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(a) (20 points) Please use the Real Business Cycle 111eory to analyze tile g k h i l d  equilibs 
effects of a perlnanent increase in the price of oil (i.e., a permanent adverse supply 
shock) on emplogment, tlie real wape, current output, tlie real iliterest fate, and 
price level. (Assume that, besides reducing the current productivity of capital and 1 
the permanent supply shock lowers both the expected future marginal product of c 
and households' expected'future income.) 

(b) (1 0 points) According to the Solow model, how this permanent increase in oil price 
would affect output per worker in tlle long I I I ~  (i.e., in the steady state)? 

2. 111 May 200 1 ,  the United States Congress passed, and President Bush signed, the Econ 
Growth and Tax ~ e l i e f  ~econciliatibn Act of 2001 (2170 1 ~bb&j!f&&&&$~j&%it;.%), 

featured both short-run and long-run tax cuts. 

(a) (5 points) What is Ricardian equivale~~ce theoreld(g & If R@)? 
(b)(15 points) Assume that the ~icardian equivalence theorem does not hold, please 

Iceynesian IS-LM model (open-economy version) to describe the short run effe 
this tax cut on output, the real iiiterest ].ate, and yet  export. 

(c) (15 points) The United Stales has been the main trading partner of Taiwan. Plea 
explain how this tax cut in the United States woultl affect Taiwan's output, rea 
rate, and uet export in the short run. .- 

3.  From year 2000 to 2005, tlie trade deficit of the U11ite.d State with Clii~la has rising 
billion US dollars to 202 billion, US dollars. This incl easing trade deficit with Chi 
been the main reason for the United State to urge China to revaluate its currency. . 

' 

(a) (10 points) Please explain why under the fixed exl8;hange rate system, when R 
(A Tf) is undervalued, China will accumulate la rge amount of reserve (PI 

(b) (5 points) If China switches to flexible exchange rate system, what will hap 
~ iomi~ia l  exchan~e  rnte between the United Satc:s an;! China? Please expla 

(c) (10 points) What is J curve? Assume thgiprice levels in both countries stay 
according to the exchange rate change you predicted in (b), how this chang 
affect the ~ ~ e t  expart of the United States? 

(d) (10 points) The United States has a huge amounl of trade deficit, but we do 
a sharp value drop in the US dollar, please expls~in why. 
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I .  The spot price of crude oil has been rising from $45 per barrel in February 2005 to $62 per i!.l,,i! , :,, 
::I; .I I 1 .  

barrel in February 2006. This rising trend of oil price has been the l n~ jo r  concern for future i ,;, 
" / , I )  ' ecouom.ic performance in all industrialized countries. ;l~i!l: i,, 
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