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| Questions (1)—(3) Bob lives in Taipei and Chuck lives in Taichung. They both consume only housing
‘and food. Let H be the size of the apartment rented, and F' the amount of food consumed each month.
The unit price of food is 1 in both cities. The unit (square meter) price of an apartment is $1000 in
Taichung, and $2000 in Taipei. Bob’s utility function is Ug(H, F) = v HF, and has a monthly income
Wpg. Chuck’s utility function is Ug(H, F') = F' +20000H — 500H2 and his monthly income is Wg. Both -
{ are maximizing their utilities.
. (1) Suppose W > 30000. At their optimal choices, to have one more square meter of H, Bob is willing
to give up X units of food and Chuck is willing to give up Y units of food. What is the value of

- X/Y?
(2) Suppose Chuck’s income is Wz = 30000. Company ABC locates in Taipei and wants to hire Chuck

by paying him Wy,,. If Chuck accepts, his monthly income will be Wy, and he will rent an apartment -
in Taipei. What is the amount of Wy, that makes Chuck indifferent between ABC’s offer and the

current situation?

1 (3) Suppose Bob’s income is Wp = 30000. Company XYZ locates in Taichung and wants to hire Bob »
by paying him Wy,. If Bob accepts, his monthly income will be Wy, and he will rent an apartment
Taichung. What is the amount of Wy, that makes Bob indifferent between XYZ’s offer and the

current situation?

?:Questions (4)—(6) Mary is a rice farmer with the production function ) = K V'L, where K isl the
‘size of land rented, and L the labor hours. The rental price of K is 1, and the wage rate of L is 1. The
rice market is perfect competition and the unit price is P. Mary’s profit is Il = P@) — L — K, and she .
| maximizes her (expected) profit. Suppose Mary can only rent K = 1 if she wants to grow rice. If Mary

‘decides not to grow rice, she will not rent any land and have no cost.

(4) Suppose Mary rents K =1 to grow rice. What is her profit as a function of P?

(5) Suppose price is uncertain when Mary rents the land. Mary knows that the unit price will be 51
or 4 with equal probability. If Mary rents K = 1, her profit will depend on the price. What is her

expected profit from renting X = 1 and growing rice?

(6) Continue from the last question. Suppose a wholesaler offers Mary a contract that he will pay P |
per unit for Mary’s rice, no matter what the final price is. What is the amount of Py that makes

Mary indifferent between accepting P and rejecting P;?
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Question (7)—(8) A monopolist producing x-Pad faces the market demand X = 1 — P, where X
is the quantity demanded for x-Pad. The cost function is C'(X) = F' + X, where F' is the fixed cost.
There is an inventor who owns a patent that can lead to a new product named z-Pad that will replace
the monopolist’s x-Pad. If the monopolist purchases the patent, it will stop producing x-Pad and start
selling z-Pad. The market demand for z-Pad is Z = 2 — P, where Z is the quantity demanded for z-Pad.
The cost function of z-Pad is C(Z) = F + Z.

(7) What is the maximal amount of money the monopolist is willing to pay to get the patent?

(8) ‘Suppose there is another firm GHI who cannot produce x-Pad but is interested in the patent as well.
If GHI gets the patent, it will become the new monopolist. What is the maximal amount of money
that firm GHI is willing to pay? Is this amount higher than the amount the monopolist is willing

to pay?

SETHo: BRE 3D, H 17T B, 85 (9) B £ (17) BEREERE, EERE A, B, C, 5 D BT, FEEH
RIS, 58 (18) Hl (25) MERETERE, B8 FIERNET, FERTEBIIE,
| BEBENPNEFERNT: Y is GDP, or output. C is consumption. [ is investment. P is price

{ level. M is money supply. N is employment. K is capital stock. 7 is the interest rate.

(9) The currency deposit ratio is 0.2, the reserve deposit ratio is 0.2, in which the excess reserve deposit
ratio is 0.1, if the central bank lowers the required reserve ratio to 0.05, then what statement is |
not correct? (A)The money multiplier will increase by 0.329 (B)If the original monetary base is 10 |
billion, then the monetary base will increase by 0.5 billion (C)If the original monetary base is 10
billion, then excess reserve will increase by 0.5 billion (D)If the original monetary base is 10 billion,

then the money supply will increase by 3.29 billion (E)None.

{(10) If the Central Bank wants an expansionary monetary policy, it could: (A) reduce interest rates on
savings and time deposits (B)reduce discount rate (C)sell government securities (D)All of the above.

(11) Under an assumption of monetary neutrality, a change in the nominal money supply has: (A)no -
effect on the price level (B)a less than proportionate offect on the price level (C)a proportionate

effect on the price level (D)a more than proportionate effect on the price level.

(12) In the small open economy in equilibrium: (A)saving is fixed and investment is determined by
the investment function and the world interest rate (B)investment is fixed and saving is fixed and
investment is determined by the trade balance (C)investment is fixed and saving is determined by

the trade balance (D) None of the abeve.

(13) Endogenous growth theory attempts to: (A)replace the Solow model with a model on which moneyf%j
growth plays a key role (B)explain how societies can more easily reach the ” Golden Rule.” (C)show-:

how population growth reduces capital and output (D)None of the above.
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1 (18)

(20)

(14) Given the following model:

horizontal (D)The IS curve is vertical.

(15) In the IS-LM model when M remains constant but P rises, in short-run equilibrium, in the usual

(16) There are several reasons why the aggregate demand curve is downward sloping. Which of the

(17) If the demand for money increase, but the Fed keeps the money supply the same, then in the short |

(19) An economy has full-employment output of 5000. Government purchases are 1000. Desired con-.

Y = C+1
C = 100+40.7Y
I = 150 —-80r+0.2Y

(A)The IS curve has a positive slope (B)The IS curve has a negative slope (C)The IS curve is

case, the interest rate __ and output __. (A)rises; falls (B)rises; rises (C)falls; rises (D)falls; falls.

following correctly describes one of these explanations? (A)A rise in the price level raises interest
rates and increases investment spending (B)A fall in the price level, holding foreign price and the
exchange rate constant, increase net exports (C)A rise in the price level raises the purchasing power
wealth and increases desired consumption (D)A rise in the price level lowers the interest rate and,

increases investment spending.

run output will: (A)fall and in the long run prices will remain unchanged (B)remain unchanged
and in the long run prices will fall (C)remain unchanged and in the long run prices will remain

unchanged (D)fall and in the long run prices will fall.

Suppose the economy’s production function is Y = AK%3N%7 where A is the technology parameter.
Suppose that when K = 1000 and N = 50, Y = 2000. Then what is the value of Y when K = 2000

and N = 1007

sumption and desired investment are given by:

C¢ = 3000 — 20007 + 10Y,
I* = 1000 — 4000r.

What is the interest rate that clears the goods market?

For the economy of Lower Volta, the M Py is given by:

M Py =400 — 0.2N.
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(21)

| 22)

(23)

| (24)

(25)

The aggregate quantity of labor supplied is 500 + 10(1 — 7)w where 7 is the income tax rate and w
is the real wage rate. Assume that the income tax rate is 50%. What is the equilibrium before-tax

wage rate?

The Lucas aggregate supply curve is given by Y = 475(P — P¢) + 1250, where P° is the expected
price level. The aggregate demand curve is given by ¥ = 750+ 0.625(M/P) +¢, where ¢ is a random
shock. Assume that the expected value of € is equal to zero. What is the rational expectation of P

when the expected value of M equals the actual value of 8007

‘The supply side of an economy is given by:

2

N
Production function: ¥ = 100 + 10N — <

%4
Labor supply: N°* = 10+ 2 (75>

where W is the nominal wage. Assume producers are profit maximizing and the total labor force in

this economy is 30. What is the natural unemployment rate?

Questions (23)—(25) Consider the following misperceptions model of the economy:

AD:Y = 600+ 10(M/P)

SRAS:Y = Y+ P—P°

Okun’s Law: Q—/—-%——Q = —2.5(u—a)

where Y is the full employment output, u the unemployment rate, and % the natural unemployment

rate.

What is the price level?

Suppose there is an unanticipated increase in the nominal money supply to 800. What is the

short-run equilibrium level of output?

When price expectations adjust fully, what is the price level?




