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L. Multiple Choice (1 point each)
- Identify the letter of the choice that best completes the statement or answers the
question.

1. John has an income of $m per week. He consumes only two commodities, z and y. Let p, be
the price of z and p, be the price of y. If he consumes more than X units of z per week, he can use
coupons to buy the next Z units of z at a price of py(1 — s). If he buys more than X + Z, he has
to pay the full price p, for additional units. His weekly income is greater than p, [X + (1 -38)Z].
The maximum amount of x that he can buy per week is

) X + mZ.
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2. Professor Lin gives 3. midterm exams.~Only the highest one counts. You are taking his course
and have a 60 on your first exam. I.et =5 be your score on the second exam and xz3 be your score on
the third exam. If you draw your indifference curves for scores on the second and third exams with
z, represented by the horizontal axis and 3 represented by the vertical axis, then your indifference
curve through the point (23, z3) = (50, 70) is

A. Tl-shaped with a kink where =, = z3.

B. three line segmentsy one vertical, one horizontal, and one running from (70, 60) to (60, 70).

C. a straight line, running from (0, 70) to (70,0). '

D. an L-shaped curve with its point at.(50, 70).

3. Consider the utility function to be min{z, yz}. The price of z is $1, the price of y is $4, and the
price of z is $4. Henri’s income is $20. How many units of z does Henri demand?

A5

B. 20/9

C.2

D.3

4. Suppose that the production function is f(z1,zs) = (2§ +z3)° +c, where a, b, and c are positive
constants. For what values of a, b, and ¢ does the firm have constant returns to scale?

A. For any values of ¢ if b < 1 and ¢ = 0.

B. For any values of a and ¢ if ab < 1. '

C. For any values of ¢ and c if ab = 1.

D. For any value of cifa < 1 and b < 1.
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5. Roommate 1’s utility function is 3X; + G and Roommate 2’s utility function is X»G, where
G is their expenditures on the public goods they share in their apartment and where X; and X5
are their respective private consumption expenditures. The total amount they have to spend on
private goods and public goods is $30,000. They agree on a Pareto optimal pattern of expenditures
in which the amount that is spent on Roommates 1’s private consumption is $5,000. How much do
they spend on public goods?

A. $1,000

B. $15,000

C. §7,999

D. $18,000

6. Consider a monopolistically competitive market in an economy moves from autarky to free trade.
Which of the following statements is (are) correct?
(i) The domestic demand curve for a domesticfizmn will shift to the right.
(ii) The price elasticity of domestic demand that a domestic firm faces will increase in the absolute
value. '
(iii) The domestic firm’s markup will decrease.

A. Only (i)

B. (i) and (1)

C. (ii) and (iii)

D. (i) and (iii)

7. Which of the following curves is not affected by the existence of diminishing marginal product
of input factors?

A. The average fixed cost curve.

B. The aVerage variable egst curve.

C. The marginal cost curve.

D. The variable cost curve.

8. Suppose the shutdown point of a firm in a perfectly competitive market is that the market price -
is $10. At the shutdown point, the average total cost of the firm is $20. What is the average fixed
cost? ‘

Ab

B. 10

C. 15

D. Need more information.
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9. The information in the table below shows the total demand for gasoline in a small urban market.

Assume that each gasoline provider pays a fixed cost of $100,000 (per year) to operate in the market

area and that the marginal cost of providing the gasoline to a household is zero.

Quantity | Quantity (per year)

0 120
3000 90
4000 80
5000 70
6000 60
7000 40
8000 30

Assume any agreement between two fizms are not enforceable and two fitms compete in quantity.

What is the market price under the Nash equilibrium according to the table?

A. 80
B. 70
C. 60
D. 40

10. 'In a monopolistically competitive market, if the long run marginal cost curve intersects the

long run marginal revenue cost curve and long run average cost curve when the marginal cost is

$10 and $20 respectively, which of the following choices is a possible long run equilibrium market

price?
A5
B. 10
C.15
D.21

11. How would a decrease in the frictional unemployment affect the long-run Phillips curve?
A. It would shift the long-run Phillips curve right.
B. It would shift the long-run Phillips curve left.

C. There would be an upward movement along a given long-run Phillips curve.

D. There would be a downward movement along a given long-run Philips curve.
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12. In the Unites States, the CPI was 80 in 1980 and is 300 today, then $100 today purchases the
same amount of goods and services as ‘
A. $26.67 purchased in 1980.
B. $33.33 purchased in 1980.
C. $40.00 purchased in 1980.
D. $80.00 purchased in 1980.

13. If total spending rises from one year to the next, then which of the following could not be true?

A. the economy is producing a smaller output of goods and services, and goods and services are
selling at higher prices.

B. the economy is producing alarger output of goods and services, and goods and services are
selling at lower prices. .

C. the economy is preducing a larger output of goods and services, and goods and services are
selling at higher prices.

D. the economy is producing a smaller output of goods and services, and goods and services are
selling at lower prices.

14. You put money into an account that earns a 3 percent real interest rate. The inflation rate is
2 percent, and the tax rate on your interest income is 20 percent. What is your after-tax real rate
of interest?

A. 2.0 percent.

B. 2.4 percent.

C. 3.0 percent.

D. 3.6 percent.

15. Time inconsistency will cause the
A. short-run Phillips curve tosbe higher than otherwise:
B. short-run Phillips curve to be lower the otherwise.
C. long-run Phillips curve to be farther to the right than otherwise.
D. long-run Phillips curve to be farther left than otherwise.

16. Which of the following policies should be used to close an inflationary GDP gap?
A. A decrease in government purchases.
B. An increascs in taxes.

C. A decrease in money supply.
D. All of the above.
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17. If a country has a current account balance of -$120 and a capital and financial account balance
of $80, there willbe __________ in official reserves of

A. an increase; $40.
B. an increase; $200
C. a decrease; $40

D. a decrease; $200

18. When the central bank in a country decreases the money supply, its
A. price level rises and its currency appreciates relative to other currencies in the world.
B. price level falls and its currency appreciates relative to other currencies in the world.
C. price level falls and its currency depreciates relative to other currencies in the world.
D. price level rises and its currency depreciates relative to other currencies in the world.

19. The Ricardo-Barro effect states that government deficits
A. increase the equilibrium real interest rate, crowding out investment.
B. decrease private saving, the equilibrium real interest rate and investment.
C. increase private saving and have no effect on the equilibrium real interest rate and investment.
D. decrease the equilibrium real interest rate and increase investment.

20. Suppose potential GDP exceeds real GDP in a short-run maecroeconomic equilibrium. If
aggregate demand does not change, then the

A. short-run aggregate supply curve will shift rightward as the money wage rate decreases.

B. short-run aggregate supply curve will shift leftward as the money wage rate increases.

C. long-run aggregate supply curve will shift-leftward as the money wage rate increases.

D. long-run aggregate supply curve will shift leftward as the money wage rate decreases.

T1L. Problems and Short-essay Questions

1. Consider the following utility function.

3z, + zs if z; > 219,

gxl + %lmz otherwise.

’U,(.T,‘l,xg) = {

A. (7 points) Calculate the marginal rate of substitution.

B. (6 points) (9,1) and (c,6) sit on the same indifference curve. What is the value of ¢?

C. (7 points) Let m stand for the consumer’s income. Please calculate the demand function as
a function of p;, ps, and m.
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2. Suppose Firm A is the only seller of Product A in a closed economy. The firm faces the following
demand, marginal revenue, and marginal cost curves.

Demand: P =70 - Q

Marginal Revenue: MR = 70 — 2Q
Marginal Cost: MC = 10 4+ Q

Total cost: TC = 210 + 10Q + 0.5Q?

A. (4 points) Please calculate the efficient loss due to the monopoly.
Suppose the government of the econemy decides.to open the market to the world. The world
price of Product 4 is $30.
B. (4 points) How many units of Product A will the economy export or import in the short run?
C. (4 points) How many units of Product A will the economy export or import in the long run?
D. (8 points) In the long run, if the government wants to maintain that both the domestic
producer and foreign importers coexist in the domestic market, the government should tax or
subsidize the importers? What is the minimum value of the per-unit tax or the per-unit subsidy
to achieve this goal? A

3. Consider an economy where the representative consumer has a utility function U = C'F over
clothing C' and food /7, and has an income of $40.

A. (8 points) Suppese in year one (the base year), the prices of clothing and food are p} = 2
and ph = 2, respectively. What is the consumer’s optimal consumption bundle? How much utility
does the consumer receive from this bundle?

B. (6 points) Suppose in year two, the pricesof clothing and food become pZ = 2.5 and p% =10,
and the consumer’s income inereases in proportion to the consumer price index (CPI). What is the
consumer’s optimal consumption bundle?

C. (6 points) What is the mininum ncome in year two that enables the consumer to achieve
the same level of utility as in year one? How much does the CPI overstate actual inflation due to
the substitution bias?

4. In an economy, autonomous consumption expenditure is $100 billion, investment is $300 billion,
and government expenditure is $150 billion. The marginal propensity to consume is 0.90 and net
taxes are $150 billion. Exports are $450 billion and imports are $550 billion. Assume that net
taxes and imports are autonomous and the price level is fixed.

A. (5 points) What is the value of consumption multiplier?

B. (10 points) Calculate the cquilibrium aggregate expenditure.

C. (5 points) If government expenditure increases by $200 million, what is the change in the
economy’s equilibrium real GDP? ‘
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Yi Chen was recently promoted to sales manager for Information Reports, Inc. Information Reports gathers huge business databases
and formulates the data into reports that are sold to business firms. Reports include everything from credit reports to airline schedules to
market research. Information Reports' major competitor is Dun & Bradstreet. Company growth has been rapid, and about the time Mr.
Chen was promoted, eight new salespersons were added to his staff. They were college graduates and eager to make a mark with the
company.
Within a few months, one of the new staffers approached Mr. Chen with an idea for a new product. A customer needed specialized
data, and if the price was right this report could be a profitable new area for Information Reports to enter. Mr. Chen helped the new
employee seek permission up the hierarchy to develop the idea. Several weeks passed and permission was not yet granted.
The delay prompted Mr. Chen to propose the establishment of a design team, which would consist of three people from the sales,
jadministrative services, and information analysis departments. Chen received an okay from his boss and talked to the other department
heads. The design team was created on a trial basis, and it produced the new report in just three weeks. The customer was very satisfied,
d several other customers were excellent prospects as buyers for the new report, Seeing the success of the new report, other new
E:Iespeople began to suggest new product possibilities. Some older salespeople were skeptical because the new products changed the
products they were used to. They gradually agreed to go along if an idea worked out, but were reluctant to make suggestions of their own.
Soon Mr. Chen had several design teams coordinating work on new information products. He even recommended that the teams do
Wspecial "upset" analyses to look for unusual product variations of existing reports.
Things were going well except for the long-term employees. They seemed to be fearful about the rapid changes and the direction sales
was heading. Four senior salesmen came to Mr. Chen's office to protest the pace at which new reporis were generated. They pointed out
how the last idea hadn't worked at all, and that the effort developing it had been equivalent to five employees for six weeks. The failure
had set everyone behind because several customers were interested and then Information Reports was unable to deliver. Mr. Chen
jadmitted that he had made a serious mistake in judgment in accepting the design team's recommendation.
The older workers preferred the slower method of passing a new idea from one department to the next and getting top management
japproval before starting. This gave the salespeople a chance to learn about the data content of a new report and to update the catalogs
they used to sell reports to customers. "We don't want to stifle change,” said one of the senior workers. "We just want to do a good job
with the products we have. We don't see why you should force change through these design teams, and we would like to see them
disbanded."
Mr. Chen wasn't sure what to do. He believed that the success of the design teams would give him a good shot at promotion to the
position of marketing vice-president, which would be free with the retirement of his boss next year. If the established workers were
unhappy, however, his promotion was not assured. If he disbanded the design teams, the younger salespeople would be frustrated and
would consider leaving the company. Mr. Chen saw that resentment was growing between the two groups, and he wondered what he
could do that would satisfy everyone. To make matters worse, at a recent executive committee meeting, the president stressed the
-

i po}tance of creating a corporate culture in which all employees felt involved and committed to the organization and satisfied with their
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1.  What is the problem in this case? How could Mr. Chen get the older workers more involved in the development of new products?
(13 %)

. Is Mr. Chen using the right techniques for deveioping new products? If so, why are the older workers unthappy? How can he satisfy
both groups of workers? (12 %°)
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