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NAME:





Econ 405 
Test 1



Spring 2004

Directions:  

· You have exactly 75 minutes to complete this exam.  

· Explain your answer to each question in a clear, concise, yet comprehensive manner.  

· Graphs are mandatory whenever appropriate.


· Clearly label the start of each question.
· Your score is based on x/99.  Each part a, b, c is worth 9 points.
1)  (a)  Describe the structural adjustment problems that arise as trade is expanded.  Will these problems last into the long run?  Explain.
(b) Is it appropriate to classify those opposed to free trade as mercantilists?  Provide a sufficient, but concise explanation. 

2)  The graph below represents the domestic market for computers in autarky.  Assume initially that the domestic price is lower than the price in the rest of the world market. 

a)  Describe the impact of international trade on price.  How is the new price determined?

b)  Illustrating welfare before and after trade, describe the net impact of international trade on welfare.  
Is trade beneficial?  Why?
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3)  On January 19, 2004, The Wall Street Journal published the article,  “IBM Documents Give Rare Look
at Sensitive Plans on 'Offshoring'.”  The articles mentions that IBM plans to ‘export’ low-level programming jobs.
a)  Does this article imply that Chinese workers are becoming more proficient computer programmers than American workers?  Explain.

b)  Is IBM likely to move most of its programming operations overseas?  Provide two concrete reasons why this may or may not be likely.
4) (a)  Define “Comparative Advantage.”  In what goods or services does the US have a comparative advantage?

(b) Who benefits the most from specialization, with respect to comparative advantage, and trade?  Explain.
Table 1
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and Iran, assume constant opportunity costs.
Units are in daily production of 10s of carpets and 1000s of gallons of oil.
1) (a)  Referring to Table 1, explicitly describe autarky in the Iraq and the Iran when resources are split evenly.  Then, describe absolute and comparative advantages.  

(b)  Referring to Table 1, explicitly describe production specializations that exceed autarky production, and determine the gains from specialization.  

(c) Referring to Table 1, find a mutually beneficial terms of trade and trade pattern, indicating gains from trade.

