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[bookmark: _GoBack]SUGGESTED ANSWERS TO PROBLEMS

1.  Indicate all the ways in which international trade could retard development.

International trade could retard development by:
· keeping the nation in primary production; 
· leading the nation to adopt excessive capital-intensive production techniques; 
· increasing the propensity to consume, thus reducing the nation's savings rate; 
· leading to foreign exploitation of natural resources; 

2. Counter each of the criticisms in your answer to Problem 1 that international trade could retard economic development.

Each of the criticisms that international trade can retard development given in the answer to problem 1 can by countered as follows:
· As the availability of capital and technology increases, the nation can begin to export manufactured goods; 
· through appropriate taxes and subsidies the nation can avoid the use of excessive capital-intensive production techniques; 
· increased taxation can increase the rate of public savings; 
· taxation and regulation can reduce or eliminate foreign exploitation; 

3. Draw a hypothetical production frontier for a developing nation exhibiting increasing costs. Have the horizontal axis measure primary commodities and the vertical axis measure manufactured goods. Show on your figure the effect on the nation’s production frontier of an improvement in the technology of primary production.

An improvement in the technology of primary production results in a shift in the nation's transformation curve from Y1X1 to Y1X2 in Figure 1.
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4. What effect is an improvement in the technology of primary production likely to have on the terms of trade of a developing country? Why? (Hint: See Chapter 7.)

An improvement in the technology of primary production is likely to lead to deterioration in the terms of trade as the developing nation exports more primary commodities.

5. Draw a figure showing how trade could be a vent for surplus.

A vent for surplus can be shown by a movement from point A inside the nation's production frontier without trade to point A' on the higher production frontier with growth and trade in Figure 2.
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*6. Taking the index of export prices, import prices, volume of exports, and productivity in the export sector in a developing nation to be all equal to 100 in 1980, in 2000 what would be:
(a) The commodity terms of trade of this nation if the index of its export prices rises by 10 percent but the index of its import prices rises by 20 percent?
(b) This nation’s income terms of trade if the index of export volume grows to 130 by 2000?
(c) This nation’s single factoral terms of trade if its productivity index in the export sector rises to 140 by 2000?

a)  The nation's commodity terms of trade would be 91.7.  

b)  The nation's income terms of trade would be 119.2.  

c)  The nation's single factoral terms of trade would be 128.4.

*7. Is the nation in Problem 6 better or worse off in 2000 as compared with 1980? Why?

The nation of problem 6 will be better off in 2000 as compared with 1980 because its income and single factoral terms of trade rose.

*8. Explain with the use of a graph how deteriorating terms of trade resulting from growth can make a developing nation worse off after growth than before.

Figure 7-6 in the text shows how deteriorating terms of trade resulting from growth can make a nation worse off after trade than before. This was called immiserizing growth in Chapter 7.

9. Draw a figure showing that when the supply of a commodity increases, its equilibrium price will fall by a greater amount the more price-inelastic is the demand curve for the commodity.

Figure 3 shows that when the supply of a commodity increases, its equilibrium price will fall by a greater amount, the more price inelastic is the demand curve for the commodity.  
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10. Draw two figures showing that with a negatively inclined demand curve and a positively inclined supply curve, producers’ earnings fluctuate more with a shift in demand than with a shift in supply.

Figure 4 shows that with a negatively inclined demand curve and a positively inclined supply curve, producers' earnings fluctuate more with a shift in demand (Panel a) than with a shift in supply (Panel b). 
[image: ]  [image: ]

11. With the use of a diagram, show how a buffer stock could lead either to an unmanageable stock or to the buffer authority running out of the commodity.

Figure 5 shows how a buffer stock could either lead to an unmanageable stock of the commodity or to the running out of the commodity. Specifically, if the buffer stock authority sets price above the long-run equilibrium price of the commodity, it will face an unmanageable stock of the commodity. On the other hand, if the buffer stock authority sets price below the long-run equilibrium level, then the buffer stock authority will run out of the commodity.
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12. Why has the New International Economic Order demanded by developing countries not been established? Why is this no longer a hotly debated topic?

A New International Economic Order (NIEO) has not been established because industrial countries did not want to give up control over the present system and pay the economic costs of reforming it along the lines demanded by developing countries. The establishment of a NIEO is no longer a hotly debated topic because developed countries faced serious problems of their own during the 1980s and early 1990s in the form of slow growth and high unemployment. The NIEO was replaced by concerns about globalization in the 1990s.

13. In what way did the implementation of the Uruguay Round help developing nations? In what way did it not?

The Uruguay Round benefited developing countries by the reduction in trade protectionism on agricultural products and labor-intensive commodities. Although protectionism will be reduced, it will still remain relatively high in these products.

14. Explain why immiserizing growth does not seem to have occurred in most developing countries over the past three decades.

Immiserizing growth does not seem to have occurred in most globalizing developing countries despite some deterioration in their terms of trade because the volume of trade and their income terms of trade have increased substantially over the past three decades.

15. Explain the reason rich nations should and should not forgive all of the foreign debt of the poorest developing countries.

Rich nations should forgive all of the foreign debt of the poorest developing countries because it is impossible for them to repay it or even service it. This, however, might encourage the poorest nations to continue to borrow and even use borrowed funds unwisely knowing that eventually their foreign debt might be forgiven.



*= Answer provided at www.wiley.com/college/salvatore.
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