EC 231 – International Trade

Spring 2007 – Final Exam
Please answer both questions in section A.  You should then choose THREE questions from section B.  If you answer more than 3 questions in part B, I will only grade the first three I come across.  Good Luck and Have a Great Summer!!

Section A – Answer both questions:
1. Use the following to create a merchandise trade account, a current account, and a capital account for the U.S.:

Export of Goods = $900 B

Unilateral transfers abroad = $20 B

Import of services = $120 B

Foreign purchases of U.S. Real Estate = $240 B

Unilateral transfers to the U.S. = $2 B

Export of Services = $ 150 B

Real Estate Acquisitions by the U.S. overseas = $120 B

Imports of Goods = $1200 B

Foreign Purchases of U.S. Companies/establishment of companies = $160 B

U.S. purchases of foreign financial assets = $200 B

Foreign Purchases of U.S. financial assets  = $350 B

U.S. Purchases of Foreign Companies/establishment of companies = $130 B


Part II – Demonstrate the off-setting nature of the capital and current accounts.


Part III – Calculate DFI

2.
The creation of a cotton shirt is a linear production process involving the cotton industry, the textile industry and the retail industry.  If a cotton shirt sells for $30 at retail, and the production can be described as below:




Input


Value





Cotton


$  2.00





Cotton Cloth

$  8.00





Shirt


$30.00


Then:

a.
Indicate the value added at each stage of production


b.
Find the effective tariff rate if cotton cloth is tariffed at 10%, and shirts at 15%.
c.
What is the effective tariff rate if only shirts are tariffed (at 15%)?

Part II – Explain briefly why effective tariff rates are important to the WTO negotiations.
Part II – Answer three questions only - Your essays are limited to four (4) pages each:
1.
Fair Trade can be viewed as an extension of attempts to change the commodity terms of trade in the 1970s, particularly through the cartel movement

-What does Fair Trade seek to accomplish?  Compare to the goals of the cartel movement that proceeded it.


-State two disadvantages that arise from Fair Trade.  Compare, once again, to the cartel movement.


-What are two advantages that Fair Trade has?  Did the cartel movement have the same advantages?

2. Detail the five stages of regional integration discussed in class.  Explain the loss of autonomy inherent in each stage.  Compare the progress of one of the regional integration movements in the Americas to that of the European Union.

3. Malaysia is a major exporter of natural rubber, a key component in the U.S. tire industry.  Malaysia must import capital goods from the U.S., Japan and Europe using the revenues gained from the export of rubber.  Use the figures below to discuss how the standard of living in Malaysia is affected by changing commodity prices:

Price/Ton (Rubber)

Price (Capital Goods)





$1,200



$1,000





$1,100



$1,080





$1,050



$1,120





$1,250



$1,200


a.
Calculate the terms of trade for each year, and interpret.

b.
What is the likely response of Malaysia to this situation?  How does this worsen things?
c.
Briefly discuss the main findings of the article by Ho about the terms of trade of the developing world.
4. Describe the attempted cartelization of one of the seven markets discussed in class (e.g. sugar).  State the five conditions for cartelization, and indicate which ones were fulfilled and not fulfilled in this market.  Describe one innovative way of addressing commodity market instability in light of the failure of the cartel movement.
5.
Explain, in detail, the conflict between the GATT/WTO system and regional integration.  Your answer must mention and explain the following:

-Most favored nation status

-Customs union versus free trade area

-Uniformity of tariff treatment



-Trade creation versus trade diversion

Explain why the regional integration movement may ultimately derail the GATT/WTO system.
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