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Note: Assignments must be typed, except graphs and formulas or they will receive a maximum grade of 80%.  Please neatly draw and label all graphs and diagrams and show all your work.  Presenting only the final answer without showing your work will result in zero points for that question. For multiple choice questions, clearly state only the correct letter choice.
Multiple-Choice Questions

(2 points each. Explanation is not required)
Answer questions 1-5 based on the following diagram of a country in international trade equilibrium
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      EB represents the country’s PPF.  FB represents the terms of trade line.

1.
This country has comparative advantage in good

(a)
S.

(b)
T.

(c)
Y.

(d)
Z.

2.
In equilibrium, this country produces at point

(a)
B.

(b)
C.

(c)
D.

(d)
E.

3.
In equilibrium, this country consumes at point

(a)
B.

(b)
C.

(c)
D.

(d)
E.

4.
Exports for this country equal

(a)
OA units of Z.

(b)
AB units of Z.

(c)
AC units of Y.

(d)
AD units of Y.

5.
Imports for this country equal

(a)
OA units of Z.

(b)
AB units of Z.

(c)
AC units of Y.

(d)
AD units of Y.

6.
According to the Heckscher-Ohlin (HO) model the source of comparative advantage is a country's

(a)
technology.

(b)
advertising.

(c)
factor endowments.

(d)
Both (a) and (c).

7.
The HO model rules out the classical model's basis for trade by assuming that __________ is (are) identical between countries.

(a)
factor endowments

(b)
factor intensities

(c)
technology

(d)
opportunity costs

8.
If tastes are identical between countries, then comparative advantage is determined by

(a)
supply conditions only.

(b)
demand conditions only.

(c)
supply and demand conditions.

(d)
Can't tell without more information.

9.
Suppose that there are two factors, capital and land, and that the United States is relatively capital abundant while Canada is relatively land abundant. According to the Stolper-Samuelson Theorem,

(a)
Canadian landowners should support Canada-U.S. free trade.

(b)
Canadian capitalists should oppose Canada-U.S. free trade.

(c)
U.S. capitalists should support Canada-U.S. free trade.

(d)
All of the above.

10.
In his tests, Leontief found that

(a)
U.S. exports are capital intensive relative to U.S. imports.

(b)
U.S. exports are labor intensive relative to U.S. imports.

(c)
U.S. exports are neither labor nor capital intensive.

(d)
None of the above.

11.
Leontief's results were considered paradoxical because the United States was believed to be

(a)
technologically efficient relative to the rest of the world.

(b)
capital abundant relative to the rest of the world.

(c)
labor abundant relative to the rest of the world.

(d)
All of the above.

12.
The simultaneous export and import of airplanes by the United States is an example of

(a)
increasing returns to scale.

(b)
imperfect competition.

(c)
intraindustry trade.

(d)
interindustry trade.

13.
Tariff levels in developing countries tend to be __________ tariff levels in developed countries.

(a)
lower than

(b)
about equal to

(c)
higher than

(d)
there is no general pattern

Classical Model of International Trade

14. (16) Suppose that labor is the only productive input and there are 20,000 hours of labor available in country A.  Five hours of labor are needed to produce 1 skirt, while 4 hours are required to produce 1 t-shirt.  

a) Show country A’s PPF (with skirts on the x-axis) (3 points).

b) Suppose that the free trade relative price of skirts is 2, Pskirts/Pshirts=2.  Which good will country A export (3 points)?  How many skirts and t-shirts will country A produce once trade is allowed (4 points)?  Show the production point (3 points) as well as the consumption possibilities frontier (3 points) on the diagram you drew in part a).

The Heckscher – Ohlin Model

15. (8) Consider the following data on the factor endowments of two countries, A and B:

                




    Countries






                    A


  B

	Labor Force (millions of workers)
	45                           20

	Capital Stock (thousands of machines)
	15                           10


a) Which country is relatively capital abundant?  Which country is relatively labor abundant? Explain (4)
c) Suppose that good S is capital intensive relative to good T. Which country will have comparative advantage in the production of S? Explain (4).
Short Essay Questions
16. (3) State the factor price equalization theorem. Some have argued that the factor price equalization theorem implies that U.S. wages must fall to the level of those found in the least developed countries of the world. Comment on the validity of this statement.
17. (3) What is Leontief Paradox? List three of the attempted reconciliations of Leontief’s findings. Discuss one of them.

18. (3) Discuss various reasons why we might expect countries to engage in intraindustry trade.
Tariffs
19. (41) Suppose that the domestic demand and supply for shoes in a small open economy are given by



P = 100 - 2Q

(demand)
where P denotes price and Q denotes quantity.


P =   4 + Q

(supply)

a) What are the autarky price of shoes (3) and quantity produced (3)?    Illustrate them on the demand and supply diagram for shoes (4).

b) What are the levels of domestic production (3), consumption (3), and imports (3) if the world price is 10?  Illustrate them on the demand and supply diagram for shoes (3).
c) Use the diagram you drew in part b) to prove that the country is better off with free trade (4).  
Hint: You need to show the net welfare change of a move to free trade.  Net welfare change = the sum of the change in consumer surplus and the change in producer surplus.  You do not need to calculate anything.  Indicating the area of each object is enough.   Figure 6.4 and Table 6.2 in the textbook maybe useful.
d) What are the levels of domestic production (2), consumption (2), imports (2), and government revenue (2) if this country were to impose a specific tariff of $2?


e) In a separate diagram, illustrate the effect of the import tariff in part d) on the society’s net welfare i.e. illustrate the net welfare change of a move from free trade to trade with tariff (4).  
Hint: Figure 6.6 and Table 6.4 may be useful.
f) What is the deadweight cost of the tariff in part d) (if there is any) (3)?  
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