negative.

(¢) firms are likely to enter this market in the long run.

(d) the firm’s fixed cost must be greater than 20.

14. It is commonly argued that natiénaldeféniseis.a public good. Nevertheless, many weapons
used by the R.O.C. military are' produced by U.S. private firms. We can conclude that
(a) resources would be used more efficiently if the U.S. firms produced the weapons.
(b) resources would bemused more efficiently if private firms provided national defense.
(c) weapons arerival in consumption and excludable.
(d) national defense is rival in consumption and excludable.

15. Some economists argue that a resale price maintenance agreement is not anti-competitive
because

(a) suppliers are never able to exercise noncompetitive market power:

(b) if a supplier ‘has market power, it can exert that power through the wholesale price
rather than the retail price.

(c) retail markets @re inherently noncompetitive.

(d) resale price maintenanceprevents the retailers from competing on price.

16. A monetary expansion combined with-an-increase in government spending will cause
(a) an increase in output with ambiguous effects on the interest rate.
(b) a reduction in output with’ambiguous effects on'the interest rate.
(c) an increase in the intereést*rate with ambigweus=effects on output.
(d) a reduction in the interest rate with ambiguous effects on output.

17. Which of the following event is most likely to occur when the interest rate increases?
(a) the money demand curve shifts to the right
(b) the money demand curve shifts to the left
(c) the price of bonds will fall
(d) the price of bonds will rise

18. The recent recession may increase the marginal propensity to save, which tends to cause
(a) an increase in the multiplier and a given change in government expenditures to have

a smaller effect on equilibrium output.
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(b) a reduction in the multiplier and a given change in government expenditures to have
a smaller effect on equilibrium output.

(c) an increase in the multiplier and a given change in government expenditures to have
a greater effect on equilibrium output.

(d) a reduction in the multiplier and a given change in government expenditures to have

a greater effect on equilibrium output.

19. According to the theory of liquidity preferénce, which variable adjusts to balance the
supply and demand for money?

(a) interest rate

(b) monetary base

(¢) quantity of output

(d) price level

20. Which of the following évents will trigger a rightward shift of the aggregate demand
curve?

(a) an increase in the price level

(b) an increase in tax

(c) an increasesin money supply

(d) an increasefin/the nominal wage

91. Without an accommodating menetary policy, a-push by workers to get higher wages will
cause
(a)
b)

(
(¢) cost-push inflation.
(

hyperinflation.
higher unemployment.

d) demand-pull inflation.

22. If the government issues debt to the public to finance its spending, the monetary base

will and the money supply will

(a) decrease; increase

(b) increase; increase

(c) increase; decrease

(d) not change; not change

93. If the expected path of one-year interest rates over the next five years is 5 percent,

6 percent, 8 percent, 9 percent, and 7 percent, then according to the expectations theory
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today’s interest rate on the five-year bond should be
(a) 4 percent.
(b) 5 percent.
(c) 6 percent.
(d) 7 percent.

24. If a bank has $80,000 of checkable deposits, a required reserve ratio of 20 percent on these
deposits, and it holds $40,000 in resef¥es, then tHeamaximum deposit outflow it can sustain
without altering its balance sheet'is

(a) $20,000.

(b) $30,000.

(c) $40,000.

(d) $25,000.

25. The most important advantage of discount policy is that the central bank can use 1t to
(a) control the money supply.
(b) punish banks that have deficient reserves:
(¢) perform its role as lender of last-resort.
(d) precisely control the monetary base.

26. The nominal exchange rate ‘is the

(a) nominal interest rate in one'eountry divided by the mominal interest rate in the other
country.

(b) price of a good in one country divided by the price of the same good in another.

(c) rate at which aperson can trade thecurrency of onescountry for the currency of
another.

(d) the number of goods a person can trade for a similar good in another country.

927. If the direct nominal exchange rate, S, is domestic dollar per foreign currency, the domestic
price is P, and the foreign price is p*, the direct real exchange rate is defined as
(a) (SP*)/P.
(b) (SP)/P™.
(c) P*/(SP).
(d) P/(SP).

28. If purchasing-power parity holds, then the value of the

P*
P

(a) real exchange rate is equal to one.

# = M M 5 # X




Busit ke 99 DLEEMEA L F3EiEA R

&) £7H 49 R
# % # 8 4% 7 58 !ﬁﬁ- | e A X M3IATE(ENE) E—F
|

(b) nominal exchange rate is equal to one.
(c) real exchange rate is equal to the nominal exchange rate.
(d) real exchange rate is equal to the difference in inflation rates between the two countries.

29. Which of the following statements is incorrect for an open economy?
(a) A country can have a trade deficit, trade surplus, or balanced trade.
(b) A country that has a trade deficit has positive net capital outflow.
(¢) Net exports must equal net capifal outflows
(d) National saving must equal démestic investment, plus net capital outflow.

30. The People’s Republic of (China has had a large trade surplus in recent years. Which of
the following is the most likely explanation of this surplus?

(a) China hag'a high rate of inflation; which*reduces the value of its currency.

(b) China has/a large supply of labor, so low wages\give it a competitive edge.

(c) China has many trade barriers, which restrict the ability of other countries to sell their
products in China.

{(d) China has a large ambunt of saving relative to domestic investment.

Numerical /algebraic problems and short-essay questions

Please answer the following, questions IN SEQUENCE. All questions may be
answered in EITHER Chinese OR _English.

1. Suppose the market for wine can be described by the following equations:
Demfiapd ™= 00, SUPDE T #2() — 30,

where P is the price in dollars per bottle and Q is the quantity in millions of bottles.

(a) (4 points) What is the equilibrium price and quantity? Now suppose the government
imposes a tax of $3 per bottle to reduce wine consumption and raise government revenues.
What will the new equilibrium quantity of wine be?

(b) (4 points) Calculate the effects of the tax on consumer surplus, producer surplus and

social welfare.
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2. (8 points) Customers attending baseball games at the local arena must pay for parking on
the grounds and then pay for a ticket needed to enter the arena. If the arena manager knows
that the customers’ identical demands can be expressed collectively as P = 25 — 0.000625Q).
How much of a parking fee could the management collect if the marginal cost of providing

entertainment were a constant MC = $10 per seat?

3. Consider a market where two firms produce a homogeneous good. The inverse market
demand is given by p = 24 — ¢; — gy Wheregmand g, "denote the quantities produced by firm 1
and 2, respectively. While there aremo production edsts'incurred by firm 1, the cost function
of firm 2 is given by

Caq2) = { , ?f(h -0

49=if g5 > 0.

Suppose that the firms set quantities simultaneously.
(a) (4 points) Draw the best response curves.
(b) (4 points) Find all pure strategy Nash equilibria.

4. During the recent financial turmoil, the U.S. M1 money multiplier kept slipping and it
even dropped below 1 in the early 2009.

(a) (2 points) What/are theylikely causes of this historigally low lével of the money multi-
plier?

(b) (3 points) How would such “a,low money multiplier affect the effectiveness of the
monetary policy applied by the Federal Reserve Bank?

(c) (3 points) Suppose you work for Paul Volcker, the Chair of the U.S. President’s Eco-
nomic Recovery Advisory. Board, in the capacity of an economic advisor. Please use the
AD-AS model and other modélswifunecessary, {o"explain-how you would suggest the govern-

ment to fight the recession.

5. Recently as a result of the Federal Reserve’s actions to save the financial institutions and
markets, the monetary base of United States has been exploding. However, the increase in
the broader monetary aggregate such as M2 is much more moderate.

(a) (2 points) Please suggest reasons explaining the M2’s moderate growth despite the
dramatic increase in monetary base.

(b) (2 points) Suppose you are a bank with $100,000 in vault cash. When the central bank
conducts open market operation to sell government bonds, you decide to use the $100,000 to
purchase these bonds to earn interest. How would your action affect the monetary base?
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(¢) (2 points) Or, you simply decide to put the $100,000 in the reserve account of your
bank at the central bank. How would this action affect the monetary base?

(d) (2 points) Please comment on the following statement: “When reserves pay interest
(as the Fed now does), the monetary base becomes an uninteresting economic statistic.”

6. (a) (4 points) “Faster population growth might increase a country’s GDP, but it makes
everyone poorer.” Is the above statement, true, false, or uncertain, and why?
(b) (5 points) Can capital accufulationgitself Sustain growth in GDP per capita in the

long term? Why or why not?
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Multiple Choice (1.7 points each) j upgrEEHEssEFLAES

Identify the letter of the choice that best completes the statement or answers the
question.
Mark each answer clearly with a No. 2 pencil on the Scantron form.

1. Which of the following would shift the demand curve for new textbooks to the right?
(a) A fall in the price of paper uSed_ingpublishirg,texts
(b) A fall in the price of equivalent used textbooks
(c) An increase in the number of students attending, college
(d) A fall in the price.of new textbooks

2. Which of thefollowing will NOT efuse a shift ifmthe'supply of gasoline?
(a) An increase in the wage rate of refinery workers
(b) A decreage in the pricelof gasoline
(c) An improvement in oil refining technology
(d) A decrease in the price of crude oil

3. We observe that beth the price of and quantity sold of golf balls are rising over time. This
1s due to

(a) continual improvements in the technology used 6 produce golf balls.

(b) increases in the price of golf clubs over time:

(c) decreases in membership fees for country clubs with golf facilities.

(d) more stringent professional requirements on the quality of golf balls requiring producers

to use more expensive raw._materials.

4. Mikey is very picky and insists that his mom makéhis breakfast with equal parts of cereal
and apple juice — any other combination will end up on the floor. Cereal costs 4 cents per
tablespoon and apple juice costs 6 cents per tablespoon. If Mikey’s mom budgets $8 per
month for Mikey’s breakfast, how much cereal and juice does she buy?

(a) 40 tablespoons each of cereal and juice

(

b)
(c) 40 tablespoons of cereal and 75 tablespoons of juice
(d) 100 tablespoons of cereal and 67 tablespoons of juice

5. Any risk-averse individual would always
(a) take a 10% chance at $100 rather than a sure $10.

80 tablespoons each of cereal and juice
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(b) take a 50% chance at $4 and a 50% chance at $1 rather than a sure $1.
(c) take a sure $10 rather than a 10% chance at $100.
(d) take a sure $1 rather than a 50% chance at $4 and a 50% chance at losing $1.

6. A farmer uses K units of machinery and L hours of labor to produce Q tons of corn, with
the following production function Q = L% + K7, This production function exhibits
(a) decreasing returns to scale for all gutputlevels.

(

b)
(c) increasing returns to scale for all output levels.
(d)

7. If a competitive fizm’s marginal costs always increases with output, then at the profit

constant returns to scale fopall outplitilevels.

no clear pattern of returns to scale.

maximizing outputdevel, producer surplus is
(a) zero because marginal costs equal marginal revenue.

(

b)
(c) positive because price exceeds average variable costs.
(d)

8. At the current level of output, long-run marginal cost is 850 and long-run average cost is
$75. This implies that

zero because price equals marginal costs.

positive because pricelexceeds average total costs.

(a) there are neither economies, nor diseconomies of scale.
(b) there are economies of scale.

(c) there are diseconomies of scale.

(d) the cost-outputiclasticity is greater than one.

9. How are a firm’s short-rum and long-rus” average €ost curves related?
(a) SRAC is greater than LRAC, which forces the LRAC curve to be upward sloping.
(b) SRAC and LRAC slope up or down together, but SRAC is always the steeper of the
two curves.
(c) The SRAC curve is tangent to and lies above the LRAC curve.
(d) The LRAC curve just touches the SRAC curve at its minimum point.

10. A firm is currently producing 200 units of output using 60 hours of labor and 80 hours
of capital. The marginal product of labor is 12 units of output per hour, and the marginal
product of capital is 15 units of output per hour. If the wage rate is $6 per hour and the
rental rate is $3 per hour, then

(a) the firm’s use of labor and capital is cost-efficient.
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(b) the firm should use more labor and less capital.
(c) the firm should use more capital and less labor.
(d) we cannot determine if the firm’s use of inputs is efficient without more information.

11. There are three firms in Green Valley. Initially, each firm emits 4 units of pollution. The
following table shows the total costs for each of three firms (A, B, and C) to eliminate units
of pollution from their production processes, For example, for Firm A to eliminate one unit
of pollution, it would cost $1, and#6r EirmeA.to Bliminate two units of pollution, it would
cost a total of $3.

Firms
Unit to be eliminated A B G
One unit d, 4 4
Two units 3 8 9
Three units 6 12 15
Four units 10 16 22

Suppose the government wants to reduce pollution to 9 units, 80 it gives each firm 3 tradable
pollution permitsiy Which of the following statement is true?

(a) Firm A will buy permit(s) from firms B and C.

(b) Firms A and Bwill buy permit(s) fromfirm C.

(c) Firm B will buy permit(s){rom.firms A and*C,

(d) Firms B and C will buy permit(s) from firm A.

12. Consider a monopoelist facing two consumers whose preferences for its product are given
by the following demand ‘eurves: P; = 20", and'ps = 12~ 2();. The monopolist’s fixed
cost is equal to 0 and marginal cost is equal to 4. Suppose the monopolist can not tell the
consumers apart. What is the maximum profit if the monopolist uses a two-part tariff pricing
scheme?

(a) 32

(b) 64
(c) 128
(d) 144

13. A monopolistically competitive firm is currently producing 10 units of output. At this
level of output the firm is charging a price equal to $10, has marginal revenue equal to $6,
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has marginal cost equal to $6, and has average total cost equal to $12. From this information
we can infer that

(a) the firm can increase its profit by producing less.

(b) the profits of the firm are negative.

(¢) firms are likely to enter this market in the long run.

(d) the firm’s fixed cost must be greater than 20.

14. It is commonly argued that natiénaldeféniseis.a public good. Nevertheless, many weapons
used by the R.O.C. military are' produced by U.S. private firms. We can conclude that
(a) resources would be used more efficiently if the U.S. firms produced the weapons.
(b) resources would bemused more efficiently if private firms provided national defense.
(c) weapons arerival in consumption and excludable.
(d) national defense is rival in consumption and excludable.

15. Some economists argue that a resale price maintenance agreement is not anti-competitive
because

(a) suppliers are never able to exercise noncompetitive market power:

(b) if a supplier ‘has market power, it can exert that power through the wholesale price
rather than the retail price.

(c) retail markets @re inherently noncompetitive.

(d) resale price maintenanceprevents the retailers from competing on price.

16. A monetary expansion combined with-an-increase in government spending will cause
(a) an increase in output with ambiguous effects on the interest rate.
(b) a reduction in output with’ambiguous effects on'the interest rate.
(c) an increase in the intereést*rate with ambigweus=effects on output.
(d) a reduction in the interest rate with ambiguous effects on output.

17. Which of the following event is most likely to occur when the interest rate increases?
(a) the money demand curve shifts to the right
(b) the money demand curve shifts to the left
(c) the price of bonds will fall
(d) the price of bonds will rise

18. The recent recession may increase the marginal propensity to save, which tends to cause
(a) an increase in the multiplier and a given change in government expenditures to have

a smaller effect on equilibrium output.
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(b) a reduction in the multiplier and a given change in government expenditures to have
a smaller effect on equilibrium output.

(c) an increase in the multiplier and a given change in government expenditures to have
a greater effect on equilibrium output.

(d) a reduction in the multiplier and a given change in government expenditures to have

a greater effect on equilibrium output.

19. According to the theory of liquidity preferénce, which variable adjusts to balance the
supply and demand for money?

(a) interest rate

(b) monetary base

(¢) quantity of output

(d) price level

20. Which of the following évents will trigger a rightward shift of the aggregate demand
curve?

(a) an increase in the price level

(b) an increase in tax

(c) an increasesin money supply

(d) an increasefin/the nominal wage

91. Without an accommodating menetary policy, a-push by workers to get higher wages will
cause
(a)
b)

(
(¢) cost-push inflation.
(

hyperinflation.
higher unemployment.

d) demand-pull inflation.

22. If the government issues debt to the public to finance its spending, the monetary base

will and the money supply will

(a) decrease; increase

(b) increase; increase

(c) increase; decrease

(d) not change; not change

93. If the expected path of one-year interest rates over the next five years is 5 percent,

6 percent, 8 percent, 9 percent, and 7 percent, then according to the expectations theory
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today’s interest rate on the five-year bond should be
(a) 4 percent.
(b) 5 percent.
(c) 6 percent.
(d) 7 percent.

24. If a bank has $80,000 of checkable deposits, a required reserve ratio of 20 percent on these
deposits, and it holds $40,000 in resef¥es, then tHeamaximum deposit outflow it can sustain
without altering its balance sheet'is

(a) $20,000.

(b) $30,000.

(c) $40,000.

(d) $25,000.

25. The most important advantage of discount policy is that the central bank can use 1t to
(a) control the money supply.
(b) punish banks that have deficient reserves:
(¢) perform its role as lender of last-resort.
(d) precisely control the monetary base.

26. The nominal exchange rate ‘is the

(a) nominal interest rate in one'eountry divided by the mominal interest rate in the other
country.

(b) price of a good in one country divided by the price of the same good in another.

(c) rate at which aperson can trade thecurrency of onescountry for the currency of
another.

(d) the number of goods a person can trade for a similar good in another country.

927. If the direct nominal exchange rate, S, is domestic dollar per foreign currency, the domestic
price is P, and the foreign price is p*, the direct real exchange rate is defined as
(a) (SP*)/P.
(b) (SP)/P™.
(c) P*/(SP).
(d) P/(SP).

28. If purchasing-power parity holds, then the value of the

P*
P

(a) real exchange rate is equal to one.

# = M M 5 # X




Busit ke 99 DLEEMEA L F3EiEA R

&) £7H 49 R
# % # 8 4% 7 58 !ﬁﬁ- | e A X M3IATE(ENE) E—F
|

(b) nominal exchange rate is equal to one.
(c) real exchange rate is equal to the nominal exchange rate.
(d) real exchange rate is equal to the difference in inflation rates between the two countries.

29. Which of the following statements is incorrect for an open economy?
(a) A country can have a trade deficit, trade surplus, or balanced trade.
(b) A country that has a trade deficit has positive net capital outflow.
(¢) Net exports must equal net capifal outflows
(d) National saving must equal démestic investment, plus net capital outflow.

30. The People’s Republic of (China has had a large trade surplus in recent years. Which of
the following is the most likely explanation of this surplus?

(a) China hag'a high rate of inflation; which*reduces the value of its currency.

(b) China has/a large supply of labor, so low wages\give it a competitive edge.

(c) China has many trade barriers, which restrict the ability of other countries to sell their
products in China.

{(d) China has a large ambunt of saving relative to domestic investment.

Numerical /algebraic problems and short-essay questions

Please answer the following, questions IN SEQUENCE. All questions may be
answered in EITHER Chinese OR _English.

1. Suppose the market for wine can be described by the following equations:
Demfiapd ™= 00, SUPDE T #2() — 30,

where P is the price in dollars per bottle and Q is the quantity in millions of bottles.

(a) (4 points) What is the equilibrium price and quantity? Now suppose the government
imposes a tax of $3 per bottle to reduce wine consumption and raise government revenues.
What will the new equilibrium quantity of wine be?

(b) (4 points) Calculate the effects of the tax on consumer surplus, producer surplus and

social welfare.
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2. (8 points) Customers attending baseball games at the local arena must pay for parking on
the grounds and then pay for a ticket needed to enter the arena. If the arena manager knows
that the customers’ identical demands can be expressed collectively as P = 25 — 0.000625Q).
How much of a parking fee could the management collect if the marginal cost of providing

entertainment were a constant MC = $10 per seat?

3. Consider a market where two firms produce a homogeneous good. The inverse market
demand is given by p = 24 — ¢; — gy Wheregmand g, "denote the quantities produced by firm 1
and 2, respectively. While there aremo production edsts'incurred by firm 1, the cost function
of firm 2 is given by

Caq2) = { , ?f(h -0

49=if g5 > 0.

Suppose that the firms set quantities simultaneously.
(a) (4 points) Draw the best response curves.
(b) (4 points) Find all pure strategy Nash equilibria.

4. During the recent financial turmoil, the U.S. M1 money multiplier kept slipping and it
even dropped below 1 in the early 2009.

(a) (2 points) What/are theylikely causes of this historigally low lével of the money multi-
plier?

(b) (3 points) How would such “a,low money multiplier affect the effectiveness of the
monetary policy applied by the Federal Reserve Bank?

(c) (3 points) Suppose you work for Paul Volcker, the Chair of the U.S. President’s Eco-
nomic Recovery Advisory. Board, in the capacity of an economic advisor. Please use the
AD-AS model and other modélswifunecessary, {o"explain-how you would suggest the govern-

ment to fight the recession.

5. Recently as a result of the Federal Reserve’s actions to save the financial institutions and
markets, the monetary base of United States has been exploding. However, the increase in
the broader monetary aggregate such as M2 is much more moderate.

(a) (2 points) Please suggest reasons explaining the M2’s moderate growth despite the
dramatic increase in monetary base.

(b) (2 points) Suppose you are a bank with $100,000 in vault cash. When the central bank
conducts open market operation to sell government bonds, you decide to use the $100,000 to
purchase these bonds to earn interest. How would your action affect the monetary base?

2O OB MO OF # %
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(¢) (2 points) Or, you simply decide to put the $100,000 in the reserve account of your
bank at the central bank. How would this action affect the monetary base?

(d) (2 points) Please comment on the following statement: “When reserves pay interest
(as the Fed now does), the monetary base becomes an uninteresting economic statistic.”

6. (a) (4 points) “Faster population growth might increase a country’s GDP, but it makes
everyone poorer.” Is the above statement, true, false, or uncertain, and why?
(b) (5 points) Can capital accufulationgitself Sustain growth in GDP per capita in the

long term? Why or why not?

# = R M2 M 5 # X
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Austria 8,206 123 55.6 16.0
Belgium 1 044‘1 121 535 17.2
Bulgaria 7,761 13.7 55.3 171
Caech Republic 10,220 134 577 140
Cyprus 749 159 53.0 11.8
Denmark 541 11.0 55.1 15.0
Estonia 1,347 15.6 52.5 165
Finland 5,236 124 542 159
France 60,561 13.0 52.2 164
Germany 82,500 i 1.7 55.2 18.6
Greece 11.07§ - . 12.4 551 181
Hungary 10,097 WEY $5.6 156
irefand 4109 : ; T 52.6 1.2
ttaly 58462 . RTY: 55.9 194
Latvia 2,306 - : 15.6 531 163
Lithuahia 345 ' 154 525 15.1
tuxembourg 455 15 55.5 14.2
Matta 4 Waas 545 133
Netherlands | 16,305 12,08 55.6 14.0
Poland 38,173 ] 16 537 131
Portugal 10,529 - 12.6 547 170
Romania 21,658 15.5 539 147
Slovakia 5,384 16.1 552 116
Slovenia 1,997 13 4 56.9 155
Spain 43,038 12.3 56.4 16.8
Sweden 9,0.1 1 . 12.2 53.0 17.2
riinggen | cood 1 B s28 0 g

i A comparison of the populatien structure of EU member coidntries
Source: campiled from Eurostat Yearbook 2006-07 (Popuiation Statistics)

The changes that have affected the size of age-specific segments in the UK are illustrated in
Figure 3.16. i

Thousands
u
[=]
(=]
(=]

0 T T ¥ T T T T 1
1907 1931 71851 1967 1977 14981 1991 2001 2002 2006 2011 2016 2027 2026

]
| - 514 = 20-20 —» 6574 - 75-84

figure3.16.5Size of selected age cohorts in United Kingdom, 1901-2026 (projected from 2006
onwards)
Source: based on Office of Population Censuses and Surveys estimates
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How does a company developing

high-technology consumer products predict whether a new
product is going to be a hitsWitH consumers or a miserable failure? One very simple, but naive,
selution would be to@€k target.consiimers whether they would purchase the propesed new prod-
uct. But, for radigally new technologies, constimers inay have very little idea of what the product
involves and how it would fit into their lives. They would probablfFhave difficulty articulating
their thoughts about the product to a resgarcher. Is it any wonder then that an estimated 80 per
cent of new products fail?
One method used by companies.to try to better pred
based on ethnographic research. TH
type versions of the product and wa
for an incentive, a family may be fi)
two- or threesveak period.

Researchers have been curious to understand how automation, and the internet, can be
brought into theldomestic kitchen. The Korean firm LG developed an ‘inteffigent fridge’ that
used bar code readersto record iterns put into the fridge, and then taken from it and used up. This
was linked to a simplg stock contrel pregramme, which drew up a shopping listfor the househoid,
which in turn could be sent through the internet to the household’s preferred online grocer. in
. principle, the household need not Worry about shopping or running out'of any of its favourite
| Brocery items. But the developers of the inteHigent fridge didn’t take account of the loss of a

sense of control felt by the household. Ethnographic researchers pointed out that what appeared
to be a technologicaliyneat solution did not meet the lifestyle requirements of households,

The electronics companies Electrolux and Ericsson joined forces for another study involving
human guinea pigs and their use of domestic refrigerators. They wanted to test the congept of a
‘screen fridge’, which allowag.the user to download recipe ideas from the internet, store shop-
ping lists and had a built-in videe €amera to record'messages;, Among the guestions to which
they sought answers were: To what extent dare households adventurous in their use of recipes?
What is the typical number of recipes that a household relies on when cooking family meals?
Who would show most interest in the technology ~ male members of the household who like
8izmos, or the women who do most of the cooking? 3

| The idea of being watched by television cameras throughout the house might seem very
| Orwellian. However, a rash of reality television shows such as Big Brother has made many people
more open to the idea of being watched. But the question is often asked - as it has been for the
| Big Brother series - whether what is being seen is reality or the actions of a self-selecting
| idiesyncratic group who like to be watched. There is apparently no shortage of individuals and
households who are willing to be filmed, and stories abound of semi-professional people who

make a decent part-time living through such research. But is this really research that represents
the population as a whole?

ict the likely take-up of new products is
is invelves Suppiying participating houseRolds with proto-
tehinghow they actually Use and interact with it. In return
med and a diary recorded. of their activities, typically over a

Source: based on Jones 2004
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Please Answer the Questions in ENGLISH

/. Professional English Case I. Harley-Davidson Japan (30 73)

Harley-Davidson, Inc., the U.S#maker.of the aeclaimed Harley-Davidson motorcycle,
recently celebrated its ninétieth anniversary. The ‘company has a lot to celebrate its
ninetieth anniversary. The company has a lot to celebrate. Its motorcycles have won
the hearts and I6valties-of “big bike” riders around the Wworld, In Japan, the bike is so
popular that Harley’s wholly owned local unit-Harley-Davidson Japan KK-need not
advertise for customers. The 3500 units it imports into th€ country each year are

snapped up as soon as they reach the salesroom floor:

In the Beginning
Messrs. Harley and Davidson‘created their-first mototized bike 1n/1903. Only four
units were preduced that year; but by the 1920s, the H-D @ssembly lines were turning
out 28000 bikes annually, Today, production is up/to/80000 wehicles per year and
steadily climbing.

H-D bikes first arrived in Japan-in 1952 From then until 1981, a domestic
trading company acted as the general sales agent for the motorcycles. But Harley
wanted more control. So in 1989 it bought a 51 percent controlling share, and by the
end of 1991 took over=h00 percent6wnétrship to form Haley —Davidson Japan KK.

Give Us More

Tateo Ueno, marketing superintendent for H-D Japan, wants to boost yearly imports
of the bike above 3500 units. “We could sell more,” he reasons, “but production in the
U.S. is limited. We need to sell 5000 a year to maintain our 15 percent share in the
Japanese market for motorcycles in the seven hundred fifty-one cc category. So we
hope the U.S. production will continue to increase.

H-D Japan has a net work of thirty-five authorized dealers plus another sixty-five
corporate dealers who supply the bikes to long waiting lists of customers year after
year. But who are these Japanese bikers who prefer a Harley over so many competing
domestic brands.
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«WWe did a market survey,” Ueno says,” and came up with some surprises. There
are two kinds of Harley owners in Japan. One kind is fairly old, bikers over the age of
50 who love a big bike, especially one with a side car. On the other hand, we have

very young people who want nothing but a Harley.”

H-D Heaven
The mecca for die-hard Harley fans is the H-D show room in Mita, Tokyo. Here, the

big bikes are proudly displayed along with a mountain of other H-D gear ranging
from jackets and motor oil to emblazoned helmets and Harley’s own model train sets.
Easy Riders, a shop locai€d.in. Tokyo’s. Shinjuku ward, js anotber place where
enthusiast | can stock wup/on Harley gear-and accessories for other foreign
bikes-including caps, patches, leather jacketsy and coffee mugs. Manager Yasug

Noguchi remarks,” we move a lot of Harley merchandise. It’s very popular.

Harley the Heartwinner :
Harley owners in Japan don’t fit the common image ,0f jbikers as brawny. tattooed

hell-raisers. Indeed, the Harley-Davidson Motorcyclé Riders Club, one of the various
the rongh-rider image on its head. Members of the club

local H-D owner groups, turns
mute to their offices on the

are Japanese and foreign white-collar executives who com

roaring machines.
Owners may spend assmuch.as+Y 150000($1364) a menth to maintain their bikes.
“You’ve got to have heart to have a

But nobody’s complaining. As one owner put it,
’s counting? You love the machine

Harley. Sure, it costs money to keep one. But who

so much that money doesn’t matter.”

Case 1 Questions
1. Why doesn’t Harley-Davidson Japan KK have to advertise for customers?

2. What motivated Harley —Davidson first to acquire 51 percent control of a
domestic trading company and then to buy it completely?
3. Who are these Japanese bikers who prefer a Harley over so many competing

domestic brands?
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2. Professional English Case 2: Not Just Toying Around (30 57)

The toy industry, like all others, has its good points and its bad points. One
person who’s trying to take advantage of the good points-that is, what he sees as the
many growth opportunities in the#6y induStry=in Charlie Woo of Los Angeles.

Woo and his family came toffhe United Statesifrom Hong Kong in the late 1970s.
To support the family, hig'mother and father initially started a restaurant but found that
venture to be too*fifne consuming. They looked to start-another business and settled
on the toy industry. By using their contacts in Hong Kong and by bringing their four
sons into/the business, the Woo family opened ABC Toys. The company’s initial goal
was to [manufacture and/distribute toys to small wholesalg_;s who could not get
products from the large toy markers.because they weren’t big.enough customers; that
is , theyididn’t buy in enough volume. ABC Toys had identified a specific niche and
wasn’t even attempting to compete with the likes of Mattel or the other large toy
manufacturérs. Charlie, who was just about to completg his Ph.D. in physics from
UCLA, found himself making a major career switch from physi¢s to toys.

ABC Toys purchased seyeral run-down warehouse buildings on a blighted corner
of downtown Los Angeles. Charlies’s. vision_was to encourage other small toy
manufacturers and distributors to rent from them and together create a “toy town:” He
recalls that in the beginning ABC Toys was located there by itself. But Charlie
reasoned that this whelesale district#would enable‘eustoniers to come to one location,
shop comparatively, and, he hoped, end up buying more products than they would if
they had to travel to separate stores. As more and more small toy companies joined
ABC Toys in Toy Town, word soon spread about it and customers began coming from
all over. Now there are more than 500 wholesale toy dealers within a few blocks of
each other in Toy Town.

In 1989, Charlie and one other brother spun out of ABC Toys to form Megatoys.
This company now employs 30 people and has hit $15 million in sales. And Charlie
isn’t finished yet! He believes that there is still good potential for growth in his
business. Why? The changing global trade environment is opening up many
potentially profitable areas. After all, in this business, if you want to be successful,

you can’t just toy around!
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Case 2 QUESTIONS
1. Charlie wants to continue Megatoys’ growth. How might he use strategic

.

management concepts to help him achieve his goals?

2. Would SWOT analysis be useful to Charlie in managing Megatoys? Why or why
not? Explain your choice.

3. Charlie has asked you to make apfesentatiofi'te,his employees about competitive
advantage. Draw up a list of the main ideas you’d want to tell them.

3. Professional English Case 3: What-colorare you spark plugs™ ., (40 1)

You have discovered that you can afford to buy a new care after all, and you opt to
order one from an American automobile manufacturer. Haying made that relatively
simple decision you must now consider the ayailable options. First there’s body style:
two-door or four-door? Then there’s the engine: four, six, or eight cylinders?
Automatic or manual transmission? Power steering? Air conditioning? Central
locking system? Tinted glass?Power windows? Defoggefs? Defrosters? By the time
you actually place an order for a‘ear, you will effectively have ruled out some 30000
alternative versions of your particular vehicle: Bui you can take pleasure in the
knowledge that the car will truly be yours-one of a kind. You may be less pleased to
know that this “uniqueness” has added more than $1000 to the/car’s price, because
that’s what it costs the manufacturer_te*build, the requiredflexibility into assembly
operations.

When Henry Ford started out, he simply built the best cars he could, and they
were all pretty much alike. At that time, Ford’s buyers-who outnumbered the
cars-were happy to snap them up as they rolled off the assembly line. Today’s
automakers, however, offer an enormous variety, a result of the industry’s greatly
enlarged output, its apparent shortage of buyers, and its consequent determination, in
the words of a former General Motors chairman, to build a car “for every purse and
purpose.” This is a logical approach to a buyers’ market. That is, if there are many
more cars than buyers, it makes sense to try to attract as many of those buyers as
possible by finding out exactly what each one would like to have in car and then

providing exactly that.
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Now it’s becoming obvious to many companies that this strategy does not always
work. Apart from the fact that variety costs the manufacturers a great deal, they have
found that it may not pay to focus on a very small market; the potential buyers may be
so few that it would not be possible to recover the costs of design, manufacture,
promotion, and distribution, let along-make=asprofit. Therefore, Detroit has already
begun following the lead of the JdpanéSe, who =with ‘plants halfway around the world
have not been able to offer s¢ man‘y options. Instead; they have carefully researched
the U.S. market and broken it into several large segments. By offering only 20 or 30
versions of a popular model, the Japanese are able to engineer and manufacture a
higher-quality caf, distribute it more efficiently, andwsellit for less than the price of a
comparable American car. It’s & formula that has paid offnicely:

Automakers in the United States would like to find a reasonable compromise
between standardization and variety. As one General Motors executive says, “The
challenge for, all of us isfto figure out what product differences the consumer is

willing to pay for and which ones are spurious and too expefsive.”

Case 3 Questions:

1. How do you think U.S. consumers would react if Detroit no longer offered an |
extensive array of options on cars? Explain your answer.

2. How do automakers that focus on a limited number of market'segments figure out
what kinds of cars teyproduce?

3. If total marketing means catering to the constffer;then why have the standardized
Japanese cars outsold the more customized American cars?

4. New manufacturing techniques may reduce the cost of doing small runs, thus
making small runs cheaper than mass production. How might this development '
change Detroit’s marketing strategy? Explain your answer. ;
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