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Summer 2016
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Time Limit: 115 Minutes

This exam contains 6 short answer questions and 3 long answer questions. You must complete all
questions. Check to see if any pages are missing.

You may not use your books or notes on this exam. Calculators are permitted.

You are required to show your work on each problem on this exam. The following rules apply:

• Organize your work, in a reasonably neat and coherent way, in the space provided. Work
scattered all over the page without a clear ordering will receive very little credit.

• Show your work. A correct answer, unsupported by calculations, explanation, or algebraic
work will receive no credit; an incorrect answer supported by substantially correct calculations
and explanations might still receive partial credit.

• If you need more space, use the back of the pages; clearly indicate when you have done this.

Short Answer Questions: Please answer the following in no more than twenty words each.

1. (6 points) True or False: In both the HO model and the specific factors model, all factors of
production are mobile across industry.

2. (6 points) The Quota Law of 1921 limited what?
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3. (6 points) After R&D is completed, what are the other 3 steps in the value chain of a product?

4. (6 points) In the 2005 meetings of the WTO in Hong Kong, the participants discussed ending
export subsidies on what goods?

5. (6 points) How does the PPF in the Ricardian Model differ from the PPF in the specific factors
model? What explains this difference?

6. (6 points) Homeland, a small country, sells widgets for $10 without trade. When trade open,
widgets are sold in Homeland for $8. Homeland puts a $3 tariff on widgets. What will then be
the price of widgets in Home?
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Longer Answer Questions: Please answer the following. Show all work. Draw graphs where
needed.

1. (34 points) (Ricardian Model) Consider a world with only two countries: Amazingland and
Boringland. Each country produces computers and beats.

(a) (15 points) The following PPF’s show the no trade equilibriums of both countries. Fill in
any question marks.



ECO 3704 Exam 3 - Page 4 of 6 8/1/2016

(b) (9 points) Who has the comparative advantage in computers? Who has the higher real
wage in terms of beats? Explain your answers.

(c) (5 points) Suppose these two countries start trading. The relative price of computers on
the world market is (Pc

Pb
)T = 3. Draw the world price lines on the graphs from part a. Be

sure to label the new price lines and the new x and y intercepts.

(d) (5 points) Assume that after trade, Amazingland consumes 3 computers and 6 beats.
Likewise, Boringland consumes 2 units of computers and 6 beats. How much does each
country export and import?
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Long Answer Questions: Please answer 1 out of 2 of the following questions. Show all work.
Draw graphs where needed.

1. (30 points) (FDI/Migration)

(a) (15 points) In the long run, Endor uses labor and capital in both of its industries. Endor
has 100 units of labor and 50 units of capital. The labor to capital ratio in the bike
industry is 1

4 while the labor to capital ratio in the juice industry is 4
1 . Using the box

diagram, sketch the equilibrium in this economy. Now, assume that 10 units of labor enter
the country while 10 units of capital leave the country. How will Kb, Kj , Lb, and Lj

change? There is no need to calculate out specific changes. You only need to indicate the
direction of the change.

(b) (15 points) Instead of the change in part a, Endor invents a new technology that allows
less capital to be used in juice industry. Redraw the box diagram and then show this
change in technology. How will Kb, Kj , Lb, and Lj change? There is no need to calculate
out specific changes. You only need to indicate the direction of the change. Will the
equilibrium wage rate change? Why or why not?
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2. (30 points) (Tariffs and Quotas in Imperfect Competition) Assume Home is a small country.
Monopoly, the makers of the board game, ”Duopoly,” act as a monopolists in the board game
industry in the Home market. Their marginal cost is MC = Q + 10. The demand function
faced by Monopoly is D = −2P + 40 and the world price is P t = 14.

(a) (12 points) Home puts up a tariff of t=1. How many units are imported?

(b) (18 points) Now suppose Home removes the tariff in favor of a quota set at the exact value
of imports found in part (a). Will the monopolist charge a lower or higher price with the
quota or tariff? Prove this mathematically.

Extra Credit: Give a specific example of 1st degree price discrimination.


