Exemplary Exam Questions for

World Agricultural Markets

1. What are the main assumptions in the Ricardian model of international trade?

2. Explain the theory of comparative cost advantages (formally and intuitively). Why do
comparative cost advantages lead to relative price differences?

3. Why do relative price differences lead to international trade?

4. Is the Ricardo model realistic (pros and cons)?

5. What are the assumptions underlying the neoclassical approach to trade theory (two factors
and two goods economy, 2x2)?

6. Describe the equilibrium conditions in a 2x2 model and show graphically how their
fulfillment

determine both factor prices and output of the two sectors.

7. Explain the concept of factor price insensitivity.

8. Explain the factor price equalization (FPE) theorem. Under which conditions does trade
lead to factor price equalization and how can this be displayed graphically?

9. Explain the effect of an increase in the price of one commaodity on factor prices in a 2x2
model (Stolper-Samuelson theorem).

10. Explain the effect of an increase in the endowment of one factor on production in a 2x2
model (Rybczynski theorem).

11. What are the assumptions of the Heckscher-Ohlin (HO) model?

12. Describe graphically the equilibrium with free trade in the HO model. Show that the
engagement

in free trade leads to welfare gains.

13. Show that under the assumptions of the HO model a unique relationship between factor
price and commodity price ratio exists.

14. What might happen to the HO model results under factor intensity reversals (FIRs)?

15. What might happen to the HO model results under different demand conditions?

16. Leontief tried to verify the HO theorem. Describe the design and results of these tests and
discuss their possible shortcomings.

17. Explain the Heckscher-Ohlin-Vanek model (HOV, factor content of trade) and discuss its
key assumptions.

18. lllustrate the results of the HOV model in a suitable diagram and discuss the position of

factor content of production and consumption.



19. How did Trefler test the HOV model? Were his results better than earlier tests?

20. Explain the Ricardo-Viner model (“specific factors™) with two goods and three factors.
Why can it be seen as a short term version of the HO model?

21. What is the impact of endowment changes in the in the Ricardo-Viner model with two
goods and three factors? Distinguish between mobile and immobile factors?

22. What is the impact of product price changes in the Ricardo-Viner model with two goods
and three factors?

23. Explain the concept of returns of scale in general. Why do they give incentives for trade?
24. Explain the assumptions of the monopolistic competition model.

25. Explain the equilibrium before and after trade in the monopolistic competition model
with the demand function: g=Q* (; — B(p — §))

26. Discuss the role of inter- and intra-industry trade on world agricultural markets. How can
these be measured?

27. How would you estimate the effect of a regional trade agreement between two countries i
and j on bilateral trade with the gravity model? State, explain and interpret the model
explicitly. Pay attention to indices and multilateral resistance.

28. McCallum (1995) estimated trade flows between American states and Canadian provinces
to analyze the relevance of national borders for trade. The result became famous as the
“border puzzle”. Explain his approach, method and results. How was the border puzzle solved?
29. lllustrate the effects of a tariff for a large country. What are the welfare effects of optimal
import tariffs for the large country and for the world?

30. Compare an import tariff with an import quota which provides equal budget revenues.
What happens under monopoly conditions?

31. Discuss tariff escalation for agricultural products. How can tariff escalation be measured?
32. Define and explain nominal and effective protection rates. When is the nominal rate of
protection equal to the effective rate of protection?

33. Compare Producer Support Estimate (PSE) with appropriate measures of welfare changes
for the case of a price-based protection in a large country.

34. Explain the concept of tariff rate quotas (TRQ). Why and how are they usually applied?
35. The administration procedures used for managing a TRQ have important implications.
Discuss the most important administration procedures.

36. Discuss the role of standards and regulations in international trade, and explain the WTO

agreements which are most important for agricultural trade in this context.



37. Explain the basics of the WTO’s Dispute Settlement Understanding and the dispute
settlement

process.

38. Use an example to illustrate the various steps in the WTO dispute settlement process.

How can the parties react to the panel findings?

39. Describe the current state of the WTO talks with regard to agriculture.
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