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Midterm Exam 1

The total time for the exam is 60 minutes, although you are given 90 minutes to complete
it. Points are allocated proportionally to the time allocations.
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[20 minutes total] Hecksher-Ohlin.

(10 minutes) In a graph including the PPF, show Home production, consumption
where aircraft production is labor intensive and food is land intensive, and Home
is (relatively) land abundant (the country is not completely specialized in
production.) Show what happens when the world price of aircraft rises.

(10 minutes) On a graph with the factor price ratio on the vertical axis, and the
factor ratios on the horizontal (as in the textbook), show what happens in response
to the development in part(a).

. [15 minutes] Consider the home steel market with only one steel producer. Assume further

the country is small.

(7 minutes) Draw the supply, demand, and other relevant curves in a graph which shows
the quantities produced and demanded at home (Qsrand Dy, respectively), and the amount
of imports under free trade. Suppose a specific tariff is introduced. Indicate the new
quantities produced and demanded at home (Q: and D, respectively), and the amount of
imports.

(7 minutes) Let the amount of imports in the previous question be ®. Now suppose that
the government use a quota of ® amount of shoes instead of the tariff. Indicate the
quantities produced and demanded at home (Qqm and Dym, respectively), and the amount
of imports. In addition, indicate the price at which steel will be priced at, Pqm.

(6 minutes) Show the change in consumer surplus in 2.b relative to free trade.

3. [20 minutes total] The following shows the labor time necessary to produce one unit of
the good in a Ricardian model of trade:

Computer Automobile
US 280 worker-days 200 worker-days
Japan 140 worker-days 160 worker-days

(7 minutes) Which country has a comparative advantage in what good? If the US
has 28,000 workers, draw and label the country's PPF. Show graphically the
production and consumption point for the US under autarky (assume that you
know the preferences of the country).



b. (7 minutes) Suppose that trade opens up. Show graphically the US production and
consumption points under trade (assume that you know the world prices of the
goods).

c. (6 minutes) Can the consumption of Computers be smaller with trade? Can the

consumption of Automobiles be smaller with trade? In what sense is the country
better oft?
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