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1. Scenario: Barylia and Lithasia are trading partners. Barylia has an absolute advantage in the production of
both coffee and tea. The opportunity cost of producing 1 pound of tea in Barylia is 2 pounds of coffee and
the opportunity cost of producing one pound of tea in Lithasia is 1/3 pound of coffee.

Refer to the scenario above. Which of the following statements is true?

(a)
(b)
(©)
(d)

Barylia should export tea and Lithasia should export coftee.
Barylia should export coffee and Lithasia should export tea.
Barylia will always gain more from trade than Lithasia irrespective of the trading price of tea.

Lithasia will always gain more from trade than Barylia irrespective of the trading price of tea.

2. Which event would be coincided with the credit market comparative static graph below?
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(a) Businesses become more optimistic about the future of the economy and decide to distribute more of
their earnings as dividends to their shareholders.

(b) Households begin to buy more houses and apply more mortgages since the housing price boom.

(c) Anew policy of building the metro system in six cities costs $88 billions and the government should
borrow money to deal with it.

(d) Congress agrees to a reduction in the government deficit, which results in a significant decrease of

government borrowing.

3. Which of the following statements is likely to be true?

(a) Everything else equal, a decrease in the supply of dollars in exchange for pesos will cause the dollars
to depreciate against the pesos and will decrease the quantity of dollars being traded in the foreign
exchange market.

(b) Everything else equal, an increase in the supply of dollars in exchange for pesos will cause the dollars
to depreciate against the pesos and will decrease the quantity of dollars being traded in the foreign

exchange market.
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(c) If a country wants to keep the domestic currency overvalued against a foreign currency, it will buy
the domestic currency and sell the foreign currency.
(d) If a country wants to keep a foreign currency undervalued against the domestic currency, it will buy

the foreign currency and sell the domestic currency.

4. Scenario: The table below shows the payments received from foreigners by the residents of Country Y and

the payments made to foreigners by the residents of Country Y during a certain year.

Payments received from Payments made to

foreigners (billions) foreigners(billions)
Trade in Goods and Services $136 $154
Factor Payments $200 $180
Transfer Payments $0 $25

Refer to the scenario above. Which of the following statements is true?
(@) Count Country Y’s net exports equal $18 billion.

(b) There will be a surplus in Country Y’s financial account.

(c) We can conclude that Country Y has a current account surplus.

(d) Country Y’s net factor payments from abroad equal $25 billion.

5. Which of the following statements correctly identifies a reason inflation can be used as a countercyclical
policy tool?
(@) Inflation reduces money costs and hence stimulates an economy during slowdowns.
(b) Inflation increases consumer demand, which is necessary for combating slowdowns.
(c) Inflation increases consumer confidence, which is an absolute necessity to counter act business cycles.
(d) Inflation sometimes increases the demand for workers, which increases output and helps combat

slowdowns.

6. If the value of output generated by country’s factor of production within the borders of foreign countries
is higher than the value of output foreign factors of production within borders,
(@) the GDP of the country is lower than its GNP
(b) the GDP of the country equals its GNP
(c) the GDP of the country is higher than its GNP
(d) the GDP of the country equals its trade balance

7. The implication of the Solow model is that for sustained growth:
(@) the ratio of capital stock to GDP should decrease the economy grows over time.
(b) the ratio of capital stock to GDP should be constant as the economy grows over time.

(c) the ratio of savings rate to depreciation rate should increase as the economy grows over time.
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(d) the ratio of savings rate to depreciation rate should decrease as the economy grows over time.

8. Which of the following statements is true?

(@) Unemployment will be higher if there is leftward shift in the labor demand curve and there is no wage
rigidity, everything else remaining unchanged.

(b) There will be no change in unemployment if there is a leftward shift in the labor demand curve and
there is wage rigidity, everything else remaining unchanged.

(c) There will be an increase in unemployment if there is a leftward shift in the labor demand curve and
there is no wage rigidity, everything else remaining unchanged.

(d) Unemployment will be higher if there is a leftward shift in the labor demand curve and there is

downward wage rigidity in the labor market, everything else remaining unchanged.

9. Consider two economies: A and B. The nominal interest rate is the same in both economies, but the rate of
inflation is higher in economy B. Which of the following statement will then be true?
(@) The real interest rate will be higher in economy A.
(b) The real interest rate will be higher in economy B.
(C) The real interest rate will be the same in both economies.
(d) Whether the real interest rate is higher in economy A or B will depend on the number of borrowers in

both economies.

10. Which of the following statement true of the price elasticity of demand?
(@) The price elasticity of demand for a good is generally higher in the short run than in the long run.
(b) As number of substitutes for a good increases, the price elasticity of demand for that good decreases.
(c) Ifthe price elasticity of demand for a good equals zero, the demand for the good is likely to be highly
responsive to price changes.
(d) The smallest increase in the price of the good will cause consumers to stop consuming it completely,

when the demand is perfectly elastic for the good.

11. Under which of the following conditions would the interdiction of illegal drugs result in a decrease in the
quantity of drugs sold and in a decrease in total spending on illegal drugs by drug users?
(@) The price elasticity of supply for illegal drugs is 0.8.
(b) The price elasticity of demand for illegal drugs is 1.2.
(c) The interdiction has the effect of shifting the supply curve for illegal drugs to the right.
(d) As a result of the interdiction, the price of illegal drugs increases by 20 percent and the quantity of
illegal drugs sold decreases by 16 percent.
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12. Which of the following statements is true of the perfectly competitive market?
(@) The determination of equilibrium price and quantity is independent of the demand for goods.
(b) At equilibrium, it is possible to make someone better of without making someone else worse off.
(c) When positive economic profits exist in an industry, resources flow from less productive uses to that
particular industry.
(d) A firm interested in maximizing profits in a perfectly competitive market will produce output at a

level where marginal revenue is equal to the price and greater than the marginal cost.

13. Which of the following is the best description of the Coase Theorem?
(@) Tariffs can improve economic efficiency.
(b) Negotiation leads to an efficient outcome is transaction costs are high.
(c) Government intervention is not always necessary to solve externality problems.
(d) Bargaining between private parties to an economic exchange results in an inefficient allocation of

resources.

14. Scenario: Bill and Tom are playing a game. At each round of the game, they have to choose either Strategy
X or Strategy Y. However, Tome can make a decision only after Bill has made his decision. If they boss
choose X, each gains $100 and if both of them choose Y, each gains $50. However, if Bill chooses X and
Tom chooses Y, Bill gains $60 while Tom gains $140. Similarly, where Bill chooses Y while Tom chooses,
Tome gains $60 and Bill gains $140.

Refer to the scenario above. Which of the following is true?
(@) Tom’s optimal strategy is Y if Bill chooses Strategy Y.
(b) Tom will choose Strategy X if Bill chooses Strategy X.
(c) Bill will choose Strategy X and his payoff will be $140 in equilibrium.
(d) Bill will choose Strategy Y and his payoff will be $140 in equilibrium.

15. Which of the following is most likely true?

(@) The profit earned by a firm in a monopolistically competitive market is equal to the profit earned by
a monopolist in the long run.

(b) The long-run equilibrium price exceeds marginal cost in both monopoly and oligopoly with
differentiated products markets.

(c) Firms in a monopolistically competitive market charge a price higher than marginal cost in the long
run, while a monopolist charges a price equal to marginal cost in the long run.

(d) Firms in a monopolistically competitive market earn zero economic profits in the long run, while

firms in a perfectly competitive market earn positive economic profits in the long run.
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1. Please select all true statement.

(@) In a perfectly competitive labor market, you can bargain for a higher wage since you are graduated
from SCU.

(b) According to W all Street Journal, sales (aka revenue) fell 10.4% after the five big publishers won a
legal case to set retail prices for e-books sold on Amazon to avoid steep discounts and raised their
book prices to an average of $10.81 (compared to $4.95 for all other e-books). This means e-book
demand is elastic.

(c) If China were to subsidize the production of electric scooters and sell them in Taiwan at very low
prices, then Taiwan economy would be worse off.

(d) After Typhoon Mitag hit Taiwan, supply for scallion fell. As a result, the price of scallion will rise,
causing the supply to go back up.

You are a manager of a hypermarket on an isolated island. The islanders produce and consume only three
goods, sweet potato, smartphones, and books. Every year, you are asked to fire some of the specialists in
your team. Please select those who are incompetent.

(2) Your economist estimates the income elasticities of demand of the there goods. He claims that they
are -0.8, 0.7, and 0.9, respectively.

(b) The supervisor of the sweet potato department suggests you to order more sweet potato as the
islanders’ real income increase, because the income elasticity of demand of sweet potato is 0.7.

(C) Janitor Hunting suggests you raise the price of smartphone to increase revenue since the price
elasticity of demand of smartphones is 0.87 (you can take this number as the true price elasticity of
demand).

(d) Your accountant suggests you to shut down the book department for the loss of this department is
$800,000 now. And the fixed cost of this department is $600,000.

The society considers three levels of occupational regulation. They are no regulation (level 0), certification
(level 1), occupational licensing (level 2), and occupational licensing with apprenticeship (5 #&#1) (level
3). If level O regulation is implemented, then everyone can participate this occupation without any
certification or license. In the level 1 regulation, the government issues certificates to those who pass
exams. Certifications are only used as signals, individuals are legally allowed to perform the relevant task
without a certification. However, tn the case of level 2 or 3 regulation, it is illegal for anyone without a
license to perform the task. Now suppose the society consists of 35%, 10%, 20%, and 35% Type 0, 1, 2,

and 3 voters, respectively. Their happiness from the regulation can be described by the following function:

Ui(x) = —(i —x)?,




~RI4FERFERT 2 £2 73340

F6F > x8F

% & =2

iy o] f—'é

w | S e o i 100 4~ 42
7}& . j\%i N

where i= 0, 1, 2, 3 represents the voters’ type and x = 0, 1, 2, 3 represents the level of regulation. Suppose
the society use a majority voting rule to choose the level of regulation. Please select all the correct
statements.

(a) The voters have single-peaked preferences.

(b) The median voter theorem predicts level 1 regulation will be implemented.

(C) Arrow’s Impossible Theorem predicts dictatorship exist in this society.

(d) If type 0 and type 3 voters only vote for type 0 and type 3 regulation, respectively, then the society

will implement type 3 regulation.
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1. (10%) There are 50 low-risk people and 50 high-risk people in a town. A low-risk person has an average
of $1,000 in medical expenses each year and is willing to pay $1,600 for medical insurance (this person is
risk averse). A high-risk person has an average of $2,400 in medical expenses each year and is willing to
pay $3,000 for medical insurance. Insurance companies are unable to tell who is high-risk and who is low-
risk.

(@) (2%) Show that an insurance company would lose money if it offered medical insurance at a price of
$2,000.

(b) (2%) Show that if the insurance company offered medical insurance at a price of $2,600, low-risk
people would not be insured. Calculate total surplus if the price is $2,600.

(¢) (3%) Now suppose the government in this town passes a law that requires everyone to purchase
medical insurance and sets the price of insurance at $3,200. Calculate the total surplus under this law.

(d) (3%) The 2010 Patient Protection and Affordable Care Act (commonly called the Affordable Care
Act, or “Obamacare”) includes an individual mandate that requires everyone to have health insurance.
Does this question suggest that there is an efficiency argument in favor of the individual mandate (i
5 ] 4 i%)? Explain your answer within 100 words.
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