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1. The Ecuadorian economy relies upon seafood and petroleum for much of its exports.  Its near neighbor, Chile, has developed a significant wine industry over the past decade.  The numbers below indicate the amount of wine and seafood produced by each nation utilizing one unit of resources:

Chile

Ecuador




Wine

  30

     15



Seafood
  10

     30
a. Which nation has an absolute advantage in each product?

b. Which nation has a comparative advantage in each?

Part II – Suppose each nation has 100 units of resources.  Under autarky, each nation splits production equally between the two products (50 units each).  What is world output under these circumstances?

Part III – Suppose each nation now specializes according to its comparative advantage.  What is world output now?  Use your numbers to illustrate how world “welfare” is raised under international trade.

2. Suppose the U.S. is better than Canada at the production of capital machinery. Conversely, Canada is better at the production of timber.
a. Illustrate a PPC for these 2 goods for each nation given the above. Add a set of indifference curves and determine the best level of production in each nation under autarky

b. Add a relative price line to each graph. Show each nation can now reach a higher level of utility than was possible under autarky.

