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PROBLEMS MyEconLab

Go back to the numerical example with no factor substitution that leads to the
production possibility frontier in Figure 5-1.

a.

What is the range for the relative price of cloth such that the economy pro-
duces both cloth and food? Which good is produced if the relative price is
outside of this range?

For parts (b) through (f), assume the price range is such that both goods are
produced.

b.

Write down the unit cost of producing one yard of cloth and one calorie of
food as a function of the price of one machine-hour, r, and one work-hour,
w. In a competitive market, those costs will be equal to the prices of cloth and
food. Solve for the factor prices r and w.

What happens to those factor prices when the price of cloth rises? Who gains
and who loses from this change in the price of cloth? Why? Do those changes
conform to the changes described for the case with factor substitution?

Now assume the economy’s supply of machine-hours increases from 3,000 to
4,000. Derive the new production possibility frontier.

How much cloth and food will the economy produce after this increase in its
capital supply?

Describe how the allocation of machine-hours and work-hours between the
cloth and food sectors changes. Do those changes conform with the changes
described for the case with factor substitution?

2. In the United States, where land is cheap, the ratio of land to labor used in cattle
raising is higher than that of land used in wheat growing. But in more crowded
countries, where land is expensive and labor is cheap, it is common to raise cows
by using less land and more labor than Americans use to grow wheat. Can we still

say

that raising cattle is land-intensive compared with farming wheat? Why or

why not?
3. “The world’s poorest countries cannot find anything to export. There is no re-
source that is abundant—certainly not capital or land, and in small poor nations

not

even labor is abundant.” Discuss.

L 4. )The U.S. labor movement—which mostly represents blue-collar workers rather
7 than professionals and highly educated workers—has traditionally favored limits
on imports from less-affluent countries. Is this a shortsighted policy or a rational

one

in view of the interests of union members? How does the answer depend on

the model of trade?
ecently, computer programmers in developing countries such as India have

Cx

begun doing work formerly done in the United States. This shift has undoubtedly

led to substantial pay cuts for some programmers in the United States. Answer
the following two questions: How is this possible, when the wages of skilled labor
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