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L (4%) Suppose the notninal exchange rate is 3 100 /USS. Further, suppose the price of a kilogram
of American rice is $5 and the price of a kilogram of Japanese rice is 750 yen.
(1) What is the real exchange rate between Japan and the U. 8. in terms of rice?

(2)Suppose you decide to exploit the profit opportunity with arbitrage. Where would you buy and where
would you seli?

1 {6%) The following information is abont Moody Island.

2008 2009
population 223.6 226.5
adult population 168.2 168.5
money supply M$6.8 M$6.9
number of unemployed 7.4 8.1
number of employed 105.2 104.2

a. What is the labor force in 2008 and 20097
b. What is the labor force participation rate in 2008 and 20097
¢. What is the unemployment rate in 2008 and 20097

1L (10%) [Regarding money supply]

1. Which of the following policy actions by Central Bank is likely to increase the money supply?
a. reducing reserve requirements

b. selling government bonds

c. increasing the discount rate

d. All of these will increase the mouney supply.

e. None of these will increase the money supply. '

N

. Suppose Jacky Cheng changes his $1,000 demand deposit from Bank A to Bank B. If the reserve

requirement is 10%, what is the potential change in demand deposits as a result of Jacky’s action?
a. $1000

$9000
$100
$10,000

Zero

o oo T

L

. A decrease in the reserve requirement causes
a. reserves {o rise.

Mouey Supply to full

the money multiplier to rise.

the money multiplier to fall.

Noue of the above. . }% A E\
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4. The discount rate is

a. the interest rate Central Bank pays on reserves.

b. The interest rate the Central Bank charges on loans to banks.
The interest rate banks pay on the public’s deposits.

d. The interest rate the public pays when borrowing from banks.

5. What is the potential change in the money supply if reserve requirements are 20%? Suppose (1) you
write a $1,000 check on your account to buy a government bond from your friend. 1f your friend
deposits the check in her bank, and (2) Central Bank purchases a $1,000 government bond from your
friend. And your friend deposits the entire $1,000 in his bank?

Z€ero

$200

$1,000

$4,000

$6,000

35,000

$20,000

o

@ >0 a0 T

1V (10%) Use the quantity equation for this problem. Suppose the money supply is $200, real output is
1,000 units, and the price per unit of output is $1.
a. What is the value of velocity?

b. If velocity is fixed at the value you solved for in part (a), what does the quantity theory of money
suggest will happen if the money supply is increased to $4007

c. Suppose the money supply at the beginning of this problem refers to M1. That is, the M1 money supply
is $200. What would the M2 velocity be if the M2 money supply were $500 (and all other values were
as stated at the beginning of the problem)?

V. (10%) On Anger Island, the labor market is segmented into two distinct markets: the market for low
skill workers and the market for high skill workers. Further, suppose the competitive equilibrium
wage in the low skill market is A$15.00/hour while the competitive equilibrium wage in the high
skill market is A$75.00/hour. 1f the minimum wage is set at A$25.00/hour, which market will exhibit
the greatest amount of unemployment? [ You should demonstrate it graphically. ]

V1. (10%) Suppose a wave of pessimism engulfs consumers and firms causing them to reduce their
expenditures. Demonstrate this event with the model of aggregate demand and aggregate supply
assuming that the economy was originally in long-run equilibrium. [ You should demonstrate it
graphically.]
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