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HanpaBieHue: «JKOHOMHKa»

IIpoduib: «KIKoOHOMHUKA» KO/ - 110

Bpems BbinosiHenus 3aganus — 180 MUH., A3bIK — PYCCKHUIi MJIU AHTJIHIACKHI.

Pemure 3amaun. Bec kaxkoi 3a1aum npuBeeH B CKOOKAX.

e Pemenue MoxkeT OBbITH NPEICTABICHO KaK HAa PYCCKOM, TaK U Ha AHTJIMHCKOM S3BIKE.
Hukakux TONOMHUTENBHBIX 0aIoB, BIIPpoYeM, Kak U mTpadoBs, 3a pemieHne Ha aHTJIHHCKOM
SI3BIKE HE IIPEAYCMOTPEHO.

e Pemenue MOMKHO OBITH XOPOILIO CTPYKTYPUPOBAHHBIM, M3JI0XKEHO IPAMOTHBIM SI3BIKOM, a
IOYEepK — pacrno3HaBaeMbIM. OTBETbl Ha KaueCTBEHHBIE BOINPOCHI JOJIKHBI OBITH
yOeIUTeNIbHO apryMEHTHPOBAHbl, HO JUIMHHBIE PACCY)KICHMsI, HE OTHOCSILUECS K CYTH Jiena,
MOT'YT HEIaTUBHO IOBJIMATH HA OLEHKY.

e Bce maru B peICHUHN OJOJIKHBI OBITE 06OCHOBaHBI, BCC BBIYHUCIICHUA OOJIKHBI
MpUCYTCTBOBATH B pa60Te. KaJ'IBKy.]'IHTOpaMI/I ITOJIB30BATLCH 3aIIPCIICHO.

e UYepHOBHKH HE MPETYCMOTPEHBI, PEIICHHE Cpa3y 0QOPMIISETCS Ha YHUCTOBUK.

e FEciu mpuBeneHHOE pelIeHUE SBISETCSI HEBEPHBIM, NEPEYEPKHUTE €ro (IepedepKHyTOe
pelIeHre He IPOBEPSETCs) U MPUBEIUTE KOPPEKTHYIO BEPCHIO.

e [lpu HanMUYMKM HECKOJIBKUX BAPUAHTOB PELICHUSA OJHOTO U TOTO K€ 3aJaHus, IIPOBEPSIOIINIA
caM oIpejeNsieT, Kakoe W3 pelIeHUH MOJUIeKUT MPOBEpKe, a amelUBIIMU C TNPOChOOi
IIPOBEPUTH JIPYTrOM BaApUAHT PELICHUs HE IPUHUMAIOTCS.
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1. [48 points] Answer the following short questions:

(@) [8 p.] ‘International trade can contribute to the spread of economic recession all over the world’.
True or false? Explain.

(b) [8 p.] On November 8, 2016 the Indian Prime-Minister announced that starting from November
9, all the 500 and 1000 rupee notes stop to serve as a medium of payment. These banknotes can be
either exchanged for the new banknotes up to some limit or put on bank deposits. Which
consequences of this reform do you expect in the short and in the long run, if the 500 and 1000
rupee notes constituted around 90% of all money in circulation, more than 90% of deals were made
in cash and 80% of the population did not have bank accounts?

(c) [8 p.] Suppose that in country A the rate of population growth is higher than in country B. All
other parameters are identical for both countries.
(i) Do you expect that countries will converge to the same level of GDP per capita if both
economies are closed?
(if) Does your answer to the previous question change if both countries become open to
international capital flows? Explain and illustrate your answers using Solow model.

(d) [8 p.] Comment on the following statement: ‘When a distortion cannot be removed from one
market, it is not generally efficient to ensure that all other markets are distortion-free’.

(e) [8 p.] Comment on the following statement: “Per unit subsidy on good X can never be better for
an individual than a monetary transfer of the same value but can be worse.”

(F) [8 p.] One well-known empirical study demonstrates that US power plants that were strategically
located near coal mines to benefit from low transportation costs have contracts with their coal
suppliers that cover significantly longer time span than contracts of other power plants. How would
you explain this observation?

2. [26 p.] Consider an economy with fixed stock of capital equal to 4. There are two regions
(=1,2) in this economy and the capital tax rates ¢, >0 are set by the regional authorities. Capital

is fully mobile and capital owners allocate the capital between the regions on the basis of after-tax
returns given by R, =5-b.K; —t, where 0<b, <b, =0,5 and K, is the capital allocated to region
i. The total capital supplied will be equal to 0 if the after-tax returns are negative in both regions.

(a) Suppose that the tax rates are fixed, find the allocation of capital between the two regions,
assuming that tax rates are small enough and both regions attract some capital.

(b) Suppose that regional authorities choose the tax rate that maximises the regional tax revenue.
Consider a game, where at the first stage the local (regional) authorities simultaneously and
independently decide on the tax rates and then capital owners observe these rates and choose the
capital location.

(i) Find the equilibrium tax rates.
(it) Compare the equilibrium tax rates and explain the result.

(c) Find the effect of increasing b, on equilibrium tax rates and explain the results.

(d) Let b, =0.5 and suppose that the tax policy is centralised. These tax rates are set by the federal
government that maximises the sum of tax revenue from both regions.
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(i) Find the resulting tax rate t assuming t, =t, =t.
(if) Compare the tax rate found in (i) with equilibrium one (for b, =0.5) and explain the result.

3. [26 p.] A small open economy (Home country) can be described by the Mundell-Fleming model
(IS-LM-BP model) with the following equations:

Y=a¢+a,r+a3Q
M
F:b0+b1Y+b2R

cotc 1 Y+c,(r—1r)+c3Q =0,

where Y is the real output, r is the real interest rate, Q is the real exchange rate (real depreciation is
an increase of @), M is the nominal money supply, P is the price index, R is the nominal interest
rate, r* is the real interest rate of the Rest of the world, price indices are constant both in the Home
country and in the Rest of the world, ay, a,, as, by, b4, by, ¢y, €1, €2, €3 are non-zero real numbers

and bl/b2 < cl/CZ. The Marshall-Lerner condition is satisfied.

(a) Give the economic interpretation of the equations of the model and title them. What signs of
parameters (if any) are implied by the macroeconomic theory?

(b) What are the endogenous variables of the model in case of the flexible exchange rate regime?
Show graphically the impact of a change of the foreign interest rate (»*) on all endogenous variables
of the model under the flexible exchange rate regime. [Hint: you may need more than one diagram].
Explain your answer.

(c) What are the endogenous variables of the model in case of the fixed exchange rate regime?
Show graphically the impact of a change of the foreign interest rate (r*) on all endogenous variables
of the model under the fixed exchange rate regime. [Hint: you may need more than one diagram].
Explain your answer.

(d) Derive necessary and sufficient condition(s) on parameters that guarantee that a change of the
foreign interest rate has an equal impact on the domestic interest rate () under flexible and fixed
exchange rate regimes.
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