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In a short-run Phillips curve with a positive supply shock, which of the following occurs?
Inflation rises, unemployment rises
Inflation rises, unemployment fails
Inflation falls, unemployment rises
Inflation falls, unemployment falls
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No change in inflation.

Assume a central bank minimizes a loss function over inflation and unemployment. If inflation expectations are adaptive, which
outcome is most likely after a surprise monetary expansion?
A. Permanent reduction in unemployment
Temporary reduction in unemployment
Permanent increase in inflation with no unemployment effect
No change in inflation or unemployment
Immediate return to natural unemployment

mouow

Assume the following closed-economy IS—LM model
Y=C+I+G
C=50+075(Y-T)
I=180- 8r

(%)d =Y —40r

G=250,T=200,M=4000,P=4 -

where Y denotes aggregate output (income), C denotes aggregate consumption, I denotes aggregate investment, G denotes
government spending, T denotes lump-sum taxes, r denotes the real interest rate, M denotes the nominal money supply, and P
denotes the price level. The term M/P represents the real money supply. A monetary expansion (an increase in M) causes:

A. ahigher interest rate and lower output
a lower interest rate and higher output
a higher interest rate and higher output
no change in output

woow

no change in the interest rate

If Second Bank has more rate-sensitive assets than rate sensitive labilities, it can reduce interest rate risk with a swap which requires
Second Bank to
A. pay a fixed rate while receiving a floating rate
both receive and pay a fixed rate
receive a fixed rate while paying a floating rat
both receive and pay a floating rate
None of the above.
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Which of the following changes would most likely reduce the natural rate of unemployment?
A, Stronger employment protection laws
B. Higher unemployment benefits
C. Improved job-matching technology
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D. An increase in minimum wages
E. A contractionary monetary policy

6. When a central bank conducts open market sales of government bonds, which outcome is most likely in the short run?
A. Higher output and lower interest rates

Lower output and higher interest rates

Higher inflation and higher output

Lower inflation and higher output

No change in macroeconomic variables
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7. 1f Taiwan imposes a quota on imports of Japanese cars due to claims of unfair trade practices, and Japanese demand for Taiwanese
everything else held constant.:
A. the Japanese yen will depreciate relative to the New Taiwan dollar

exports increases at the same time, then, in the long run

B. there will be no effect on the Japanese yen relative to the New Taiwan dollar
C. the Japanese yen will appreciate relative to the New Taiwan dollar
D. the Japanese yen will either appreciate, depreciate or remain constant against the New Taiwan dollar
E. None of the above.
8. The Bruce the Bank Manager can reduce interest rate risk by the duration of the bank's assets to increase their rate
sensitivity or, alternatively, the duration of the bank's liabilities.

A. shortening; shortening,
B. lengthening; lengthening
C. lengthening; shortening
D. shortening; lengthening
E. None of the above.

0. For which of the following is the change in reserves necessarily different from the change in the monetary base?

A.  Open market purchases from an individual who cashes the cheque

B. Open market purchases from a bank

C. Open market purchases from an individual who deposits the cheque in a bank
D. Open market sale to a bank |

E. None of the above.

10. According to the expectations theory of the term structure

A. when the yield curve is downward sloping, short-term interest rates are expected to remain relatively stable in the future.

B. yield curves should be equally likely to slope downward as slope upward.

C. investors have strong preferences for short-term relative to long-term bonds, explaining why yield curves typically slope
upward,

when the yield curve is steeply upward sloping, short-term interest rates are expected to remain relatively stable in the future.
E. None of the above.
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The hidden risks in Taiwan’s boom -- A weak-currency policy is punishing consumers and storing up financial peril

Taiwan is envied for its exporting prowess: it is home to all of the world’s cutting-edge chipmaking, Just as extraordinary, but much
less appreciated, is its towering current-account surplus, the result not just of a trade boom but of a long-undervalued currency. This
aided Taiwan’s export-led rise, but it has long outlived its purpose. While manufacturers have been coddled, ordinary Taiwanese
consumers have been deﬁrived of the fruits of growth, and financial risks are building up. It is time for Taiwan to loosen its grip on its
currency. Taiwan’s vast surpluses have been years in the making. For decades its central bank, known as the CBC, has kept the currency
undervalued, giving manufacturing exporters a competitive boost. According to the GDP-adjusted Big Mac index, our measure of how
far exchange rates depart from their underlying values, the Taiwan dollar is 55% undervalued against the American dollar -- the most
in the world.

As a consequence, in this century Taiwan has run the world’s biggest current-account surplus as a share of output, once entrepdts and
petrostates are excluded. And lately, thanks to the artificial-intelligence boom, Taiwan’s imbalances have gone into overdrive. In
October its goods-trade surplus hit a record high of 31% of GDP in annualised terms—a quadrupling since the pandemic. According to
the latest data for this year, Taiwan’s current-account surplus has reached 16\% of GDP. By comparison, China, the archetypal surplus
economy, is running a current-account surplus of just 3%.

The problem with all this is that the cheap currency has become a costly and dangerous anachronism. For a start, it no longer delivers
the benefits it once did. Taiwan is no longer an industrialising economy; its annual GDP per person now exceeds that of Japan. Its stock
of foreign reserves, at $600bn, is large enough to cushion the impact of a Chinese blockade or a financial crisis. And the best of Taiwan’s
chip- and computer-makers, which are responsible for three-quarters of total exports and nearly half of nominal GDP, can shrug off a
stronger currency. A 20% appreciation in the Taiwan dollar would knock perhaps eight percentage points off the operating margins of
TSMC, the world’s leading chipmaker—still leaving them plumper than Alphabet’s or Apple’s.

At the same time, the costs and distortions of having an undervalued currency are mounting. First, it is a tax on consumers. In an
economy that depends on imports for food, fuel and goods, the cheap currency has shifted purchasing power from ordinary households
to exporters. The result has been that even by export-economy standards, Taiwan saves too much and consumes too little. Since 1998
private consumption as a share of output has tumbled by 20 percentage points. A policy that was meant to help Taiwan get rich is now
depriving ordinary Taiwanese.

Another distortion is that the cheap currency is inflating property prices. Printing currency to buy foreign exchange has flooded Taiwan’s
[financial system with liquidity and pushed down interest rates. That combination lies behind a quadrupling of house prices since 1998,
And the weak-currency policy has seeded risk deep in the heart of Taiwan’s financial system—a third distortion. To recycle the proceeds
of its surpluses Taiwan has leant on its life-insurance industry, which has poured nearly $1trn of households’ savings largely into
American Treasuries. But that has created a giant currency mismatch, because Taiwan-dollar liabilities are being funded with American-
ollar assets. An abrupt move in either currency could wipe out the insurers, threatening a financial crisis.

Why, then, has the policy persisted? One reason is the export lobby, Taiwan’s chipmakers could withstand a stronger currency, but
existing policy has propped up a cohort of manufacturers that subsist on thin margins and would be severely hurt by an appreciation.
Such firms make up pethaps 70% of manufacturing employment. Another reason is the CBC’s unusual power. Printing Taiwan dollars
to hoover up foreign-currency assets has minted handsome profits, which are remitted to the government and have become a big source

| BLE &
! “The hidden risks in Taiwan’s boom.” The Economist, November 15th 2025.
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of revenue. Central-bank transfers make up 6% of total government receipts, compared with a rich-world average of 0.4%.

The situation is becoming increasingly precarious. One risk is that further depreciation in the American dollar destabilises Taiwan’s life
insurers, which have become too big to fail. A second danger is that American trade-surplus hawks take flight again, using tariffs and
their security leverage to force Taiwan to revalue. That could happen at any time.

That is why Taiwan must unpick its outdated economic model—and build a better one. The CBC should gradually loosen its grip on
the currency. Inevitably, the transition will be fraught with political and financial risks. But these risks can be managed. The key is for
the CBC to establish a long-term path for the currency. And in return, ordinary Taiwanese will at last be able to enjoy more of the fruits
of their country’s extraordinary export miracle.

11. According to the article, Taiwan’s persistent current-account surplus is partly the result of a long-undervalued currency. Which of
the following statements are correct economic implications of this policy, as discussed in the article? (BETHERAR—3RA)
A. Tt transfers purchasing power from domestic consumers to exporting firms.
It increases private consumption as a share of GDP.
It leads to excess national saving relative to domestic investment.
It permanently raises real GDP growth through export competitiveness.

moaw

It lowers real household consumption by raising the domestic price of imports.

12. The article argues that Taiwan’s weak-currency policy has distorted its financial system. Which of the following mechanisms are
identified as contributing to financial risk? (& £ T &K 2 —18)
A. Large-scale foreign-exchange intervention increases domestic liquidity and depresses interest rates.
Low interest rates reduce housing demand and stabilize property prices.
Life insurers accumulate foreign-currency assets while liabilities remain in domestic currency.
A sudden exchange-rate appreciation could generate balance-sheet losses for insurers.

moaw

Capital controls fully insulate Taiwan’s financial system from exchange-rate shocks.

13. Despite rising economic risks, Taiwan’s weak-currency policy has persisted for decades. Which of the following explanations are
consistent with the article’s analysis? (4 % T 4 R 2 —38)

Export-oriented manufacturers benefit disproportionately from an undervalued currency.

The central bank gains political influence through large profit transfers to the government.

Taiwan lacks sufficient foreign-exchange reserves to allow currency appreciation.

oCow>

Employment concentration in low-margin manufacturing creates resistance to appreciation.

E. Consumers strongly support the weak-currency policy due to lower living costs.

To understand how a pension system is exposed to exchange-rate risk and how this exposure can potentially generate intergenerational
inequality, consider the following overlapping-generations model. The economy consists of a two-period overlapping-generations
(OLG) framework. Individuals work and save when young (period £) and retire and consume when old (period #+1). Pension benefits
are denominated in New Taiwan Dollars (NTD), while pension contributions are invested in U.S. Treasury bonds denominated in U.S.
dollars (USD). The nominal exchange rate (NTD per USD) is exogenously managed by the central bank. Preferences are standard and
time-separable, and financial markets are otherwise frictionless. Answer the following questions.

14. Suppose young agents in period # believe that the central bank is likely to allow an appreciation of the NTD in the future, though
the timing is uncertain. Which statements are correct? (& £ 7 4 F 2 —18)
A. Expected domestic-currency returns on foreign assets fall.
Optimal saving by the young decreases.
Consumption when young increases.
The Euler condition implies stronger incentives to postpone consumption.
Exchange-rate expectations are irrelevant because the exchange rate is exogenous. % ; k ﬁ
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15. Assume population growth is low or negative, and pension benefits are an important source of old-age consumption. Which
statements are correct? (A £ TR X —8)
A. The implicit rehurn on PAYG pensions declines.
Funded pensions become more sensitive to asset-price and exchange-rate shocks.
The marginal utility of old-age consumption becomes more volatile.
Demographic change neutralizes exchange-rate risk.

MY oW

Intertemporal consumption smoothing becomes harder.
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