1. Suppose there are 30,000 hours of labor available in country A.  Five hours of labor are required to produce 1 unit of X, while 6 units of labor are required to produce one unit of Y.  The world price ratio (Px/Py) = 1, and A imports 2500 units.

a. Draw and label A’s PPF.

b. Draw A’s CPF and trade triangle.
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c. What good does A export and how much of it do they export.

       Export 2500 X

d. Suppose instead that the world price ratio is ½.  Redraw the PPF, CPF and trade triangle (given they still import 2500 units).
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2. A country that imposes a tariff is represented in the diagram below (small letters refer to areas).
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Use the letters to answer the following:

a. What is the producer surplus gain? 


m
b. What is the consumer surplus loss?


m+n+o+p
c. How much is tariff revenue?


o
d.  What is the production deadweight loss from the imposition of the tariff? 


n
e. If this were an import quota, which area would represent quota rents?


o
3. Consider the following example of the Ricardian  model which focuses on trade from tech. differences:

Units of output per unit of labor:





Uruguay (U)
Switzerland (S)

  Dairy products (D)
       
       5

       10

  Plastics (P)

       
       2

       10

  Labor Force
  
 2,000

  1,000

a. Draw the PPFs on one graph (put D on the horizontal axis) and label the endpoints.  


See next page
b. Which country has an absolute advantage in plastics?


Switz.
c. Which country has an absolute advantage in dairy products?


Switz.
d. Determine and state each country’s opportunity cost of dairy products.


Switz. = 1; Uruguay = 0.4P
e. Which country will export plastics?


Switz.
f. Draw a sample CPF for each country.
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