
Questions for: PROBLEM SET 02A
Name __________________________     Section __________________

Use your worksheet and graphs to answer the following questions.

1.  DEFINE the term opportunity cost.

2.  What is the opportunity cost of a single unit of food in:

    China (initially)? 
____________________________

    U.S.?  


____________________________

3.  Define the term COMPARATIVE ADVANTAGE. Contrast it with the term ABSOLUTE ADVANTAGE.
4.  Using the linear PPFs for China and U.S., it can be seen that:


____________has the comparative advantage in producing CLOTHING.

    
____________has the comparative advantage in producing FOOD.

5.  Carefully explain why each country has the comparative advantage in a particular good. 

6. Explain why it doesn’t make sense for China to have a comparative advantage in the production of both goods. Why is trade between China and the U.S. mutually beneficial, based on these data?  Explain.
7.  Consider China2.  What happens to opportunity costs as you move down this frontier?  __________________ Why might this be more realistic than our linear case?  Explain.

8.  In the last few years, the United States has been suffering from recession and slow economic growth.  Under these economic circumstances, should the government limit trade to encourage consumption of goods and services produced in America?  List and explain two arguments for and two arguments against this type of legislation.



