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Assignment 3 Due Wednesday May 2


1. Consider a Ricardian model of trade in which there is a world with two goods (apples and 
oranges) and two countries (C-land and D-stan). In C-land it takes 2 hours to produce an apple 
and it takes 4 hours to produce an orange. In D-stan it takes 1 hour to produce an apple and 
and 6 hours to produce an orange. C-land has a labor supply of 1000 hours while D-stan has a 
labor supply of 125 hours. The relative demand curve of oranges (in terms of apples) is given by 
the equation RP = 8 - 2 RD, where RP is the relative price (PO/PA), and RD is the relative 
demand ((QOC + QOD)/(QAC+ QAD)).
a. Draw the world relative supply curve for oranges (in terms of apples), appropriately labelling 
the values of the y-axis for the horizontal parts, and the x-axis for the vertical part. 
b. On the same graph as in b, draw the world relative demand curve and determine the 
equilibrium world relative price and quantity of oranges (in terms of apples). 
c. Determine the quantities of apples and oranges produced by each country with free trade.
d. Calculate the wage in C-land relative to D-stan with free trade.


2. Consider a Heckscher Ohlin model of trade in which there is a world with two goods 
(microprocessors and computers), two countries (ABC-world and K-land), and two resources 
(skilled-labor and unskilled-labor). Suppose that ABC-world has 100,000 hours of skilled-labor 
and 150,000 hours of unskilled-labor while K-land has 50,000 hours of skilled-labor and 100,000 
hours of unskilled-labor. Assume that microprocessors are skilled-labor intensive while 
computers are unskilled-labor intensive. 
a. Which country (or countries) (if any) is relatively skilled-labor abundant and which is relatively 
unskilled-labor abundant? 
b. Using the RS-RD model for the relative supply of microprocessors (in terms of computers), 
illustrate the autarky relative price of microprocessors (in terms of computers) in Home, Foreign, 
and the World (no actual values on the graph are needed). 
c. Explain which good(s) (if any) will be exported and imported by ABC-world and what the 
effect of opening to trade is on the production of the two goods in this country. 
d. Completely explain the process by which opening to trade impacts the real income of 
unskilled and skilled-labor in ABC-world. 


3. “The world’s poorest countries cannot find anything to export. There is no resource that is 
abundant— certainly not capital or land, and in small poor nations not even labor is abundant.” 
Discuss. 


4. The U.S. labor movement—which mostly represents blue-collar workers rather than 
professionals and highly educated workers—has traditionally favored limits on imports from 
less-affluent countries. Is this a shortsighted policy or a rational one in view of the interests of 
union members? How does the answer depend on the model of trade? 


5. Recently, computer programmers in developing countries such as India have begun doing 
work formerly done in the United States. This shift has undoubtedly led to substantial pay cuts 
for some programmers in the United States. Answer the following two questions: How is this 
possible, when the wages of skilled labor are rising in the United States as a whole? What 
argument would trade economists make against seeing these wage cuts as a reason to block 
outsourcing of computer programming? 
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