
	

Name:________________________________________ 
 

Midterm Exam for 3016 International Trade: Theory and Policy, Spring 2018 
 

Answer all 5 questions 

Question 1 

What is mercantilism? Why did the pursuit of mercantilist policies lead to so much 
international conflict? What were Adam Smith’s criticisms of mercantilism?  
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Question 2 

Imagine two simple economies—labelled Uruguay and Jamaica, producing only two 
goods—food and clothing—using only one kind of input—labor, of which they have 100 
units each. They have different technologies--expressed as relationships between various 
quantities of input and output. 

 

 

 
i.  The following table lists some of each county’s production possibilities i.e. 

combinations of cars and grain that a country’s can produce using all its resources. 
Fill out the missing information in the table after performing appropriate 
calculations.	

	

	

	

	

	

 

ii. Plot the each country’s Production Possibilities Frontier (PPF) on the graph below. 	

	
 

Question continues on the next page à
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PPFs	of	Uruguay	and	Jamaica

Units produced by 1 unit of labor in a year Food  Clothing 

Jamaica 2 5 
Uruguay 2 10 

Uruguay 
 

Production 
Possibility 

Food 
 

Clothing 

V _____ 0 
W 150 _____ 
X _____ 500 
Y 50 _____ 
Z _____ 1000 

Jamaica 
 

Production 
Possibility 

Food 
 

Clothing 
 

A _____ 0 
B 150 _____ 
C _____ 250 
D 50 _____ 
E _____ 500 
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…. question continues from previous page  

iii. Under autarky (i.e. without specialization and trade), suppose half of the workers in 
each country produce food and the other half produce clothing. How much food and 
clothing will each country produce? Fill out the following table with that 
information. 

 
 
 

 

 
 

iv. Fill out the following table with the opportunity cost of producing each good in each 
of the countries. 

 
 
 
 
 
 
 
 
 
v. Now suppose each country completely specializes in the good in which it has a 

comparative advantage. Fill out the following table with information about quantity 
produced by each country after specialization. 

 
 
 
 
 
 
 
 
 
 
 

How has combined production between the two countries of each good changed as a 
result of specialization?______________________________________________________

 

 Food Clothing 

Jamaica _____ ______ 
Uruguay _____ ______ 

Total _____ ______ 

 

 Food Clothing 

Jamaica _____ ______ 
Uruguay _____ ______ 

 

 Food Clothing 

Jamaica _____ ______ 
Uruguay _____ ______ 

Total _____ ______ 



	

Question 3 

Suppose there are two countries: one is labor-abundant and the other land-abundant, and 
they are initially in autarky. Use the Heckscher-Ohline model to answer the following 
questions. 

(i) In which country would wages be higher? Explain Why.  
 

(ii) What will happen to the difference in the wages between two countries when 
there is free trade in goods between the two countries. Give reasons. 

 
(iii) What will happen to the difference in the wages between two countries when, in 

stead of free trade in goods, there is free trade in labor.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



	

 

Question 4 

The following diagram represents the market for a certain kind of a good called “gadget.” 
As a result of moving from autarky to free trade, the market price increased from $12 to $20. 
Answer the questions that follow. 

 

i. How much did the domestic quantity produced change? ________ 

ii. How much did the domestic quantity consumed change? ________ 

iii. Does the country export or import gadgets? ________ How much?_________ 

Note: In response the following questions, you may either (i) give a numerical 
answer, or (ii) label various regions on the diagram (as ‘a’, ‘b’, ‘c’ etc.) and give your 
answer in the form of the label(s) of the region whose area represents the numerical 
answer. 
 

iv. How much did the consumer surplus change? ________ 

v. How much did the producer surplus change? _________ 

vi. How much did total surplus change? ___________ 

vii. If the government decided to compensate the group of people (i.e. consumers 
or producers) who lost surplus because the country opened up to 
international trade, how much would the government need to compensate 
them?________ 



	

 

Question 5 

The following graph shows the domestic demand and supply for a good called ‘widgets.’ 
The domestic country is currently open to international trade and is importing widgets at 
the world price of $2 per unit.  

 

Suppose the domestic government decides to impose an absolute import quota of 20 units, 
and gives out import licenses for free. Each license allows the holder to import one unit. 
Answer the following questions with numbers. Show your calculations.  

i. What will be the domestic price after the quota?__________ 

ii. How much will the domestic quantity produced change? _________   

iii. What $ tariff per unit would have had the same effect on domestic quantity 
produced as the import quota? _________   

iv. Suppose the government decided to sell import licenses What is the maximum 
amount that a foreign producer will be willing to pay per license?  __________ 

Note: In response the following questions, you may either (i) give a numerical answer, or (ii) 
label various regions on the diagram (as ‘a’, ‘b’, ‘c’ etc.) and give your answer in the form of 
the labels of the region whose area represents the numerical answer 

v. How much will the consumer surplus change as a result of the quota? __________ 

vi. How much will the producer surplus change as a result of the quota? __________ 

vii. How much will the total surplus change as a result of the quota? __________ 

END OF TEST 


