
Midterm 1 [ec133]
Prof: Jean Paul Rabanal (jrabanal@colby.edu)

Department of Economics, Colby College

For every correct multiple choice you get +5 points, a blank answer is zero points and an incorrect
answer gets -2 points.

Talia and Sebastian each have 40 hours a week to make America great again. Talia
needs 5 hours to make a snowboard, while Sebastian only requires 4. Alternatively,
Talia requires 10 hours to grow mushrooms, while Sebastian requires two. [Relevant
for questions 1-4]

1. Who has absolute advantage?

(a) Both
(b) Talia
(c) Sebastian
(d) Sebastian if and only if he has more hours a week.
(e) Talia if and only if she has more hours a week.

2. Who has a comparative advantage in snowboards?

(a) Both
(b) Talia
(c) Sebastian
(d) None
(e) It cannot be determined

3. Imagine that Talia and Sebastian cannot trade and each of them likes to consume both
goods such that the units consumed of snowboards is twice as much as the units consumed of
mushrooms. Then, the consumption of snowboards for Talia is

(a) 1
(b) 2
(c) 4
(d) 5
(e) None of above

4. If they are allowed to trade, then which price cannot be an equilibrium price ?

(a) 1.20 snowboards per mushroom
(b) 0.95 snowboards per mushroom
(c) 0.75 snowboards per mushroom
(d) 0.51 snowboards per mushroom
(e) None of above

5. The difficulty in achieving an agreement to decrease the emissions of C02 between countries
can be explained by the following game played in class



(a) ultimatum game
(b) double auction game
(c) wait, wait, do not tell me
(d) public goods game
(e) It cannot be determined

6. In the double-auction game played in class, who are the traders that obtain higher surplus?

(a) sellers with high cost
(b) buyers with high values
(c) sellers with low cost
(d) b) and c)
(e) a) and b)

7. If a drug becomes generic, then what happens with the slope of the demand faced by the
company that had the drug patent,

(a) the slope is steeper because now consumers can buy the drug from other companies
(b) the slope is flatter because now consumers can buy the drug from other companies
(c) the slope does not change and only the demand shifts to the right because new producers

will supply the drug
(d) the slope does not change because consumers could always afford that drug
(e) It cannot be determined

8. A minimum price set above the market price will

(a) increase the quantity transacted because more people want to buy the good.
(b) decrease the quantity transacted because less people want to buy the good.
(c) increase the quantity transacted because more sellers want to offer their products
(d) decrease the quantity transacted because less sellers want to offer their products
(e) a) and c)
(f) b) and d)

9. Grace and Tay were watching their favorite show when the Commerce Secretary, Wilbur Ross,
appeared on TV and said that any price increases related to the new tariffs would be very,
very small, and held up a can of Campbell’s Soup to make his point. In the can of Campbell’s
soup, there’s about 2.6 cents — 2.6 pennies — worth of steel. So if that goes up by 25%, that’s
about six-tenths of one cent on the price of the can of Campbell’s soup, he said. Tay, looked at
her morning notes, and challenged Grace to say which statement is true,

(a) the CS only considers the difference in prices, so Mr. Ross is correct. This is not big deal.
(b) the PS for Campbell’s Soup will increase for sure
(c) the PS for the US steel producers will decrease for sure
(d) Mr. Ross omits that CS also accounts for the number of consumers or units transacted.

Therefore, the CS loss is higher than what he sugggests.
(e) The show is more important than any of these statements.

10. As part of her business trip, Claire went to northern England and read the headlines KFC’s Big
Screw-Up Left Restaurants Without Chicken.’ Please, help Claire determine which statement
is correct

(a) KFC created a massive PS loss for the chicken suppliers because the chickens now live a
bit longer.

(b) KFC did not create a CS loss because its product has a lot of substitutes
(c) KFC did not create a CS loss because its product has less substitutes
(d) KFC did not create a PS loss for their stores
(e) KFC did not create a PS because the consumers went to other stores.
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Problem 1 (20 pts)

Note: you need to show all your work to get points. Otherwise you will receive
a score of zero for the questions without any proof. The supply of quinoa (q) is
determined by the foreign suppliers which have a uniform unit cost c∗. Henry collected the
following data for his project “The impact of Andean products on the Mules market,”

wtp buyers
10 Justin, Tate
8 Jack, T.k., Jean, Dominick
7 None
6 Lindsey, Graeme, Mykela
5 Lucie
4 Bronya, Danny
3 Emily, Nathaniel
2 Colbey, Charlotte, Cat, Addy
1 Mike, Maddie

11. If the farmers have an uniform cost of 6, what is the CS?

(a) 0
(b) 9
(c) 12
(d) 14
(e) 16

12. If the Andean Community sets a subsidy of 50% of the sale price to the farmers, so that new
international price also decreases by 50%. What is the change in PS (∆ PS)? (Note: initial
point is no subsidy)

(a) +10%
(b) +50%
(c) -50%
(d) -10%
(e) None of above

13. Following the subsidy, what is the change in CS (∆ CS) ? (Note: initial point is no subsidy)

(a) 27
(b) 37
(c) 47
(d) 57
(e) None of above

14. What is the DWL in the global economy (assume that only the Mules consume quinoa and
consider the subsidies as an expense for the government) ? (Note: ∆ CS, ∆ PS are the correct
changes found above)

(a) ∆ CS
(b) Total subsidies paid to all farmers
(c) ∆ CS + Total subsidies paid to all farmers
(d) ∆ CS + ∆ PS - Total subsidies paid to all farmers
(e) ∆ PS - Total subsidies paid to all farmers
(f) None of above
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Problem 2 (30 pts)

Sierra got a job in the office for economic development in the city. She did a study about the
housing market, which is captured by the following graph

Figure 1: housing market

15. What is the equation for supply?

(a) p = 4000 − 4q

(b) p = 4000 + 4q

(c) q = 100 + 4p

(d) q = 4p

(e) q = p/4

16. The governor is asking her about possible restrictions in the housing market so the units
cannot go beyond 200 and the developers need to get permission to operate. If they impose
this policy, then what’s the revenue for the city?

(a) 4000
(b) 3600
(c) 2800
(d) 2400
(e) None of above

17. At the (free) market equilibrium, what’s the (absolute) percentage change in quantity demanded
if prices increases by one?

(a) 1
(b) 1/4
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(c) (1/4)*(1/500)
(d) (1/4)*500
(e) It cannot be determined

18. At the (free) market equilibrium, what’s the (absolute) percentage change in quantity demanded
if prices increases by one percent?

(a) 1*2000
(b) 4/2000
(c) (1/4)*(2000/500)
(d) (1/4)*500/2000
(e) It cannot be determined

19. Assume a free market equilibrium and that new developers shift the supply such that qs = p/2.
In this case, what’s the new equilibrium price?

(a) 4000
(b) 4000/6
(c) 4000/3
(d) 4000/2
(e) None of above

20. If the Governor decides to implement the quota with this new supply curve, what happens to
the DWL relative to the initial demand and supply?

(a) increases
(b) decreases
(c) It does not change
(d) It increases if the demand also shifts
(e) It cannot be determined
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