
Econ 13, Global Economics  
 
Study Questions, Chapter 2 
 
1. What is the primary reason why people make exchanges with each other? 
 
2. What are the conditions under which we can be assured that trade between two individuals will 

create wealth for both? 
 
3. Is trade a zero sum game?  That is, if I trade with you and I am wealthier, does this mean that you 

must be less wealthy?  Explain. 
 
4. Assume that we each have iPods full of music that we love.  Is this wealth?  Why?  What would 

happen if somehow our iPods were switched; you had mine and I had yours?  Would we be equally 
wealthy? 

 
5. I have decided that I want to live alone and not be bothered by other people.  I will produce the 

things I want and need in life and give up the roundabout methods of production that I have been 
using.  Would you like to do the same?  Explain why or why not.  Explain why the living standards 
might be different. 

 
6. Adam Smith wrote a book, what was it?  In what year?  He referred to the “Invisible Hand”, what 

does that mean?  Is there a difference between a person’s intentions and the outcomes produced by 
that person’s behavior?  Does this explain why McNeil claims to behave like Mother Teresa?  Are 
his intentions the same as those of Mother Teresa? 

 
7. Is there a connection between worker productivity and living standards?  Explain. 
 What happens to worker productivity and living standards when a country opens itself to trade? 
 
8. Define absolute advantage.  Define comparative advantage.  Which one matters in life and why? 
 
9. Assume that the labor productivity in China is lower in every category than the labor productivity in 

the US.  How is it possible, then for China to trade successfully with the US? 
 
10. Assume that Jane and Shane are the only two people in the world and that they are able to produce 

only two things: chips and guacamole. Their production possibilities curves are shown. 

 

 
 a. Does one country have an absolute 

advantage in the production of both products?  
If so, does  this mean that the country has a 
comparative advantage in both? 

 b. Will Jane and Shane both benefit if they 
specialize and trade based on the principle of 
 comparative advantage?

 c. Who should produce what? Explain this by demonstrating the costs to both Jane and Shane of 
each  activity and showing who is the low cost producer of each item. 

 d. What will be a trading ratio that both will find acceptable? (2) 
 
11. Is it possible for a country to produce outside its production possibilities frontier? 
 Is it possible for a country to consume outside its production possibilities frontier? 
 Explain.  It might be useful to use the diagram above to help in your explanation. 



 
12. J.S. Mill described the gains from trade in three categories: 
 a. The direct benefits – the increases in wealth 
 b. The indirect benefits: increased efficiency 
      productivity gains 
      technology transfer 
      economies of scale 
      competition and pricing policies 
 c. intellectual and moral benefits 
 (I don’t really have a question about these but I want you to be aware of these three categories of 

benefits so I can ask questions about them later.) 
 
13. Is there a direct connection between more trade and more environmental degradation?  Would trade 

restrictions improve the environment?  Give a couple of arguments to support your position. 
 
14. Why did the buffalo become almost extinct while, at the same time, cattle flourished?   
 
15. Why does pollution tend to occur in places like rivers, the air, oceans, etc. and not in my living room 

or front yard? 
 
16. How do property rights affect pollution?  Where property rights exist and are enforced, does 

pollution tend to increase or decrease?  Explain why. 
 
17. How is it possible that agricultural subsidies in developed countries may well cause more fertilizer 

and chemical pollution? 
 
18. What did Heckscher-Ohlin have to say? 
 
19. Let’s assume that there are two countries, Country L and Country M.  They have different 

endowments of labor and capital.  They only produce two items, wooden chairs and washing 
machines.  The production of chairs is labor intensive and the production of washing machines is 
capital intensive.  Country L and M’s resource endowments are shown in the table below. -  

 
     Country L  Country M 
 
  Labor  240   120 
 
  Capital 40   60 
 
 If both countries open themselves to trade with the other, according to Heckscher-Ohlin, which 

country will produce chairs?  Why? 
 
 Which country will produce washing machines?  Why? 
 
 Will resource prices tend to converge 
 What will happen to the wages of unskilled workers in each country when trade occurs? 
 What will happen to the price of capital in each country when trade occurs? 
 
 


