
ECON 200, Principles of Microeconomics  Name:_________________________ 
Spring 2020, Dr. Walker     
 
PRACTICE PROBLEMS:  SPECIALIZATION AND TRADE (from Walker, pp. 145-6) 

 
1. According to the principle of comparative advantage, specialization and trade increases the world’s total output 

(production) and consumption. Explain why.  
 
For questions 2-6, consider the countries Russia (R) and Switzerland (S), which produce only vodka and wristwatches, 
according to the PPFs listed in the tables below. Each column represents one point on the PPF. For example, Russia can 
produce 100 cases vodka only if it produces zero watches.  
 

Russia—Production Possibilities 

Vodka 100 50 0 

Watches 0 50 100 

 

Switzerland—Production Possibilities 

Vodka 60 30 0 

Watches 0 10 20 

 
2. Draw the PPFs for both countries. Be sure to label the axes. 

 
3. Which country has the absolute advantage in the production of vodka? In watches? 

 
4. In terms of watches, what is S’s opportunity cost of producing 1 unit of vodka? 

 
5. Which country has the comparative advantage in the production of vodka? Of watches? 

 
6. What is the range of exchange prices at which both countries might potentially agree? (a) Put the answer in terms of 

watches per case of vodka. (b) Now answer in terms of cases of vodka per watch. 
 

7. If economics suggests that trade is so beneficial, then why do you think so many politicians and special interest groups 
(e.g., labor unions, the textile, auto, and steel industries in the U.S.) support government policies like import tariffs, and 
other restrictions on imported goods?  

 
8. Why is it that trade – whether or not it is allowed to occur – is unlikely to have much of an effect on the overall level of 

employment in a particular country? 
 

Brief Solutions 
 
1. When producers specialize, they get better at producing. So everyone specializes in what they’re good at, so total 

production goes up. 
2. (You should be able to draw this.) 
3. V: R has the absolute advantage; W: R has the absolute advantage 
4. S’s opportunity cost of producing 1V= 1/3W 
5. V: S has comparative advantage; R has comparative advantage in W.  
6. In R: 1V costs 1W and 1W costs 1V; in S: 1V=1/3W and 1W =3V. So… (a) 1V will trade for between 1/3 and 1W; 

(b) 1W will trade for between 1 and 3V 
7. Because these people expect benefits at the expense of others. Politicians get votes and campaign contributions, and 

lobbying industries get monetary benefits for themselves. 
8. Because specialization & trade basically just affects the allocation of jobs among industries, not the overall level of 

employment. 




