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PROBLEM SET 8

Problems for Chapter 16

TEXT, p. 475 “TEST YOUR UNDERSTANDING”

1.
Suppose that for one unit of resources, the following production possibilities exist for China and Hungary:

	
	Wheat (tons)
	Rice (tons)

	China
	20
	60

	Hungary
	40
	4



a.
What are China’s opportunity costs of one ton of wheat and of one ton of rice?  Hungary’s?  Which country has comparative advantage in wheat production?  In rice production?


b.
If each country had two units of resources and devoted one unit to the production of wheat and the other to the production of rice, how much wheat and rice would they produce separately and in total?


c.
If each country specialized in the production of that good for which it had comparative advantage, how much wheat and rice would be produced in total?


d.
What does the above tell us about the benefits of specialization and free trade?

2.
Suppose that for one unit of resources, Guatemala and Chile have the following production possibilities:

	
	Coffee (tons)
	Copper (tons)

	Guatemala
	50
	1

	Chile
	10
	100



a.
What are Guatemala’s opportunity costs of producing coffee?  Of copper?  What are Chile’s opportunity costs of producing coffee?  Of copper?


b.
Which country has comparative advantage in coffee production?  In copper production?

3.
Suppose that for one unit of resources, Gabon and Venezuela have the following production possibilities:

	
	 Oil(millions of barrels)
	Men’s suits 

	Gabon
	2
	100,000

	Venezuela
	2
	200,000



a.
Would the two countries benefit from specialization and trade in these goods?  Why?


b.
If comparative advantage works, which country would specialize in oil?  Which country would specialize in men’s suits?

4.
Suppose that for one unit of resources, County A and Country B have the following production possibilities:

	
	Iron ore (tons)
	Shoes (pairs)

	Country A
	100
	5,000

	Country B
	10
	25,000



a.
The opportunity cost to Country A of producing 1 ton of iron ore is ______ pairs of shoes, and the opportunity cost to Country B of producing 1 ton of iron ore is ______ pairs of shoes.  Because the opportunity cost of producing iron ore is lower in Country ____, Country ____ has comparative advantage in iron ore.


b.
The opportunity cost to Country A of producing 1 pair of shoes is ______ tons of iron ore, and opportunity cost to Country B of producing 1 pair of shoes is ______ tons of iron ore.  Because the opportunity cost of producing shoes is lower in Country ____, Country ____ has comparative advantage in shoes.


c.
If each country had two units of resources, and if each country used one unit to produce iron and one unit to produce shoes, the production of iron ore would be ______ tons by Country A and ______ tons by Country B, or a world total of ______ tons.  The production of shoes would be ______ pairs by Country A and ______ pairs by Country B, or a world total of ______ pairs.


d.
Assume that Country A and Country B each decides to produce the item in which it has the comparative advantage, and to trade with the other country for the other item.  If each country devotes its two units of resources to the item in which it has comparative advantage, Country A will produce ______  ______ of __________ and Country B will produce ______  ______ of __________.


e.
The benefits to these countries from utilizing the principle of comparative advantage can be seen by assessing the total production of each item without and with specialization and trade.  With each country using two units of resources without specialization and trade, _______ tons of iron ore and _____ pairs of shoes can be produced by the two countries together.  With each country specializing in the production of the good for which it has comparative advantage, ______ tons of iron ore and ______ pairs of shoes can be produced.

ANSWERS

1.
a.
China:
Opportunity cost of one ton of wheat = 3 tons of rice.




Opportunity cost of one ton of rice = 1/3 (.33) tons of wheat.



Hungary: Opportunity cost of one ton of wheat = 1/10 (.1) tons of rice.




    Opportunity cost of one ton of rice = 10 tons of wheat.



China has comparative advantage in the production of rice because the opportunity cost is lower (China gives up less wheat).  Hungary has comparative advantage in the production of wheat because the opportunity cost is lower (Hungary gives up less rice).


b.
China’s production possibilities table indicates that for one unit of resources she can produce 20 tons of wheat, etc.

Production if no specialization and trade:

	
	Wheat
	Rice

	China
	20
	60

	Hungary
	40
	4

	TOTAL
	60
	64



c.
Since China’s production possibilities table indicates that for one unit of resources she can produce 60 tons of rice, if she devotes her two units of resources to rice production she will produce 120 tons of rice. (Similar logic for wheat produced by Hungary).

Production if specialization and trade:

	
	Wheat
	Rice

	China
	0
	120

	Hungary
	80
	0

	TOTAL
	80
	120



d.
More TOTAL output for the world and therefore more world consumption.

2.
a.
Guatemala: Opportunity cost of 1 ton of coffee = 1/50 (.02) tons of copper




       Opportunity cost of 1 ton of copper = 50 tons of coffee



Chile: Opportunity cost of 1 ton of coffee = 10 tons of copper



           Opportunity cost of 1 ton of copper = 1/10 (.1) tons of coffee


b.
Guatemala has comparative advantage in coffee because her opportunity cost is lower (gives up less copper).  Chile has comparative advantage in copper because her opportunity cost is lower (gives up less coffee).

3.
a.
Gabon: Opportunity cost of 1 mil. barrels of oil = 50,000 men’s suits




 Opportunity cost of 1 suit = .00002 barrels of oil



Venezuela: Opportunity cost of 1 mil. barrels of oil = 100,000 suits




       Opportunity cost of 1 suit = .00001 barrels of oil


Yes, because opportunity costs of the two goods are different in each country.


b.
Oil – Gabon; suits – Venezuela.

4.
a.
50 pairs of shoes; 2500 pairs of shoes; Country A; Country A.


b.
.02 tons of iron ore; .0004 tons of iron ore; Country B; Country B.


c.
100; 10; 110; 5000; 25,000; 30,000


d.
Country A: 200 tons of iron ore



Country B: 50,000 pairs of shoes


e.
110; 30,000; 200; 50,000

