1. [bookmark: _Hlk65511024]Use the information below to answer the following questions.
The cells below represent the unit labour requirements in production of Garment and Rice (units of labour (days) per unit of each good) for East and West 

	
	Garment (G)
	Rice (R)

	East
	10 days
	8 days

	West
	6 days
	8 days




(a) Which country has an absolute advantage in Garment? Rice? Explain.

(b) Which country has a comparative advantage in Garment? Rice? Explain.

(c) What autarky price ratio (PG / PR) would prevail in each country? What is the range of terms of trade?

(d) If the equilibrium international price is set at one - 1 unit of Garment traded for 1 unit of rice - how many labour days would West save if it replaced one unit of domestic production of its import-substitute with one unit of imports?

(e) Now assume East has 800 workers and West 600 workers. Determine how much of each good each country should produce in post-trade situation.
(20 marks)

2. ”In a nation with K being abundant and L being scarce, with opening of trade the equilibrium rental rate rises by a greater percentage than the percentage changes in the prices of both goods, while the equilibrium wage rate rises by less than the percentage changes in the  prices of both goods.” Discuss the theory behind this statement.															(10 marks)

3.    (a) Define the concept of import-biased growth.
(b) Then with the help of a diagram (with PPF and Indifference curves) discuss the impact of this type of growth on the wellbeing of the nation.
(c)  Does your answer to part (b) depends on whether the growing economy is small or large? Discuss fully.								(16 marks

[bookmark: _Hlk65513487]4. 	(a)  What is the difference between inter-industry and intra- industry trade?

(b) Why does inter-industry trade dominate trade flows when differences between countries’ factor endowments are significant, but intra-industry trade tends to dominate trade flows when these differences are small or non-existent?

(c)  Assume that the exportable sector in a nation is characterized by internal economies of scale. 
(i) Sketch a diagram to show the demand - supply curve for this sector and pinpoint the pre-trade equilibrium point. 
(ii) Show, in the presence of economies of scale, as trade opens the world price of this nation’s exports declines.
											(14 marks)

5.  	Suppose when Indonesia opens to trade, it imports airplanes, a capital-intensive good from the rest of the world (ROW)

(a) According to the Heckscher-Ohlin theorem, is Indonesia capital-abundant or labor-abundant? Briefly explain. 
	
 (b) Assuming that consumers tastes are the same in all countries draw a diagram to illustrate the pre- trade equilibria for Indonesia and the (ROW.
	
(c) In your diagram show the post- trade equilibrium points for each of the two countries including the production points, consumption points, the international price, and the trade triangles. 
												(16 marks)

6. 	“ In Ricardian trade model, the terms of trade are independent of the demand side and solely determined by the supply side of the economy.” Evaluate by using a diagram.
(6 marks)

7. 	Assume a large labour abundant country such as China levies a tariff on its capital-intensive imports. 

(a) Discuss the impact of this tariff on the country’s production and consumption of its imports as well as its volume of imports. Illustrate your answer using a partial equilibrium diagram. 

(b) Discuss whether this country has been made better off or worse off as a result of this tariff. Be detailed.
 
(c) Would your answer above be any different if China instead of a tariff had imposed an import quota of equal magnitude?
(18 marks)


