Some Homework Help

Chapter 4

  Question #4

       Remember the Ricardian Model assumes there is only one factor of production (labor). On page 35 you’ll find a way to answer the question about whether workers in affluent countries should favor limiting imports given that this model of trade is used. What happens in the relative fixed-factor proportions model, i.e., the Hecksler-Ohlen model (For example, cloth-food using labor-land in different degrees of intensity)? On pages 63-64 you should find an answer to the question based on the factor-proportions model (H.O. Model). Other considerations are whether we’re in the short-run or long-run and whether factors are “stuck” (Specific Factors Model). On Page 67 you should find an answer with this approach.

Chapter 5

  Question #3

    Look at the PP curve on page 88. It’s concave to the origin but it also describes a smooth, rounded curve. If the relative price of cloth over food (Pc/Pf) were to change, the slope of the isovalue line would change and the optimal combination of production between cloth and food would change (the tangency point would rotate up or down). But that implies that resources can be shifted from one line of production to the other. If resources can’t be moved from one line of production to another, then it doesn’t matter what the slope of the isovalue line is (i.e., whether or to what degree relative prices of the two goods changes), there is one and only one optimal combination of production (as long as the PP curve is stable). Why? Because the PP curve is concave, but describes a right angle, not a smooth, rounded curve. Draw that and answer the last part of the question. It’s not straightforward.

Question #7

 The terms of trade are simply the relative price of the exported good over the imported good. Terms of trade improve when Pe/Pm rises and worsen when it falls. What happens when there is an increase in the supply of one factor of production? That’s called biased growth (export-biased or import-biased). The effects on terms of trade can be studied on pp 90-93. You need both the pp curve and the RS and RD diagram.  The idea of immiserizing  growth described on p. 93 was a fear of developing countries – why?

Chapter 8

 Question #5

 Half the cost of an aircraft represents components purchased from other countries. Without the subsidy the aircraft would cost $60 million. What is the European value-added and how much is the value-added that consumers have to pay after the subsidy? You should be able to calculate the effective rate of protection from that information.

