M}k 257 By EMAKE 115 S5 EREHEBEF RN
#8: 2FEF) M5 : 257
#Fk: 6 % TRz 1R

RRARAH 3 WA 0 24 @A o HRERE T AR R 5 S ey IR
[ 1] (34 2)

pl-QlZ (34% in total), please fill out the blank fields and provide vour explanations when instructed on the answer book.

IYKYXK Corp. (hereafter also referred to as “the Company*), a firm aiming at profit maximization, originally produced 100% of
its output, YK, in Country 1. The /7imes surprisingly, reported yesterday, citing multiple government officials of Countries I and
B, that

1. Country B will announce as early as this month a deal to lower reciprocal tariffs on Country I from 20% to 15%, aligning

with the rates applied to South Korea and Japan.

il. As part of the agreement, IYKYK Corp. is committed to relocate 50% the production capacity to Province of Brizona.

Country B. Due to the exogenous constraints Brizona will be the ]mge-scale manufacturing core of the Company.
Morcover,
®  Production factors for YK: Labor (L) and Capital (K)
® Production in Country B has lower productivity than in Country L

IfIYKYK Corp.’s expansion plan materializes, the proportion of production within Country B is expected to increase
significantly. The Country B government’s policy of localizing the YK supply chain is also expected to gain momentum,

®  Production Function: Assume a standard Cobb-Douglas technology: Q = 8KLA.

®  Productivity: Total Factor Productivity (7FP) in Country B is lower than in Country I (6a< 6)). Namely, 85 =
06, where 0 < ¢ < 1.

® Factor Costs:

Wage rate per unit of YK in Country B is 1.4 times as much as that in Country 1. Labor(w) :wg = 14w,

Cost of capital per unit of YK in Country B is 1.2 times as much as that in Country L. Capital(y):yg = 1.2y,
® Demand Elasticity: The absolute price elasticity of demand in Country B is half of that in Country I: |ez] = 0.5{¢,|. Also,

l€;| > 2. Namely, marginal revenue is positive in both markets. Assume profit-maximizing behavior and

oligopolistic competition in both markets.

® Trade Costs (I to B):

Shipping cost:10% of the selling price (P).
Import service charge plus tariff: 20% of the selling price (P).

Q1. Derive how much price increases there could be over the original costs (price markup percentage) in Country I and Country
Bif || =22. I %: B: %. [Please show your calculation.] (3%)

Q2. The Factor Intensity Effect. Given that [YKYK Corp. minimizes costs, analyze how the Capital-Labor Ratio (R/L) in the

new plant in Country B compares to the original plant in Country I. Derive the specific numerical ratio. (K/L)g / (K /L)y
= . [Please show your calculation.] (3%) '
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Q3. The Cost Shock Derivation. Assuming the productivity shock parameter @ = 0.65. Also assume a = 8 = 0.5 (Output

elasticities for labor and capital are equal). The ratio of the Marginal Cost in Country B to Country I, MCz/MC, =
[ Please show your calculation.] (3%)

Q4. Market Segmentation and Optimal Pricing. Now that the Company is constrained to relocate 50% of its production capacity
to Country B. Assuming that the markets are segmented and that the customers are not able to conduct either arbitrage or parallel

imports, derive the relationship between the optimal price in Country B (Pg) and Country I (P,). i—‘: =

[ Please show your calculation.] (3%)

Q5. The Make or Buy Efficiency Threshold. Now assume instead that the markets are not segmented and the Company is able to
produce in I and pay the trade costs (including shipping cost, service charge, and tariffs) to sell in B. SVP Dr. Bissy Chen is
instructed by the CEO to analyze the economic rationale. Under the assumption from Question 3 that @ = B = 0.5, please help
her calculate the Critical Productivity Threshold (¢*). Namely, if the actual productivity ratio @ drops below this threshold, it
would have been cheaper (conceptually, ignoring the mandate) to produce in 1 and pay the trade costs (including shipping cost,

service charge, and tariffs) to sell in B, rather than producing locally in B. @ = . [ Please show your calculation. ]
(3%)
Q6. Profit Margin Erosion. Calculate the Lemner Index (L = Pu:m) for both markets. L; = ; Lp = [ Please

show your calculation.] (3%)

Q7. The Pass-Through Analysis. Suppose IYKYK Corp. decides to pass all cost increases to consumers. If the subsidy and tax
policies of the two governments make the Marginal Cost in B exactly twice the Marginal Cost in 1. Also assume instead that
|€;] = 4, calculate the exact price ratio. Pg/P;. = . [Please show your calculation.] (3%)

Q8. Dr. Miyamoto, who is one of the only two members of the Compensation Committee of IYKYK Corp. who hold a doctoral

degree, said, “The price rise of YK in Country B is proportional to the cost rise.”

Dr. Brownian, who is one of the only two members of the Compensation Committee of the Company who hold a doctoral degree,

said, “The price of YK in Country B increases in percentage faster than the percentage of the cost rise.”

One of the only two Compensation committee members who hold doctoral degree, Dr. Miyamoto and Dr. Brownian, is a true

expert in Economics. Which one of these two doctors is the true expert in Economics? Why? [Please show

your calculation.] (3%)

Q9. Senior manager Pecchucchini said, “CPI inflation fell below the National Bank of I’s target. I expect National Bank of I, the
central bank, to continue cutting interest rates, so YK's production should become more capital-intensive.”

Senior manager Muggle said, “As major corporations in key economies agree to significant wage adjustments amid widespread
strikes, global labor costs will decrease substantially.”

Which one of these two aforementioned senior managers is the true expert in Economics? Why? [If you show your

discussion, then there is no need to place your calculation in this cell.] (3%)
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Q10. Now assume that the government commanded that output price is $15, which is nor under the profit-maximizing output
condition, and that marginal product of labor is 6. If the wage rate is $90, should the firm hire more labor in the perfectly
competitive production factor market? . Explain., [ Please show your calculation.] (3%)

Q11. Following Question 3, would there be Constant Returns to Scale (CRS), Increasing Returns to Scale (IRS), or Decreasing
Returns to Scale (DRS) for the Company to produce YK in Country B? Explain. (2%)

Q12. In five years, due to a learning effect, the marginal product of labor will increase by 50% and the marginal product of |
capital will increase by 25%.

Board member Shinobu said. “Because of such a learning effect, the technological change is labor-augmenting,™
Board member Inosuke said. “If certain employees only seek out. receive, and remember information that aligns with their
existing beliefs, automatically ignoring or filtering inconsistent evidence, they are subject to the sunk cost fallacy pertaining

their learning.”

Which one of these two aforementioned board members is the true expert in Business and Economics?

Why? [If you show your discussion, then there is no need to place your calculation in this cell.} (2%)

(M4 2] (33 %)

Q13-Q17 (33% in total) are essay guestions, please provide your calculations and answers on the answer book.
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Q13. FH wREFHREHENFHBR MBI AHERER  REILLEA  LERI S TESPHL  hEHTL -
HHRER AREHRLRUARGER - L FEEBNHAU LR FEREFEEHREFE? (%)

Ql4. AT EANFERELE AR EHRR? pTRESRTASER AL LBEMEE Y RE 5%
ATZILAELEEBRGELETEN—HE? BHE? (6%)

QI5. %3 MAARRA - RATAAAREOEEAE B LHENFAERSTEYE  SRALELLLEGA
WU RAETEBETEEIRBRRER? i SREABROREAS  REERMNEE - A K2 X
EAHENRER? (8%)

(=): (16%)

Please think about the prevailing tendency for governments worldwide. Firstly, most advanced countries start to raise minimum
wages and discourage the incoming immigrants. Also notice that most governments seem not to restraint in budget deficit for
various reasons.

Q16. Explain your argument against the following statement by using Ricardian Equivalence Theorem: If the United States
issues debt today, some of the tax burden to repay that debt in the future will fall on people who are not Americans. Since that
future generations and foreigners as well are not represented in an ongoing political process, politicians could not be stopped
into higher deﬁci_ts. (8%)

Q17. A recent news release by the Cross-Border Workforce Management Division of the Ministry of Labor states that Taiwan is
launching several new regulations related to foreigners working in this country, including new opening for the direct hiring of
Foreign Skilled Workers. In essence, Taiwan plans to open up service sector to foreign nationals in 2026.

According to the Population Division of the United Nations Department of Economic and Social Affairs (UNDESA), the
number of international migrants was 304 million in 2024, nearly doubled since the carly 90°s of the 20th Century, when there
were an estimated of 154 million migrants. International migrants amount to 3.7 percent of the global population, compared to
that of 2.9 percent in 1990. Female migrants constituted 48 percent of international migrants.

Notice that most immigration package normally comprised of two features: (1) A " guest worker" program that leads to an
immediate jump in labor supply, as the manufacturing sector in Taiwan; (2) an immigration reform that may cause the rate of

population growth permanently higher.

In the era of a big U-turn from past policy, as much as anti-immigration currently in the developed world, what makes Taiwan

government so exceptional? Please sketch your answer about this regime change, in light of a Solow growth model. (8%)

[ 3] (33 &) .
1Q18-Q21 (3% each question, 12% in total) are multiple-choice questions, please choose the best possible answer out of the

choices from the list, and provide your answers with proper explanations on the answer book.
¥ R HARENZ THERRULE | BAERKAEL -

Consider a global market for high-capacity semiconductors. The Domestic Government is considering imposing a "Security

Taritf" to protect its home market. A Foreign Exporter must decide whether to continue exporting to the Domestic market

#RE

despite the tariff.
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The Foreign Exporter’s production efficiency is private information: they are cither Subsidized (C) with probability p = 0.4
or Non-Subsidized (Cy) with probability 1 —p = 0.6. A subsidized firm has lower effective marginal costs.

The game proceeds in two stages:

Stage 1: The Domestic Government sets a tariff level T = 0 per unit. This acts as a commitment and carries a political
"backlash cost” of B(t) = rt (where T represents the protectionist barrier) due to international trade relations.

Stage 2: After observing 7. the Foreign Exporter decides whether to Maintain Trade or Exit the Market.
®  If the Exporter exits. the Domestic Government’s industry gains a monopoly surplus: Wy = (A — )7 — r7 and the
Exporter gets 0.
® If the Exporter maintains trade, they pay the tariff 7. They then engage in competition where the volume of Domestic
supply is fixed at g, = K. The Exporter chooses their export volume ¢ to maximize: me=(A—-qp—qr)qr —
Ciqr — Tqr — F. where ¢; € {¢;,cy} and F is the fixed cost of maintaining a supply chain.

Based on the above information, please answer
Q18. Under the pressure of a trade war, the Foreign Exporter chooses their volume g based on their cost typec and the imposed
tariff. Given the Domestic supply qp. what is the Exporter's optimal volume q;(7)?

x _ A—qp—ci—T
A) g = — 5

BYgr=A—qp—cC—71

B g =yA-gp~c¢—1

Q19. To successfully force a Non-Subsidized (Cy) exporter to exit the market, the Domestic Government must set such that
the exporter’s maximized profitis < 0.1f A = 20,qp = 4,¢cy = 8,F = 4. what is the minimum tariff t required to force the
Ch type to cxit? l

Ayr= 2
By tT= 4
=38
Dyr=1
EYr=6
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Q20. In a Separating Equilibrium, the Domestic Government might set a high "punitive" tariff 7~ that satisfies nr(th,cy) <0
but 7g(z*,¢;) > 0. In this scenario, what is the observed outcome?

A) Both types of exporters exit, leading to total domestic isolation.

B) Both types of exporters maintain trade, rendering the tariff purely a revenue tool.

() Only the Non-Subsidized (Cy) firm exits; the Subsidized (Cy) firm continues to export.
D) Only the Subsidized (Cy) firm exits because they fear further litigation.

E) The Domestic Government revokes the tariff after seeing any entry.

Q21. The Domestic Government seeks to maximize cxpected welfare E[Wp]. If the tariff is set high enough that only the
Subsidized firm (Cp) can afford to stay in the market, while the Non-Subsidized (Cy) firm exits, which expression represents the
Government's expected welfare? (Let Wy,,, be welfare when the exporter exits and Wp,,, be welfare when they stay).

A) EWp] = p(Wpyp) + (1 — ) (Wiron)

B) EWp] = (1= p)(Woup) + PWaron)

C) EWp} =p(A—qp —gr)ap + (1 —p)(A —gp)qp — 7t
D) ElWp] = Wpup — Wy

E) Both A) and C) are correct mathematical representations.

22-Q23 (7% each question, 14% in total) are essay questions, please provide your calculations and answers on the answer
leook '

In the global market for high-capacity semiconductors, now let’s consider that the Domestic Government and the Foreign
Government are locked in a multi-period trade relationship. In each period -t, they can choose to be Cooperative (C) (Low
Tariffs) or Protectionist (P) (High Tariffs).

The stage game payoffs (Domestic, Foreign) are:

» Both Cooperate (C, C): (5,5) — Mutual prosperity.

» One Side Defects (P, C): (8,0) — The protectionist state gains market share while the cooperator loses.

¢ Both Defect (B, P): (2,2) — A destructive trade war.
Both players use a Discount Factor § € [0, 1], which represents the value they place on future payoffs. The Domestic
Government employs a Tit-for-Tat strategy: it starts with cooperation and, in every subsequent period, mimics the Foreign

Government’s action from the previous period.

Q22. For the Foreign Government to prefer a lifetime of mutual cooperation over a one-time gain from defection (assuming
Domestic Government is playing Tit-for-Tat), what condition must the discount factor & satisfy?

Q23. If the Domestic Government switched from Tit-for-Tat to a Grim Trigger strategy (permanent defection after one betrayal),
how would the required § be for the Forcign Government to maintain cooperation?
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[Q24 (7% in total) is an essay question, please provide your calculations and answers on the answer book
Let’s suppose the Domestic Government has already imposed an initial tariff, Now, it must decide whether to Escalate (E) to a

total trade embargo or Majntain (M) the status quo. The Foreign Government, facing domestic political pressure, must choose
whether to Retaliate (R) with counter-tariffs or Acquiesce (A) and accept the new trade terms.

The payoffs (Domestic, Foreign) are structured as follows:

® [fboth Maintain (M, A), they receive (4, 4).

®  If the Domestic Government escalates and the Foreign Government acquiesces (E, A), the Domestic Government wins the

trade war: (10,0).

If the Domestic Government escalates and the Foreign Government retaliates (E, R), both suffer heavy losses: (—5,—5).

®  [fthe Domestic Government maintains but the F oreign Government retaliates (M, R), the Domestic Government looks
weak: (0,6).

Q24. In a Mixed Strategy Nash Equilibrium, the Domestic Government escalates with probability p and the Foreign
Government retaliates with probability ¢. What is the equilibrium probability ¢ * that the Foreign Government will retaliate, and
what is the resulting expected utility for the Domestic Government?
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