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Consider an economy in which the aggregate Ldl.lﬂ functmn be represented by Y = KeN'"2,

with 0 < g < |. Suppose that there is no tec :c&i—pmgrtés nof population growth.

r {2) Show that there are constant returns to scale nd s to each factor. Transform the aggregate
production function into a relationship b-mu utput per capita and capital per capita.

(b) Provide an equation for the evolution of capital per head, and an equation for capital per head and output per

head in steady state.
(¢) Briefly explain the concept of the Golden Rule. Compute the saving rate corresponding to the Golden Rule in

this economy. — — |
4  — |
2. (12%) SUgps TS|
{a). What is newtrality of money?
frs
| (b). How is it related to the assumption that nﬂw ;depri < adjust instantaneously to clear the labor

market? s

3. (20%)

Consider the following demand for real money balance for an economy M%/p = k (Y/R) , where R is nominal
interest rate. P is the price level, Y is real GDP, k is a'constant. Il}u:'i'ng the year 2002, the economy's real GDP
growth rate is 5%, money supply (M1B) growthxateis 7%, and fominal interest rate is 6%.

{(a) If the nominal interest rate is constant, whdlis ih Eiflai;on I‘ﬂlle in 20027 And what is the real rate of interest?

(b} Suppose the economy's M1B money mulllpﬂer i§ Wmd :-.t{blc, what is this country’s growth rate of
monetary base? - -
{c) According to Taiwan's data, the income velocity of money is not a constant. Suppose the income velocity of
maoney decreases at a rate -1%, what is the growth rate of nominal GDP? And what is the real rate of interest?
id) (Continued from (c}) Now suppose that the economy’'s real GDP growth rate declines to 0%. If the central
—_— |
hank’s abjective is to stabilize the long-run price level, how Should the money supply growth rate be changed

. - v . ’_
to maintain the same growth rate of price | a)?
-
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4. (5%0) |
What is the Lucas critique, and why was it so important 1o E;‘wconumists in the 1970’7

— —
5.(15%) te== A F
Please use [S-1.M and AD-AS diagrams to 1'Iljl.|;d'at (i eﬂlcﬁ of jemporary increases in government purchases

under Classical Model and Keynesian Model.

6. (15%)

Suppose the Central Bank has just leamed that some foreign economies are headed for recession, which will
reduce Taiwan’s exports. This is an economic sheek that shifts-the IS curve down (left). What would you do in
response to the shock if you want to keep the econom al_ﬁiEempii}ymem equilibrium under each of the
following case? Please use 1S-LM-FE (full em eyment—eutpu-{ Elm':l) diagrams to explain.

{a) Real Business Cycle (RBC) model. i D

(b) Kevnesian (efficiency wage) model. J _______. i |

(c) Misperception theory model.

7. (15%)

Suppose the economy is characteriszed by the following equations.
IS curve : 1 =20.20 - 0.002Y ' I
IMcurve : MP=Y=-250r+2 9 It
SRAS curve Y= ¥ +100(P-P% [

-
|
The nominal money supply is M = 19,800 [ E) | I'
Expected inflation is 7 * = 0,20, and full emplovment Sltputis ¥ & 10,000

(a) If the economy begins in general equilibrium, what are the equilibrium values of the price level, output, and

the real interest rate?
{b) If the expected price level is the price level you found in part (a), what are the directions of changes of price

level, output, and the real interest rate in the shorirun iffthere’s an unanticipated decrease in the nominal money
e S Al

supply? T —_— |
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