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Two firms produce identical products at zero cost, and they compete by setting prices. If each firm charges a low

price, the both firms earn profits of zero. If each firm charges a high price, then each firm earns profits of $30. If

one firm charges a high price and the other firm charges a low price, the firm that charges the lowest price earns

profits of $50 and the firm charging the highest price earns profits of zero.

(1) Which oligopoly model best describes this situation?(5%)

(2) Write this game in normal form. (5%)

(3) Suppose the game is infinitely repeated. Can the players sustain the "collusive outcome" as a Nash
equilibrium if the interest rate if 50 percent? (5%) Explain. (5%)

True/False/Uncertain and Explain. The score depends on the correctness of reasons.

(1) A change in money wages affects only the LAS curve and not the SAS curve. (5%)

(2) In the long run, expansionary fiscal policy increases real GDP. (5%)

(3) If the Central Bank sells securities to a commercial bank, the money supply decreases, but if the Central
Bank sells securities to an individual, the money supply does not change. (5%)

(4) If an increase in aggregated demand is anticipated correctly, inflation will not occur. (5%)

(5) According to the new classical rational expectations theory, a decrease in aggregated demand causes a
recession. (5%)

(6) In both Ricardian case and twin deficits case of deficit theories, a larger government sector deficit leads to a
larger current account deficit. (5%)




