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Notes: Only this text should be handed. Correct 

answers in exercise 2 and 3 should be underlined, 

and wrong answers should not be underlined. If the 

writing is hard to read is tantamount to not 

answering. 

 

Exercise 1. (12 points) Let us study the case of 

possible complete specialization of Italy when it 

trades machinery against cars with Germany. The 

figure below represents the Production 

Possibilities Curve (of slope 0.25, as indicated), 

the Consumption Possibilities Curve (of slope 

0.45), and consumption of machinery (70, as 

indicated) of Italy. Calculate and indicate on the 

figure and within the square brackets: 

1.1 the consumption of cars by Italy, if it did not 

trade: 

[ C(A,y)=(170*0.25)-0.25*70=25     ]; 

1.2 the world price of machinery: 

[ p(w,x)=0.45            ]; 

1.3 the production of machinery by Italy if it 

specializes:    [  170   ] 

1.4 the exports of machinery from Italy 

[ Exp(A,x)=170-70=100         ]; 

1.5 the imports of cars in Italy: 

[ Imp(A,y)=100*0.45 = 45   ]; 

1.6 the (total) gain from trade of Italy: 

[  gain from trade =45-20 = 20     ]. 

 
 

Exercise 2. (4 points) In order to have negative 

effective rates of protection, how does the 

arrangement of tariffs should be? 

 

1) intermediate inputs should be subject to tariffs, 

2) intermediate inputs should be imported 

tariff free, 

3) the final product should be tariff free, 

4) the final product should be subject to tariff. 

 

Exercise 3. (7 points) Which of the following 

statements are true? 
(a) Complete specialization means that the 

production of a good x entirely comes from 

one country on the world market. 

(b) In the Product Cycle Model, standardized 

production can be produced by more skilled 

labor. 

(c) Geographical monopoly often requires new 

investments, so that variable costs must 

increase. 

(d) Protection is usually used against imports 

from countries where wages are much higher. 

(e) The TRIPS agreement of the Uruguay Round 

concerns freedom to travel across countries. 

(f) In the Specific Factors Model, those factors 

that are specific to export industries greatly 

lose as a result of trade. 

(g) GVCs rose steadily since the mid-1990s until 

the trade restriction imposed by the recent US 

government. 

(h) Less Developed Countries tend to protect 

capital-intensive industries. 

(i) The Modern Trade Model states that the 

different productivity of factors of production 

between countries can explain their different 

gains from trade. 

(j) The Modern Trade Model states that the 

different endowments of factors of 

production between countries can explain 

their differences of productivity. 
 

Exercise 4. (4 points) Please list below the two 

items that are included in the measure of Global 

Value Chain participation: 

- the foreign value added, 

- the value added supplied to other countries’ 

exports. 

 

Exercise 5. (4 points) Please mention the two 

main reasons of why intra-industry-trade arises: 

- because firms take advantage of cross-

country differences in the price of inputs, 

- because firms may reduce distribution costs 

in a foreign market by operating through an 

affiliate. 
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