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I.
The key to this test is being able to answer the four questions about trade:  

1.
Why do countries trade?  That is, what determines which products a country exports and which products a country imports?  


2.
How does trade affect production and consumption in each country?


3.
How does trade affect economic welfare (well-being in each country)?


4.
Who in each country benefits and who loses?

II.
Be able to explain the Gravity Model.  What are the major components?  How do they matter (that is, how do they affect trade)?  What is service outsourcing?
III.
Comparative advantage is an important method of determining which good a country will export.  Be able to use an opportunity cost table (or comparative advantage table) to graph the Ricardian constant-cost production possibilities curves.  What are unit labor requirements and how do they help to determine trade flows.  Study the quizzes and homework which looked at the relative productivities and relative wages.  How does specialization occur (that is, what do workers desire)?  Note absolute advantage is NOT comparative advantage.  How is relative supply determined?  Relative Demand?  We did some numerical examples here too.
IV.
Know the reason why increasing marginal costs exist and production possibilities curves are “bowed out.”  (Namely that factors of production switching from producing one good to the other.)  Know the Heckscher-Ohlin theory and the assumptions.   What is the Stolper-Samuelson Theorem?  Connect the wage-rental rate to the production of goods and factor intensities.  This will take some practice, no doubt!!  What is the Rybczynski theorem and how does it relate to the output of goods?  Why does trade lead to equalization of relative prices?  What about Factor Price Equalization and how does this compare with the Ricardian Model?  Does trade increase income inequality?  FINALLY, make sure to look at the Empirical Evidence for the H.O. model.
V.
Standard Trade Theory – See MY PPT – Day 10.  Understand relative supply and relative demand curves and how they shift due to biased growth and which ways.  Also note the effects of tariffs and subsidies.  Make sure to be able to show how these changes affect the PPF curves too.  Don’t forget to look at Immizerizing Growth.
VI.
Imperfect Competition: Monopoly and Monopolistic Competition – this is where our author, Paul Krugman, received his Nobel Laureate.  What are economies of scale and why do they help to determine the direction of trade?
