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1. (14% + 2% for each)

Explain the following glossaries.

(a) Laffer curve

(b) Monev neutrality

(c) Phillips curve = |
(d) Dominant strategy

(e) Efficiency wage theory

(f) Excludability

(g) Rivalry ) - —

2. (10%)

(a) Show an example 1o explain the prisoners™dilémma. i4_"%}

(b) According to your example shown in (a), what is the Nash equilibrium? Explain
the reason. (3%)

(¢) According to your example shown in (8), what is the dominant strategy for each

player? Explain the reason. (3%) |~

3. (20%)

Suppose that a monopolistic firm face two separated’t mafh:?ts A and B. The demand
A :

curves for market A and market B are D, : q4=100—P, and Dy : gg=100—Pg

respectively. Suppose that the total cost function of the monopolist is TC=20Q,

where Q=g+ gp. | S
] ——— | t .
(a) What will be the prices charged in each market if the ni'mnopulist practices the
third-degree price discrimination? (4%) «  —— |

(b} According to (a), what’s the monopnliﬂ’s}mﬁﬂ;{ﬂ’o—)}
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(¢) What price would the monopolist charge if the monopolist is forced by law to

(d) According to (¢), what's the monopolist's profit? (5%)

A

4. (15%) _| -
Currently, the spot exchange rate is $1.5/£ and the three-month forward exchange rate
is $1.52/£. The three-month interest rate 1s 8.0 percent per annum in the U.S. and 5.8
percent per annum in the U.K. Assume that you can borrow as much as $1,500,000 or
£1,000,000. i N

ia) Explain whether the inmerest rate parit}'_i:rg_cl_::rr:_inﬁfh_olﬁmg. (3%)

(b) If IRP is not holding, show all the steps in order to carry out covered interest

arbitrage. Besides, what is the arbitrage prefit?{12%)

5. (8%)
Suppose Congress passes significant tax cuts on household income but does not

reduce government spending. Use the S6IoW growth model with depreciation rate (3,

saving rate (5), population growth rate (1), .and technological progress rate (g) to
explain and graphically illustrate the impact of the tax cut on the steady-state

capital-labor ratio and the steady-state level of oymurpefwmker.
S

B o o |

6. (12%)

Suppose that the large industrial countries of the world are concerned about the

depreciating currencies of a number of small-open econamies.

(a) What type of fiscal policies must the Iéi_;?_jydusln??cdumries undertake in order
to promote currency appreciation in 'ﬂ“ﬁ;.T sm'ﬁnlc;x:enﬁcu;umies'? (2%)

(b) Explain graphically the impact of the hdﬁﬁiq_l}nuntﬁlgs' policies on the

exchange rate of the small open economies. (10%)
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1. (21%)

Explain graphically and comment on the foltowing question : Does a higher rate of

growth of the money supply lower the interest rates?




