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Short Essay

The graph in Figure shows the prices of two “stocks” in the Iowa Electronic
Markets for the U.S. Presidential Election of 2008, run by the Tippie School
of Business of the University of lowa. Each share pays the owner $1 if the
candidate of the party represented by the stock wins the election. The prices
of the stocks may be interpreted as the market’s estimates of the probability
that each party’s candidate will win the general election, and become
President of the United States.

The graph shows the path of prices over time in the markets for the 2008
Presidential election between the Republican candidate, John McCain, and
the Democratic candidate, Barack Obama.

Answer all of the following questions based on the graph.

1. Does either party seem to consistently have more support over the period?
If so, which one is it? Explain what feature of the graph supports your
judgment. (approximately 50 words)

2. At which date in 2008 does the race for the Presidency become closest?
Draw a vertical line at that place on the graph, and state the approximate
date in 2008 where the race was closest on your answer sheet.
(approximately 50 words)

3. Draw a horizontal line on the graph from the point of close approach you
found in question 2 to the vertical axis. What are the prices of the
Republican and Democratic contracts? What i1s the approximate
probability of winning for each party at the time where the race is very
close? Explain how you know. (approximately 75 words)

4. Why does the graph in 2008 diverge as the election date (Nov. 7)
approaches? Explain. (approximately 100 words)



