
Wilf Csaplar Jr.       Economics 360            Homework #4                 Due Tuesday 2/18

Place your name on the back of this sheet of paper and nowhere else.  Staple your answers face
up on the front of this sheet of paper.  Failure to follow these directions will cost you 10 points. 
Your assignment will be typed, except graphs can be drawn by hand and mathematical equations
can be done by hand.  Failure to type this assignment will cost you 10 points.  If you use double-
sided printing or print on the back of scrap paper, I will give you one additional point.

1) (25 points) Draw the graph of price and ATC as a function of the number of firms for
monopolistically competitive firms.  Explain why the two curves take their respective shapes. 
Illustrate the effects of opening to trade.  Explain why the curve(s) moved as drawn.

2) (10 points) When there is a monopolistically competitive firm, in the long run, they produce at
too small a scale, i.e., before the minimum of the ATC.  Why is that?

3) (25 points) Draw the back-to-back S/D diagrams for two countries.  Find the free trade price
and quantity traded.  State how you found them.  Illustrate the effects of transportation costs
which do not eliminate trade.  Explain how you found the price in both countries and the quantity
traded. 

4) (10 points) Steel was a big industry in this area.  Is that because it was a resource-oriented
industry, a market-oriented industry, or a footloose industry?  Explain your logic.

5) (5 points) The graph in the book for the product cycle model must assume there is a third
country which only imports the good.  Explain how the graph shows that.

6) (25 points) Draw a PPF for a country which is abundant in capital.  State how you know it is
abundant in capital.  Draw the effects of an increase in labor.  Explain why the curves moved as
drawn.  Assume it is a small country.  Make sure your graph agrees with the Rybczynski
Theorem.  State how your graph shows that.


