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(Scenario A:

A firm generates pollution that creates

Price social

negative externality on neighboring . MC,,,

Il product
households. The following graph shows 7 /

; Demand
the demand for the firm’s product and the
social marginal cost curve and the private
marginal cost curve, which excludes
externality. The numbers in the graph 70 80 Quantity

represent the corresponding areas. Please

answer the following questions.

i

1. Suppose that there are no transaction costs, that there is no legal penalty for

polluting, and that it is impossible for the neighbors to move away to avoid
the pollution. The firm will produce a quantity of 80 to maximize its profit.
If the neighbors are contemplating striking a deal with the firm and persuade
the firm to reduce the quantity to 70, what is the price range of the deal?
(A)Between 5 and 7 (B)Between 12 and 24 (C)Between 8 and 20
(D)Between 7 and 20 (E)None of the above. (45 )
2.Following the previous question, how much is the increase in social surplus
(the total surplus of consumer, producer, and neighbors) from this deal?
(A5 B®7 (©8 (D12 (E)None of the above. (45)
3. Suppose transaction costs are so high that negotiation is impossible, and that
it would cost the neighbors 6 to move away, how much is the resulting
social surplus? (A5 (B)12 (017 (D)20 (E)None of the above. (44 )
(@Scenario B:
Suppose that Microsoft is the only producer of operating systems and Netscape

is the only producer of Web browsers. Suppose also that nobody wants an
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operating system without a Web browser and nobody wants a Web browser

without an operating system. Suppose that both firms produce at zero marginal

cost and that the demand for a package consisting of an operating system and a

browser is given by 0 =100—-P.

4.Suppose that Microsoft first announces a price for its operating system, then
Netscape takes this price as given and sets a price for its browser. What will

be the price of an operating system and the price of a browser, respectively,
if both firms maximize profit? (A)100/3 and 100/3 (B)200/3 and 100/3

()75 and 50 (D)50 and 25 (E)None of the above. (45)

5. Suppose that Microsoft merges with Netscape. Now what is the price for a

package consisting of an operating system and a browser? (A)50 (B)200/3

©)75 (D100 (E)None of the above. (44)
(=)Scenario C:

Suppose you are the monopoly owner of a movie theatre. You can allow
people to enter the theatre at zero marginal cost, and you can provide popcorn
at a constant marginal cost of $0.50 per bag. You have two customers, Larry
and Terry, who are identical twins. Larry never buys popcorn under any
circumstances. If you charge the monopoly price of $1.00 per bag for popcorn,
Terry will buy 2 bags of popcorn and earn $0.50 in consumer’s surplus, and
you will earn $1.00 in profit from popcorn sales. If you charge the competitive
price of $0.50 per bag for popcorn, Terry will buy 4 bags of popcorn and earn
$2.00 in consumer’s surplus, and you will earn no profit from popcorn sales.
6. Suppose that Larry is willing to pay up to $8.00 to see the movie and Terry
is willing to pay up to $5.00 to see the movie. How much should you charge

for admission to the theatre and how much should you charge for popcorn,
respectively? (A)$4.0 and $0 (B)$4.0 and $1.0 (©)$7.0 and $0 (D)$7.0
and $1.0 (E)None of the above. (45)
7. Now, suppose that Larry is willing to pay up to $4.00 to see the movie and
Terry is willing to pay up to $5.00 to see the movie. How much should you

charge for admission to the theatre and how much should you charge for
popcorn, respectively? (A)$4.0 and $0 (B)$4.0 and $1.0 (C)$7.0 and $0
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(D)$7.0 and $1.0  (E)None of the above. (45)
(®Scenario D:

The National Taiwan University has a

Price S

fixed number of parking spaces for
students on campus. They are currently
sold at a price that clears the market. It
has been proposed that the price should be

lowered and a lottery held to determine

D
Quantity

who may park on campus. Each winner of

the lottery would receive a ticket entitling

him to purchase a parking space, and these tickets could be freely bought and
sold. The number of winners would be equal to the number of parking spaces.
The graph on the right shows the supply and demand for parking spaces, where
P' refers to the original market equilibrium price and P is the controlled

price set by NTU.
8. Regarding the effects of the lottery plan, which of the following statement is

NOT true? (A)The producer’s surplus decreases from B+C to C.
(B)The car users’ surplus increases from 4 to A+B. (C)The social
surplus remains unchanged. (D)The lottery winners gain from the lottery
plan. (E)None of the above. (4%4)
9.Now, alternatively, NTU implements the same lottery plan but bans any
resale of tickets. Compared to the original lottery plan, which of the
following statement is TRUE about the new plan? (A)The producer’s
surplus remains unchanged (B)The car users’ surplus remains unchanged
(C)The lottery winners’ gain remains unchanged (D)The social surplus
remains unchanged (E)None of the above. (45)
(#@Scenario E:
10. An influenza wave occurs and 600 people face a risk to die. The CDC offers
two programs. The first program has two options: Under A4, 200 people
will be saved with certainty, while B will save everyone with a probability

1/3 and save no one with a probability 2/3. The second program also has two
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options: Under A4, 400 people will NOT be saved with certainty, while B

will save everyone with a probability 1/3 and save no one with a probability

2/3. More people prefer the first program to the second one because of (A)a

nudge effect (Blover confidence (C)a framing effect (D)an endowment

effect (E)loss aversion. (45)
(Scenario F (singleton questions):

1. Amy weakly prefers to receive $18 than to play a lottery that gives $200
with a probability of 0.1 and 0 with a probability of 0.9. Terry strictly
prefers to receive $50 than to play a lottery that gives $90 with a probability
of 0.5 and $10 with a probability of 0.5. Ben strictly prefers to receive $300
today than to play a lottery that gives $3000 tomorrow with a probability of
0.1 and 0 with a probability of 0.9. Name everyone who you are sure is risk-
averse. (A)Amy (B)Terry (C)Ben (DAmy and Terry (E)Amy, Terry,
and Ben. (24)

12.Suppose that the nominal interest rate is 6% in country A4 and 4% in
country B . However, the real interest rate is the same in the two countries.
Under purchasing power parity, which one of the following statements is the
most accurate? (A)The expected inflation in country A is higher by 2p.p
than in country B, and the relative value of the currency of country A to
country B will decrease by 2%. (B)The expected inflation in country A4
is higher by 2p.p than in country B, and the relative value of the currency
of country A4 to country B will increase by 2%. (C)The expected
inflation in country A4 1is higher by 2p.p than in country B, and the
relative value of the currency of country A to country B will increase by
more than 2%. (D)The expected inflation in country A is lower by 2p.p
than in country B, and the relative value of the currency of country A to
country B will increase by 2%. (E)The expected inflation in country A4
is lower by 2p.p than in country B, and the relative value of the currency of
country A to country B will decrease by 2%. (24)

13.Country A produces wheat, flour, and bread. In 2023, country 4
produced $2,000,000 of wheat and sold $1,000,000 of wheat to consumers
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and the rest to a flour company. The flour company produced flour and sold

$800,000 of flour to consumers and $400,000 of flour to a bakery. The

bakery produced bread and sold $2,000,000 of bread to consumers. By how

much GDP of country A4 was increased out of the transactions explained

above?  (A)$5,200,000 (B) $4,000,000 (C) $3,800,000 (D) $3,200,000

(£)$2,000,000. (24)
4. Which of the following increases money demand?

i. The nominal interest rate increases.

ii. The price level increases.

iii. Real GDP increases.

M1, it B, 11 (©ii, it (D)ii, iv  (B)iil, iv. (2%4)
15.If the government begins running a budget surplus, how does this affect the

market for loanable funds? (A)The interest rate decreases because of a shift

in the supply curve. (B)The interest rate increases because of a shift in the

supply curve. (C)The interest rate decreases because of a shift in the

demand curve. (D)The interest rate increases because of a shift in the

demand curve. (E)There is no direct effect on the market. (24)
16.In country A, a linear Philips curve predicts its economy well and the
natural rate of unemployment is 4%. Before 2023, the expected inflation rate
was 5% but the actual inflation rate in 2023 turned out to be 6% and the
unemployment rate was 2%. Now in 2024, the expected inflation rate has
become 6%. What will be the unemployment rate at the end of the year, if
the inflation rate turns out to be 4%? (A)2% [B4% (©)6% ([D)8%
(B)10%. (24)
17.Suppose that CD albums were in the consumer’s basket in 1983-2021, but
the quantity varied from time to time. Referring to the following graph

(provided by Statista.com), please choose the most accurate statement.



113-10 % B2 52

Ja+w—2. If she does not work, her utility is Ja . Labor demand is a
function of the wage. Specifically, labor demand is 1,000 —2w .
3LAt w=10, what will be the labor force participation rate and unemploy-
ment rate? (64 )
3.The government enacts the minimum wage law, setting the minimum wage
at $15. How much percent of frictional/structural unemployment will this
law create? (44 )
33 Lake Ontario can be freely accessed by fishermen. The cost of sending a
boat out on the lake is »>0. When b boats are sent out onto the lake,
f(b)=800b—b" fish are caught in total, where 0<b<800. The price of
fish is normalized to be 1, which is unaffected by the level of catch. Note
that b is assumed to be a continuous variable.
(1)What is the optimal number of boat to send out from the point of view of
a central planner? (34)
(2)If there is no central planner, how many boats will be sent out? (34)
(3)Following part (2), what per-boat fishing tax (or subsidy) would restore
the number of boats to your answer to part (1)? (4~)
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