International Business Economics Name:
Fall 2007
Homework #1

This homework is due by the beginning of class anblay, Sept. 10. Please answer the questions on
your own paper. Collusion is acceptable, but eaatient must turn in their own homework.

1. Consider a Ricardian model with two countribg, United States and Ecuador. Each country produces
only two goods: bananas and machines. There isamdyinput to production, labor, which is perfectly
mobile between the two goods. Suppose the unit-lagzpirements are: Banatfas 8, Bananas= 4,
Machine§® = 2, MachineS= 4. Assume the US has 3200 workers and Ecuadbwégkers.

a. Which country has the comparative advantage inresia\Why?

b. What is the US terms-of-trade in autarky?

c. What would be the pattern of trade if the Unitedt& and Ecuador engaged in free trade?

d. How much of each good would Ecuador produce in tirgge if complete specialization occurred?

e. Suggest a plausible free trade terms-of-trade.



2. Visit the websitédnttp://www.ita.doc.gov/td/industry/otea/industrycsm/tables naics.htrand record
the levels of imports and exports for the followiNgICS (North American Industry Classification
System) manufacturing sectors:

u.sS.
Sector Imports in Exports in | Comparative
2001 2001 Advantage?

Ship building & repairing (NAICS 336611)

Electric housewares (NAICS 335211)

Audio & video equipment mfg (NAICS 3343)

Bottled water mfg (NAICS 312112)

Other missile/space veh parts (NAICS 336419)

Game, toy & children's vehicle mfg (NAICS 339932)

a. Complete the table above using data from the lateynal Trade Administration. If the pattern of
trade follows comparative advantage, in which efskectors does it appear the United States
holds a comparative advantage? Indicate your aisswehe table above.

b. Do your results suggest that the United Statesti€ompetitive in the world economy? Explain.

c. Use comparative advantage to explain the pattetradé in bottled water even though the United
States has one of the cleanest public water systethe world.



