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Terms

Absolute and Comparative Advantage Terms:

· Absolute Advantage- The product can be produced more efficiently with fewer inputs- Betty can type faster than Jim thus she should type the paper
· Adam Smith- Father of Economics, Philosopher of the Invisible Hand

· Comparative Advantage-Lower marginal opportunity production cost than another producer- It would cost Jim only one dollar to type the paper whereas it would cost Betty five dollars thus Jim should type the paper.  

· Gains from Trade- The net benefits that a country has received from choosing to a certain number of products or in some cases solely produce a specific product compared to when it previously produced multiple products inefficiently- If a country produced 20 brooms before but now they produce 60 brooms, it experiences a net gain of 40 brooms 

· Marginal Opportunity Production Costs-Cost of what producing a product when could have producing another or using time more wisely

· Specialization- Division of resources such as labor- Ford’s Factories

· Terms of Trade- The adjustment between the prices that a country sells its exports and buys its imports or how many of one product can be exchanged for another- 1 to 2 cows for 3-4 brooms

· Trade Possibilities Line- A line that shows the different combinations of two products that an economy is able to obtain.
· Wealth of Nations- Adam Smith’s book written in 1776- Pin Factory

Currency Exchange Terms:

· Appreciation- A currency increases in value compared to another currency- The Euro appreciated from 1.45 dollars for every Euro to 1.6 dollars for every Euro  

· Depreciation- A currency decreases in value compared to another currency- The dollar depreciated from 1 dollar equals 0.72 Euros to 1 dollar equals 0.79 Euros
· Exchange Rate- Rate of exchange of one nation’s currency for that of another- 1 Chinese Yuan is approximately 0.15 of a United States Dollar and 1 United States Dollar is approximately 7 Chinese Yuan

· Exports- Goods that a nation is exporting or selling to a foreign nation or firm- The United States exports $31 billion of oil

· Foreign Exchange Market- A market where various national currencies are exchanged for one another, also known as currency exchange

· Imports- Goods that a nation is importing or buying from a foreign nation or firm- The United States imports $125 billion of oil from OPEC nations

Trade Barrier Terms:

· Dumping- Sale of products below the cost in foreign countries

· Equilibrium Domestic Price- Domestic price for a product where quantity supplied and quantity demanded meet which is usually above the equilibrium world price

· Equilibrium World Price- Global price for a product where quantity supplied and quantity demanded meet which is usually below the equilibrium domestic price

· Excise Taxes- Tariffs to obtain revenue or protect firms on imported goods- Usually environmental or communication taxes
· Export Subsidies- Government payments to domestic producers to enable them to reduce the price of that good or service on foreign markets- The European Union spends 3.30 Euros in export subsidies for sugar worth 1 Euro in order to encourage domestic production and growth.  

· Free Trade- Based on comparative advantage which increases efficiency of allocation off resources as well as promoting competition- North American Free Trade Agreement and South Asia Free Trade Agreement

· Import Quota- Specifies maximum amount of a commodity that may be imported in a period- Between the mid-1980’s to the mid-1990’s import quotas were placed on a variety of products in the United States such as beef, sugar, bananas and automobiles in a protectionist measure to protect from foreign competition.

· Non-tariff Barrier- Specifies unreasonable standards to restrict tariffs- Iron is exported to the United States yet is compared to products from India in order to make it harder to produce thus creating less of an incentive to produce.  

· Off-shoring- Relocation by a firm in some part of their business from one country to another- Disney Pixar cars and toys made in China

· Protective Tariff- Used to safeguard domestic producers from foreign producers- Tariff Act of 1816

· Revenue Tariff- Used to raise revenue for the government by a tariff on products not domestically produced- Imported coffee has a revenue tariff imposed on it which creates revenue for the government

· Tariff- A tax on imports imposed by the government

· Trade Bloc- Group of nations that lower or abolish trade barriers among members- BAFTA and EU

· Trade Deficit- When imports exceed exports- United States in goods

· Trade Surplus- When exports exceed exports- United States in services

· Voluntary Export Restriction- When foreign firms limit exports to a country- Seen when Japan auto makers restricted voluntarily the amount of automobiles to be exported to the United States in the early 1980’s 

· World Trade Organization- Oversees trade agreements and rules on disputes and negotiations for its over 199 member nations

Concepts

Why do nations trade?

· Unequal distribution of necessary resources: i.e. natural, human, capital.
· Ex:  Saudi Arabia exports about 8.728 million bbl/day of oil. Iceland exports about 2,975 bbl/day of oil. Saudi Arabia has a resource advantage in the oil market because of its natural resources.
· Ex: India has a population of roughly 1,166,079,217 people. Suriname has a population of roughly 481,267 people. India has a resource advantage with product production because of its human resources.  
· Ex: The estimated Gross Domestic Product of the United States of America is $14.44 trillion. The estimated Gross Domestic Product of Zimbabwe is $1.925 billion. The United States has a resource advantage because of capital resources. 
· The productivity of the nations increased through trade.
I. Absolute and Comparative Advantage 

(17th p. 443-8)

Country A: Lilliput 





Country B: Blefuscu 



Good A:  Guns

Good B: Butter



a. Absolute Advantage

i. Guns:  Lilliput- 20

Blefuscu-15

Lilliput has the absolute advantage
ii. Butter: Lilliput- 40
Blefuscu- 60

Blefuscu has the absolute advantage
b. Comparative Advantage
i. Based on the opportunity cost ratios of the products

ii. With specialization, the output produced and efficiency of production increase
Example of Opportunity Cost Ratio: 









For the complete formulaic problem solving, see formulae section!!!

c. Trading Possibilities Line
i. The trading possibilities line shown in the Lilliput-Blefuscu example is before specialization of trade.

Lilliput- Blefuscu Trading Possibilities Line After Trade










RESULT: Both countries benefited from the specialization of trade and their Trading Possibilities Lines, shown in green, INCREASED!!! This increase is referred to as the gains from trade, shown in gold. 

II. Currency Exchange

 (17th p. 463-7)

a. Balance of Goods and Services

i. The net amount of imports and exports
ii. Determined by subtracting net imports, from the net exports

iii. When the country has trade balance of +X, that country has a trade surplus.
iv. When the country has a trade balance of –X, that country has a trade deficit.
	Country
	Net Exports
	Net Imports
	Resulting Balance

	Blefuscu
	40 million
	10 million
	+ 30 million

	Laputa
	30 million
	40 million
	-10 million

	Brobdingnag
	20 million
	10 million
	+10 million

	Houyhnhnms
	40 million
	60 million
	-20 million


b. Depreciation and Appreciation

As one country’s currency appreciates, another country’s currency depreciates. 

i. Appreciation is when the national currency increases in value.
1. This happens when the net exports increases, and the net imports decreases.
2. When demand for the currency increases, and supply for the currency decreases.
Ex: Gulliver travels from Lilliput to Blefuscu. He chooses to buy a hat in Blefuscu and must pay in Blefuscu currency. Gulliver exchanges his currency from Lilliputian to Blefuscan. The currency of Blefuscu appreciates.  

ii. Depreciation is when the national currency decreases in value.
1. This happens when the net imports increases, and the net exports decreases.
2. When supply for the currency increases, and the demand for the currency decreases. 
Ex: After Gulliver buys his hat, he also buys three miniscule tacos. By creating an increased demand for Blufuscan currency, and an increased supply for Lilliputian currency, the currency of Lilliput depreciates.
III. Imports and Exports

(17th p. 448-58)

a. World Price vs. Domestic Price

i. World Price- Supply and demand determined price and quantity on a global scale.
ii. Domestic Price- Supply and demand determined price and quantity on a domestic scale. 
iii. Free Trade- Encourages trade between domestic and world economies, making the domestic price closer to the world price in a market. 
iv. Imports become a necessity in a domestic market when the domestic quantity cannot support the domestic supply. 
b. Trade Barriers and Tariffs

i. Types of trade barriers
1. Tariffs- taxes on imported goods
2. Import Quotas- fixed import amount of a product
3. Nontariff Barrier- unreasonable production standards that restrict trade by not meeting the requirements.
4. Voluntary Export Restriction- foreign firms voluntarily limit their exports to a country to avoid stricter trade barriers. 
ii. The following graph is a domestic market:
1. P- Price 

2. Q- Quantity

3. Sd- Domestic Supply
4. Qd- Domestic Quantity

5. Dd- Domestic Demand

6. Pd- Domestic Price

7. Pw- World Price (below domestic equilibrium)

8. Pww- World Price (above domestic equilibrium)


iii. Graph Explanation:
1. When the World Price below the Domestic Price, the domestic supply is less than the domestic demand.

a. This produces a shortage and is resolved through imports. By adding tariffs to the imports, the World Price because the Domestic Price and equilibrium is restored.  
2. When the World Price is above the Domestic Price, the domestic demand is less than the domestic supply.

a. This produces a surplus and is resolved through exports. By selling the additional units of product to foreign nations, the World Price decreases to the Domestic Price and equilibrium is restored 

Formulas

Comparative Advantage
“Cross-multiply each country’s maximum production abilities for each good. Whichever two factors result in the highest product are the goods which the respective countries should produce.”

Make two fractions, side by side. The first is the maximum production of good A (any good) of country A (any country) over the maximum production of good B (any good besides A) of country A. The second is the maximum production of good A for country B (any country besides A) over the maximum production of good B for country B. It looks like this:

Country A


Country B



Max Prod. Good A

Max Prod. Good A



————————

————————



Max Prod. Good B

Max Prod. Good B

Now let’s backtrack. The maximum production values of each good can be found on a graph or chart at the point where production of the other good is zero. For instance, when Country A is producing 0 of good A, it is also producing the maximum amount of good B. 

On a graph:



Country A



Country B






On a chart:



Country A


	Good A
	0
	(any number)
	Max Prod.

	Good B
	Max Prod.
	(any number)
	0


Country B


	Good A
	0
	(any number)
	Max Prod.

	Good B
	Max Prod.
	(any number)
	0


Those both translate to the fractions:

Country A


Country B



Max Prod. Good A

Max Prod. Good A


————————

————————



Max Prod. Good B

Max Prod. Good B

Ok, have your fractions? Now, cross multiply the fractions. One product will be larger than the other; the factors of this product show which country should produce which good. 

Country A


Country B



Max Prod. Good A

Max Prod. Good A
=SMALL NUMBER



————————

————————



Max Prod. Good B

Max Prod. Good B
=BIGGER NUMBER

Because Max Prod. Good A of country A and Max Prod. Good B of country B produce the BIGGER NUMBER, country A has a comparative advantage in producing good A and should specialize in good A, and country B has a comparative advantage in producing good B and should specialize in good B.
OR……

Country A


Country B



Max Prod. Good A

Max Prod. Good A
=BIGGER NUMBER



————————

————————



Max Prod. Good B

Max Prod. Good B
=SMALL NUMBER
Because Max Prod. Good B of country A and Max Prod. Good A of country B produce the BIGGER NUMBER, country A has a comparative advantage in producing good B and should specialize in good B, and country B has a comparative advantage in producing good A and should specialize in good A.

Terms of Trade

Once countries have determined comparative advantages and which good they wish to specify in, they will need to find out how much other goods are worth. To divine it, you need the same fraction you obtained in the above formula:

Country A


Country B



Max Prod. Good A

Max Prod. Good A



————————

————————



Max Prod. Good B

Max Prod. Good B

You must then reduce the fraction so that the good who’s worth you are trying to determine has a value of one in both fractions. That was a confusing explanation, so here’s an example:


Country A


Country B



Max Prod. Good A =15
Max Prod. Good A = 20



——————————
———————————



Max Prod. Good B =30
Max Prod. Good B = 60

Reduce:

15A
20A

1A
1A
both have value of 1.



——   
—— 
= 
—    
—



30B
60B

2B
3B

The terms of trade are simply the range of the two NON-1 terms. In this example, since the denominators are 2B and 3B, we can deduce that the terms of trade are 1 good A = 2-3 good B’s. 
It works the other way too—to find the terms for good B, you might have to make the good A values into fractions. Like this: 

1A
1A

½ A
  1/3 A



——   
—— 
= 
——      ——



2B
3B

1 B
    1 B

We can deduce that the terms of trade are 1 good B = 1/3-1/2 of a good A. 
An example with numbers:

Country A



Country B



      Before Trade

(see next page)



    After Trade (Symbolized by red line)


Mnemonic Devices

Imports and currency depreciation

Y  - D  U  I

“You depreciate under imports.”

This is a simple rule for remembering how countries are affected by exporting others’ currencies. If your country (Country A) imports lots of goods from Country B, you will have to pay in Country B’s currency. Therefore, you will be converting your country’s currency into Country B’s currency, and using less of your own currency. Therefore, your currency will DEPRECIATE since it is being used less. 

This rule can be applied to all other instances of important. Since you know that you depreciate under imports, you know that you APPRECIATE when exporting. By the same token, when you import, the aforementioned Country B APPRECIATES; when you export, Country B DEPRECIATES. 

Trade barriers and their effects
S Ex

“Surplus; Export”

When the world price is higher than the price at which your country sells, you experience a surplus of goods in your country. Therefore, you must EXPORT the leftover goods. Or you could just be thinking about sex.  

Sh  I  T

“Shortage; Import; Tariff”

When the world price is lower than the price at which a country is selling, that country has a shortage of goods. Therefore it must IMPORT goods to sustain the demand. To bring the world price up to the domestic equilibrium price, the country importing adds TARIFFS to the world price. So when you think, “I don’t understand shit about economics!” this is the place you can go. 





COUNTRY A


1. At world price 1, is country A experiencing a shortage or surplus of the good?

A) Demand is higher than supply, shortage    
B) Demand is higher than supply, surplus

C) Supply is higher than demand, shortage

D) Supply is higher than demand, surplus

2. At world price 2, how many excessive goods or lack of goods are being produced?

A) Excess of Q5 – Q1

B) Lack of Q2 – Q5

C) Lack of Q1 – Q2

D) Excess of Q5 – Q2  
3. At world price 1, how much will country A import or export of the good?

A) Import Q4 – Q3  
B) Import Q4 – Q1

C) Export Q4 – Q3

D) Export Q3 – Q4

4. If the world price is set at World Price 2 which of the following methods would Country A’s government NOT use to encourage domestic consumerism

A) A domestic tax break

B) Subsidize foreign imports  
C) Erect a Tariff

D) Implement a import quota
5.
Which of the following statements is true about tariffs

A. Tariffs reduce the welfare of the importing countries.

B. Tariffs bring more gains than losses to the importing countries that use them.

C. Tariffs allow nations to trade more with other nations.

D. Tariffs are used mainly by exporting countries and rarely by importing countries.

6.
Which of the following statements is true regarding international trade?

A. The exporting country gains at the expense of the importing country.

B. The importing country is worse off with free international trade than without it.

C. For the importing country, the gains from the international trade outweigh the losses.

D. The importing country should restrict trade, but not eliminate it completely.

7.
The United States produces rice in a competitive market.  With free trade, the world price is lower than the domestic price.  What must be true?

A. The United States begins to import rice to make up for a domestic shortage.

B. The United States begins to export rice to make up for a domestic shortage.

C. The United States begins to import rice to eliminate a domestic surplus.

D. The United States begins to export rice to eliminate a domestic surplus.

E. There is no incentive to import or export rice.

8.
If the U.S. dollar and Chinese yuan are traded in flexible currency markets, which of the following causes an appreciation of the dollar relative to the Chinese yuan?

A. Lower interest rates in the United States relative to China.

B. Lower price levels in China relative to the United States.

C. Growing American preference to consume more Chinese-made goods

D. Rising per capita GDP in China, increasing imports from the United States.

E. Speculation that the Chinese will decrease the money supply

9.
You hear that the United States has a negative balance in te current account.  With this information, we conclude that:

A. There is a trade deficit.

B. There is a capital account deficit.

C. There is a capital account surplus.

D. More U.S. dollars are being sent abroad than foreign currencies are being sent to the United States.

E. There is a trade surplus.

10.
Which of the following is a consequence of a protective tariff on imported steel?

A. Net exports fall.

B. Income is transferred from steel consumers to steel producers.

C. Allocative efficiency is improved.

D. Income is transferred from domestic steel to foreign steel producers.

E. Aggregate supply increases.

11.
The Japanese economy suffers a deep, prolonged recession.  In what ways would the U.S. net exports and the values of the dollar and the yen change?


 
 U.S. Net Exports
    Value of the $
      Value of the Yen

A.      Decrease

Increase

Increase

B.      Decrease

Decrease

Decrease

C.      Decrease

Decrease

Increase

D.      Increase

Decrease

Increase

E.      Increase

Increase

Increase

12.
When the United States places an import quota on imported sugar, we expect which of the following effects?

A. Consumers seek substitutes for sugar and products that use sugar.

B. Consumers consume more sugar and products that use sugar.

C. The supply of sugar increases.

D. Net exports of the United States fall.

E. The government collects revenue on every ton of imported sugar.

13.
Bill can cook dinner in 45 minutes and mow the lawn in 1.5 hours. Eileen can cook dinner in 1.5 hours and mow the lawn in 2 hours. Which of the following statements is correct? 

	a.
	Bill has both an absolute advantage and a comparative advantage in cooking dinner.

	b.
	Bill has both an absolute advantage and a comparative advantage in mowing the lawn.

	c.
	Eileen has both an absolute advantage and a comparative advantage in cooking dinner.

	d.
	Eileen has both an absolute advantage and a comparative advantage in mowing the lawn.

	e.
	Bill has the comparative advantage in both cooking dinner and mowing the lawn.


	Figure X

	
	Jack
	Jill

	Pails Fetched
	
	

	  Per Hour
	20
	4

	Boards Sawed
	
	

	  Per Hour
	10
	8


14.
Using the information in Figure X, Jill's marginal opportunity production cost of fetching each additional pail is:

	a.
	2 boards sawed

	b.
	1/2 of a board sawed

	c.
	8 boards sawed

	d.
	1/5 of a board sawed

	e.
	10 boards sawed


15.
According to the information in Figure X:

	a.
	Jill has an absolute advantage in fetching pails

	b.
	Jill has an absolute advantage in sawing boards

	c.
	Jill has a comparative advantage in sawing boards

	d.
	Jack has a comparative advantage in sawing boards

	e.
	Jill has a comparative advantage in fetching pails


16.
According to the information in Figure 2-12, Jill's opportunity cost of sawing a board is: 

	a.
	5 pails of water

	b.
	1/2 of a pail of water

	c.
	4 pails of water

	d.
	2 pails of water

	e.
	8 pails of water


17.
According to the principle of comparative advantage, worldwide output and consumption levels will be highest when goods are produced in nations where which of the following are true? 

A. Opportunity costs are lowest.

B. Absolute advantages are highest.

C. The balance of trade is in a surplus.

D. The exchange rate is falling.

E. The exchange rate is rising.

18.
What does a balance of trade deficit imply?

A. Exports of goods and services exceed imports of goods and services.

B. Imports of goods and services exceed exports of goods and services.

C. Investment income received from abroad exceeds investment income paid to foreigners.

D. Investment income paid to foreigners exceeds investment income received from abroad.

E. Investment by foreigners exceeds domestic investment in other countries.

19.
An increase in U.S. interest rates relative to the rest of the world can be expected to:

A. Encourage investment spending by U.S. firms in the United States.

B. Decrease the capital flow into the United States.

C. Cause a net outflow of foreign capital from the United States.

D. Increase the international value of the dollar.

E. Improve the situation for exporters
20.
Assume a contractionary monetary policy causes interest rates in the United States to increase relative to Japan.  In the short run, the value of the U.S. dollar, the value of the Japanese yen and the U.S. balance of trade will most likely change in the following ways.  

Dollar

Yen


U.S. Balance of Trade

A. Appreciate

Appreciate

Move toward deficit

B. Appreciate

Depreciate

Move toward deficit

C. Appreciate

Depreciate

Move toward surplus

D. Depreciate

Depreciate

Move toward surplus

E. No change

Appreciate

Move toward deficit

21.
If exchange rates are allowed to fluctuate freely and the U.S. demand for Japanese yen increases, which of the following will happen?

A. The U.S. balance of trade deficit will worsen in the long run.

B. Americans will have to pay more for Japanese goods.

C. It will be more expensive for the Japanese to buy American real estate.

D. The dollar will appreciate.

E. More Americans will want to travel to Japan.

Use the information in the following table to answer questions 22 and 23.  The table below shows the amount of cotton and corn per acre that can be produced in each country with one unit of resources.

Corn


Cotton

Egypt


400 bushels

500 bushels

Venezuela

300 bushels

200 bushels

22.
In the absence of international trade, the opportunity cost of producing one bushel of cotton in Egypt is:

A. 0.8 bushel of corn.

B. 1 bushel of corn.

C. 1.25 bushels of corn.

D. 400 bushels of corn.

E. Impossible to determine from the information given

23.
If Egypt and Venezuela begin to engage in bilateral trade, then:

A. Egypt will export corn and import cotton.

B. Egypt will import both corn and cotton.

C. Egypt will export both corn and cotton.

D. Egypt will import corn and export cotton.

E. It is impossible to determine which country will import and export which good.

24.
If the U.S. dollar appreciates in the foreign exchange market, U.S. imports and exports are most likely to change in which of the following ways:

U.S. Imports

U.S. Exports

A. Increase


Remain unchanged

B. Increase


Increase

C. Increase


Decrease

D. Decrease


Remain unchanged

E. Decrease


Decrease

25.
If a nation's currency appreciates, in the short run its net exports and demand are most likely to change in which of the following ways?

Net Exports 

Demand

A. Decrease


Decrease

B. Decrease


Increase

C. Increase


Decrease

D. Increase


Increase

E. No change


Decrease

Answers

1. a
2. d
3. a

4. b
5. c

6. a

7. a

8. d

9. d

10. b

     11. c

     12. a

     13. c

     14. a

     15. c 

     16. b

     17. a

     18. b

     19. b

     20. d

     21. b

     22. a

     23. d

     24. c

     25. a
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Practice Questions:

1) Trade between two countries can benefit both countries if 
A. each country exports that good in which it has a comparative advantage.  
B. each country enjoys superior terms of trade. 
C. each country has a more elastic demand for the imported goods. 
D. each country has a more elastic supply for the supplied goods. 
E. Both C and D. 
2) If a production possibilities curve is bowed out (concave to the origin), then production occurs under conditions of 
A. constant opportunity costs. 
B. increasing opportunity costs. 
C. decreasing opportunity costs. 
D. infinite opportunity costs. 
E. None of the above. 
3) If the exchange rate is below the equilibrium level:

A. There is excess demand and the exchange rate will fall

B. There is excess supply and the exchange rate will fall

C. There is excess demand and the exchange rate will rise

D. There is excess supply and the exchange rate will rise

4) A depreciation of a currency occurs when:

A. The value of the currency falls

B. The value of the currency increases

C. Inflation falls

D. The balance of payments improves

5) An appreciation of the currency may occur if:

A. Domestic interest rates fall

B. There is an increase in demand for imports

C. There is an increase in demand for exports

D. There is an increase in the balance of payments deficit



6) Given the table below, which statement is true?

	Country
	Labor Hours Need to Produce a Unit of 

Carpets
	Labor Hours Need to Produce a Unit of 

Staples

	Turkey
	7
	14

	England
	8
	8


A. Turkey has the absolute advantage in both products

B. England has the comparative advantage in staples and Turkey has the comparative advantage in carpets.

C. Turkey has the comparative advantage in staples while England has the comparative advantage in carpets. 

D. England has the absolute advantage in both products.

7) If there is an increase in the demand for American goods in Finland then:

A. The value of the dollar will increase and the value of the euro will be unaffected

B. The value of the euro will increase and the value of the dollar will decrease

C. The value of the dollar will increase and the value of the euro will increase

D. The value of the euro will decrease and the value of the dollar will increase

8) A trade deficit occurs when:

A. Exports exceed imports

B. Imports exceed exports

C. The value of currency in one country is less the value of currency in another country

D. Exports are equal to imports

9) Labor productivity coefficients for the US and Brazil are given by the following table: 

	Country 
	Wheat 
	Clothing 
	Labor Endowment 

	United States 
	2 
	8 
	100 

	Brazil 
	1 
	2 
	120 


What is the opportunity cost of clothing in the US and in Brazil?
A. The opportunity cost of a unit of clothing in the US is 1/4 a bushel of wheat; in Brazil it is 1/2 bushel.
B. The opportunity cost of a unit of clothing in the US is 1/2 a bushel of wheat; in Brazil it is 1/4 bushel

C. The opportunity cost of a unit of clothing in the US is 1 bushel of wheat; in Brazil it is 1/8 bushel.

D. The opportunity cost of a unit of clothing in the US is 4 bushels of wheat; in Brazil it is 2 bushels.
10) Which of the following is true?

A. Exporters like having a strong currency

B. Importers like having a weak currency

C. Exporters like having a weak currency

D. Importers like having an unstable currency

11) Which of the following is a consequence of a protective tariff on imported steel?

A. Allocative Efficiency is improved

B. Aggregate supply increased

C. Income is transferred from steel consumers to steel producers

D. Net exports fall

E. Income is transferred from domestic steel to foreign steel producers

12) Oh no! The United States has a negative balance in the current account. With this information, we conclude that…

A. There is a trade deficit

B. There is a capital account deficit

C. There is a capital account surplus

D. There is a current account surplus

E. More US dollars are being sent abroad than foreign currencies are being sent to the US

13) Supposed the domestic price of bean seeds is $7.50 per packet in the United States while the world price is $8.00 per packet. Assuming no transportation costs, the United States will:

A. Have a domestic shortage of bean seeds

B. Export bean seeds

C. Import bean seeds

D. Neither export nor import bean seeds

E. Assume and advantage in rice

14) Compared to the euro, dollars are becoming less valuable.  All of the following are possible reasons for this except:
A. An increase in the demand for Japanese karaoke machines all over the US

B. The US quota for imports was increased a few years ago and is hardly an effective barrier today

C. Europe is undergoing greater economic expansion compared to the US

D. Europe has been exporting more goods around the world. 

15) If the US wanted to reverse the depreciating dollar, which is most effective?

A. Increasing protective tariffs

B. Making more dollars

C. Setting lower import quotas

D. Directing more resources towards national defense

Refer to the below graph for Questions 16-18. 









16) If this market were not open to international trade, what would the price and quantity be?

A. $6, 30 units

B. $12, 60 units

C.  $8, 80 units

D. cannot be determined

17) At a world price of $6, a $2 tariff is added, how much are foreign producers making after tax?

A. $240

B. $480

C. $640

D. $720

18) How much do foreign producers lose to the government?

A. $300

B. $200

C. $160

D. $80

19) Does any country have a comparative advantage in either product?

Country A
Skyscrapers: 0
   25
50
75
100

Computers: 80   60
40
20
0

Country B
Skyscrapers: 0
   23
46
69
92

Computers: 80   60
40
20
0
1. No, the countries are equal.

2. Yes, Country A in Skyscrapers.

3. Indeterminate, not enough information.

4. Yes, Country B in Skyscrapers.

20) In the above sample, does either country experience gains from trade?

A. Yes, in Computers.

B.  Yes, in Skyscrapers.

C.  No, they are the same as before the trade.

D.  No, they lost production through trade.

21) Which is a reason a country could fail in isolationism (not trading with any other country)?

A. No exports would depreciate the value of the domestic currency relative to foreign currencies.

B. The country would not be able to efficiently produce all the items the country needs because it wouldn’t specialize.

C. No imports would depreciate the value of the domestic currency relative to foreign currencies.

D. Labor costs too much and would cause all products to become very expensive.

22) If Japan wanted 1,000 beans in order to export 10 karaoke machines, what would be the terms of trade?

A. 1,000 beans : 1 karaoke machine

B. 10,000 beans : 10 karaoke machines

C. 1,000 beans : 10 karaoke machines

D. 10,000 beans : 1 karaoke machine

23) Say the US dollar and Chinese yuan are traded in flexible currency markets, then which of the following causes an appreciation of the dollar relative to the Chinese yuan?

A. Lower interest rates in the US relative to China

B. Lower price levels in China relative to the US

C. Growing American preference to consume more Chinese-made goods

D. Speculation that the Chinese will decrease the money supply

E. Rising per capita GDP in China, increasing imports from the US

Refer to the table to answer Question 24

Country A production possibilities:




A
B
C
D
E
Baseballs
60
45
30
15
0

Bats


0
15
30
45
60

Country B production possibilities:



A
B
C
D
E

Baseballs
20
15
10
5
0

Bats

0
15
30
45
60

24) If trade occurs between Country A and Country B, which pairing of country and product is correct? 

A. Country A should produce bats

B. Country B should produce baseballs

C. Neither should produce

D. Country A should produce baseballs 

E.  Both should produce both products to maximize efficiency

25) A new fashion trend is sweeping young populations around the world, so that teenagers all over the globe desire a brand new leather jacket. A country, Germania, can domestically produce 75 units of leather coats. However, the teenagers rally, telling manufacturers that they want 200 new leather jackets total. What does Germania do?

A. Tell them to give up: trends never last

B. Import 150 new leather jackets

C. Import 200 new leather jackets

D. Import 75 new leather jackets

E. Import 125 new leather jackets
Answer Key: 

1. A

2. B

3. C

4. A

5. C

6. C

7. D

8. B

9. A

10. C

11. C

12. E

13. B

14. C

15. C

16. B

17. A

18. D

19. B

20. C 

21. B   

22. C

23. E

24. D

25. E

Websites to Reference

1. http://www.econ.washington.edu/user/haideh/Chapter%202%20MC-%20Ricardo-2009.pdf
2. http://www.oup.com/uk/orc/bin/9780199296378/01student/mcqs/unit30/
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Period 5

Foreign Trade Questions

1. If the value of the pound in other currencies is strong:

MACROBUTTON HTMLDirect 
  a) The price of UK products abroad in foreign currency will fall 

MACROBUTTON HTMLDirect 
  b) The price of UK products abroad in foreign currency will rise

MACROBUTTON HTMLDirect 
  c) The price of UK products in the UK will rise 

MACROBUTTON HTMLDirect 
  d) The price of UK products in the UK will fall 

MACROBUTTON HTMLDirect 
  

2. If the value of the pound in other currencies rises:

MACROBUTTON HTMLDirect 
  a) The spending on UK exports in pounds must rise 

MACROBUTTON HTMLDirect 
  b) The spending on UK exports in foreign currency will rise if demand is price elastic 

MACROBUTTON HTMLDirect 
  c) The demand for UK exports will rise 

MACROBUTTON HTMLDirect 
  d) The spending on UK exports in foreign currency will fall if demand for UK exports is price elastic 

MACROBUTTON HTMLDirect 
  

3. The supply of pounds to the currency market will be upward sloping if:

MACROBUTTON HTMLDirect 
  a) The demand for UK exports is price elastic 

MACROBUTTON HTMLDirect 
  b) The demand for UK exports is price inelastic 

MACROBUTTON HTMLDirect 
  c) The demand for imports into the UK is price elastic 

MACROBUTTON HTMLDirect 
  d) The demand for imports into the UK is price inelastic 

MACROBUTTON HTMLDirect 
  

4. A fall in the value of the pound is likely to decrease spending on imports if:

MACROBUTTON HTMLDirect 
  a) The price elasticity of demand for imports is price elastic 

MACROBUTTON HTMLDirect 
  b) The price elasticity of demand for imports is price inelastic 

MACROBUTTON HTMLDirect 
  c) The price elasticity of demand for imports has a unit price elasticity 

MACROBUTTON HTMLDirect 
  d) The price elasticity of demand for exports is price elastic 

MACROBUTTON HTMLDirect 
  

5. If the exchange rate is above the equilibrium level:

MACROBUTTON HTMLDirect 
  a) There is excess demand and the exchange rate will fall 

MACROBUTTON HTMLDirect 
  b) There is excess supply and the exchange rate will fall 

MACROBUTTON HTMLDirect 
  c) There is excess demand and the exchange rate will rise 

MACROBUTTON HTMLDirect 
  d) There is excess supply and the exchange rate will rise 

MACROBUTTON HTMLDirect 
  

6. If the exchange rate is below the equilibrium level:

MACROBUTTON HTMLDirect 
  a) There is excess demand and the exchange rate will fall 

MACROBUTTON HTMLDirect 
  b) There is excess supply and the exchange rate will fall 

MACROBUTTON HTMLDirect 
  c) There is excess demand and the exchange rate will rise 

MACROBUTTON HTMLDirect 
  d) There is excess supply and the exchange rate will rise 

MACROBUTTON HTMLDirect 
  

7. To prevent the exchange rate rising the government could:

MACROBUTTON HTMLDirect 
  a) Sell its own currency 

MACROBUTTON HTMLDirect 
  b) Increase interest rates 

MACROBUTTON HTMLDirect 
  c) Buy its own currency 

MACROBUTTON HTMLDirect 
  d) Sell foreign currency 

MACROBUTTON HTMLDirect 
  

8. A depreciation of a currency occurs when:

MACROBUTTON HTMLDirect 
  a) The value of the currency falls 

MACROBUTTON HTMLDirect 
  b) The value of the currency increases 

MACROBUTTON HTMLDirect 
  c) Inflation falls 

MACROBUTTON HTMLDirect 
  d) The balance of payments improves 

MACROBUTTON HTMLDirect 
  

9. An appreciation of the currency may occur if:

MACROBUTTON HTMLDirect 
  a) Domestic interest rates fall 

MACROBUTTON HTMLDirect 
  b) There is an increase in demand for imports 

MACROBUTTON HTMLDirect 
  c) There is an increase in demand for exports 

MACROBUTTON HTMLDirect 
  d) There is an increase in the balance of payments deficit 

MACROBUTTON HTMLDirect 
  

10. A fall in the external value of a currency:

MACROBUTTON HTMLDirect 
  a) May cause an outward shift in the demand for the currency 

MACROBUTTON HTMLDirect 
  b) May cause an inward shift in the supply for the currency 

MACROBUTTON HTMLDirect 
  c) May lead to a movement along the demand curve for a currency 

MACROBUTTON HTMLDirect 
  d) May be due to a increase in demand for the country's exports 
11. Which of the following is not an argument for protectionism?

MACROBUTTON HTMLDirect 
  a) To protect infant industries 

MACROBUTTON HTMLDirect 
  b) To increase the level of imports 

MACROBUTTON HTMLDirect 
  c) To protect strategic industries 

MACROBUTTON HTMLDirect 
  d) To improve the balance of payments 

MACROBUTTON HTMLDirect 
  

12. A demand switching policy could be

MACROBUTTON HTMLDirect 
  a) Higher interest rates 

MACROBUTTON HTMLDirect 
  b) Higher income tax 

MACROBUTTON HTMLDirect 
  c) Tariffs 

MACROBUTTON HTMLDirect 
  d) Reduced government spending 

MACROBUTTON HTMLDirect 
  

13. Free trade is based on the principle of:

MACROBUTTON HTMLDirect 
  a) Comparative advantage 

MACROBUTTON HTMLDirect 
  b) Comparative scale 

MACROBUTTON HTMLDirect 
  c) Economies of advantage 

MACROBUTTON HTMLDirect 
  d) Production possibility advantage 

MACROBUTTON HTMLDirect 
  

14. If a country can produce 10 of product A or 4 of product B the opportunity cost of 1B is:

MACROBUTTON HTMLDirect 
  a) 0.4A 

MACROBUTTON HTMLDirect 
  b) 2.5A 

MACROBUTTON HTMLDirect 
  c) 10A 

MACROBUTTON HTMLDirect 
  d) 1B 

MACROBUTTON HTMLDirect 
  

15. Tariffs:

MACROBUTTON HTMLDirect 
  a) Decrease the domestic price of a product 

MACROBUTTON HTMLDirect 
  b) Increase government earnings from tax 

MACROBUTTON HTMLDirect 
  c) Increase the quantity of imports 

MACROBUTTON HTMLDirect 
  d) Decrease domestic production 

MACROBUTTON HTMLDirect 
  

16. The terms of trade measure:

MACROBUTTON HTMLDirect 
  a) The income of one country compared to another 

MACROBUTTON HTMLDirect 
  b) The GDP of one country compared to another 

MACROBUTTON HTMLDirect 
  c) The quantity of exports of one country compared to another 

MACROBUTTON HTMLDirect 
  d) Export prices compared to import prices 

MACROBUTTON HTMLDirect 
  

17. In a floating exchange rate system:

MACROBUTTON HTMLDirect 
  a) The government intervenes to influence the exchange rate 

MACROBUTTON HTMLDirect 
  b) The exchange rate should adjust to equate the supply and demand of the currency 

MACROBUTTON HTMLDirect 
  c) The Balance of Payments should always be in surplus 

MACROBUTTON HTMLDirect 
  d) The Balance of payments will always equal the government budget 

MACROBUTTON HTMLDirect 
  

18. The marginal propensity to consume is equal to:

MACROBUTTON HTMLDirect 
  a) Total spending / total consumption 

MACROBUTTON HTMLDirect 
  b) Total consumption / total income 

MACROBUTTON HTMLDirect 
  c) Change in consumption / change in income 

MACROBUTTON HTMLDirect 
  d) Change in consumption / change in savings 

MACROBUTTON HTMLDirect 
  

19. If there is a balance of payments deficit then in a floating exchange rate system:

MACROBUTTON HTMLDirect 
  a) The external value of the currency would tend to fall 

MACROBUTTON HTMLDirect 
  b) The external value of the currency would tend to rise 

MACROBUTTON HTMLDirect 
  c) The injections from trade are greater than the withdrawals 

MACROBUTTON HTMLDirect 
  d) Aggregate demand is increasing 

MACROBUTTON HTMLDirect 
  

20. To prevent the external value of the currency from falling the government might:

MACROBUTTON HTMLDirect 
  a) Reduce interest rates 

MACROBUTTON HTMLDirect 
  b) Sell its own currency 

MACROBUTTON HTMLDirect 
  c) Buy its own currency with foreign reserves 

MACROBUTTON HTMLDirect 
  d) Increase its own spending

21. What is NOT an economic of the tariff in international trade?

a) Consumers pay higher prices and consume less

b) Consumer surplus is lost

c) Domestic producers increase output

d) Increasing imports

22. What is an excise tax levies on goods that are not produced in the domestic market?

a) Revenue tariff

b) Protective tariff

c) Sales tax

d) Export tariff

23. If an American traveler studies abroad in Europe, what is the effect?

a) The American dollar appreciates

b) The Euro depreciates

c) The Euro appreciates

d) The demand for the dollar goes up

24. True or false, tariffs and quotas share many of the same economic effects

25. True or false tariffs collect revenue for the government while quotas do not

26. True or false, both tariffs and quotas reallocate economic resources toward inefficient producers

27. True or False Both tariffs and quotas do not protect inefficient domestic producers at the expense of efficient foreign firms

28. True or false tariffs and quotas do not hurt consumers with artificially high prices and lower consumer surplus

29. What is a summary of the payments received by the United States from foreign countries and the payments sent by the US to foreign countries?

a) Balance of payments statement

b) Official reserved account

c) Capital or financial account

d) Current account

30. The united state produces rice in a competitive market. With free trade, the world price is lower than domestic price what must be true?

a) The United States begins to import rice to make up for domestic shortage

b) The United States begins to export rice to make up for domestic shortage

c) The United States begins to import rice to eliminate a domestic surplus

d) The United States begins to export rice to eliminate a domestic surplus

31. If the U.S. dollar and Chinese Yuan are trade in flexible currency markets. Which of the following causes and appreciation of the dollar relative to the Chinese Yuan

a) Lower interest rates in the United States relative to china

b) Lower price levels in china relative to the United States

c) Growing American preference to consume more Chinese made goods

d) Rising per capita GDP in chine increasing imports from the U.S.

e) Speculation that the Chinese will decrease the money supply

32. You hear that the United States has a negative balance in the current account. With this information we conclude that

a) There is a trade deficit

b) There is a capital account deficit

c) There is a capital account surplus

d) More U.S. dollars are being sent abroad that foreign currencies are being sent to the U.S.

e) There is a trade surplus

33. Which of the following is a consequence of a protective tariff on imported steel

a) Net exports fall

b) Income is transferred from steel consumers to steel producers

c) Allocative efficiency is improved

d) Income is transferred from domestic steel to foreign steel producers

e) Aggregate supply increases

34. If the Japanese’s economy suffers a deep, prolonged recession, in what ways would U.S. net exports and the values of the dollar and yen change?


U.S. net exports


Value of dollar


Value of yen

a) Decrease

Increase

Increase

b) Decrease

Decrease

Decrease

c) Decrease

Decrease

Increase

d) Increase

Decrease

Increase

e) Increase

Increase

Increase

35. When the United States places an import quota on imported sugar, we expect which of the following effects?

a) Consumers seek substitutes for sugar and products that use sugar

b) Consumers consumer more sugar and products that use sugar

c) The supply of sugar increases

d) Net exports in the United States fall

e) The government collects revenue on every ton of imported sugar

36. If the economy is in a recession, the money supply should be

a) Increased

b) Decreased

c) Hoarded

d) Constant

37. Changes in the money supply to fight recessions or inflations is called

a) Economy stimulation

b) Monetary policy

c) Government policy

d) Corporation policy

38. Which of the following could cause the aggregate demand curve to shift to the left?

a) An increase in the money supply

b) Contractionary demand management policies

c) Expansionary demand management policies

d) Increase in government spending

e) None of the above

39. A balance of trade surplus can be the result of

a) A loose monetary policy

b) Foreigners having no taste for this country’s products

c) An appreciation of the country’s currency

d) Low levels of income relative to other nations

e) High domestic prices

40. One strategy a corporation may use to gain market share in a foreign market is

a) Raising the price of its product

b) Convincing its government to put an import tariff on the product

c) Convincing its government to place a quota on the product

d) Cornering

e) Dumping

41. Tariffs and quotas

a) Result in higher domestic prices

b) Promote trade between nations

c) Do not necessarily affect domestic prices

d) Affect domestic prices: the former raises them while the latter lowers them

e) Are ways to fight inflation

42. Tariffs and quotas

a) Result in lower domestic prices

b) Sometimes raise and sometimes lower the amount of the product sold domestically

c) Lower the amount of the product sold domestically

d) Raise the amount of the product sold domestically

e) Do not affect domestic prices or quantities

43. Which of the following is NOT an argument for restricting trade?

a) To protect infant industry

b) To promote employment

c) To fight inflation

d) To promote a diversity of industries

e) To prevent dumping

44. A balance of payments deficit means that a country has

a) Imported more than it has exported

b) Exported more than it has imported

c) Taken in more money than it has sent abroad

d) Lowered its official reserve position

e) Lost gold to foreign nations

45. If a country has a negative value on its current account; then it must 

a) Pay that amount to its trading partners

b) Have a positive value of equal magnitude on its capital account

c) Depreciate its currency

d) Appreciate its currency

e) Send gold abroad

46. With a managed float

a) Countries occasionally intervene in foreign exchange markets

b) Countries never have to intervene in foreign exchange markets

c) Countries must constantly intervene to maintain the value of their currencies

d) Exchange rates are fixed

e) Each currency is worth a stated amount of gold

47. An expansionary monetary policy tends to

a) Improve the balance of trade

b) Have no effect on imports

c) Worsen the balance of trade

d) Have no effect on exports

e) Have an ambiguous effect on the balance of trade

48. In the balance of payments, the trade balance

a) Is ignored

b) Appears in the capital account

c) Appears in the current account

d) Is included in the official reserves

e) Is counted as part of “net transfers”

49. If interest rates rise in the United States relative to other nations, then

a) The value of the dollar will tend to appreciate

b) The value of the dollar will tend to depreciate

c) Exchange rates will be affected but not the value of the dollar

d) The exchange rate will not be affected

e) The balance of trade will tend toward a surplus

50. If the demand for our exports rises while our tastes for foreign goods falls off, then

a) The value of the dollar will tend to appreciate

b) The value of the dollar will tend to depreciate

c) Exchange rates will be affected but not the value of the dollar

d) The exchange rate will not be affected

e) The balance of trade will tend toward a surplus

Answers:

1. B

2. D

3. C

4. B

5. B

6. C

7. A

8. A

9. C

10. C

11. B

12. C

13. A

14. B

15. B

16. D

17. B

18. C

19. A

20. C

21. D

22. A

23. C

24. TRUE

25. TRUE

26. TRUE

27. FALSE

28. FALSE

29. A

30. A

31. D

32. D

33. B

34. C

35. A

36. A

37. B

38. B

39. D

40. E

41. A

42. C

43. C

44. D

45. B

46. A

47. C

48. C

49. A

50. A

5 Steps to a 5

Barons

http://www.oup.com/uk/orc/bin/9780199296378/01student/mcqs/
Practice Questions:

1) Trade between two countries can benefit both countries if 
A. each country exports that good in which it has a comparative advantage.  
B. each country enjoys superior terms of trade. 
C. each country has a more elastic demand for the imported goods. 
D. each country has a more elastic supply for the supplied goods. 
E. Both C and D. 
2) If a production possibilities curve is bowed out (concave to the origin), then production occurs under conditions of 
A. constant opportunity costs. 
B. increasing opportunity costs. 
C. decreasing opportunity costs. 
D. infinite opportunity costs. 
E. None of the above. 
3) If the exchange rate is below the equilibrium level:

A. There is excess demand and the exchange rate will fall

B. There is excess supply and the exchange rate will fall

C. There is excess demand and the exchange rate will rise

D. There is excess supply and the exchange rate will rise

4) A depreciation of a currency occurs when:

A. The value of the currency falls

B. The value of the currency increases

C. Inflation falls

D. The balance of payments improves

5) An appreciation of the currency may occur if:

A. Domestic interest rates fall

B. There is an increase in demand for imports

C. There is an increase in demand for exports

D. There is an increase in the balance of payments deficit



6) Given the table below, which statement is true?

	Country
	Labor Hours Need to Produce a Unit of 

Carpets
	Labor Hours Need to Produce a Unit of 

Staples

	Turkey
	7
	14

	England
	8
	8


E. Turkey has the absolute advantage in both products

F. England has the comparative advantage in staples and Turkey has the comparative advantage in carpets.

G. Turkey has the comparative advantage in staples while England has the comparative advantage in carpets. 

H. England has the absolute advantage in both products.

7) If there is an increase in the demand for American goods in Finland then:

E. The value of the dollar will increase and the value of the euro will be unaffected

F. The value of the euro will increase and the value of the dollar will decrease

G. The value of the dollar will increase and the value of the euro will increase

H. The value of the euro will decrease and the value of the dollar will increase

8) A trade deficit occurs when:

A. Exports exceed imports

E. Imports exceed exports

F. The value of currency in one country is less the value of currency in another country

G. Exports are equal to imports

9) Labor productivity coefficients for the US and Brazil are given by the following table: 

	Country 
	Wheat 
	Clothing 
	Labor Endowment 

	United States 
	2 
	8 
	100 

	Brazil 
	1 
	2 
	120 


What is the opportunity cost of clothing in the US and in Brazil?
A. The opportunity cost of a unit of clothing in the US is 1/4 a bushel of wheat; in Brazil it is 1/2 bushel.
B. The opportunity cost of a unit of clothing in the US is 1/2 a bushel of wheat; in Brazil it is 1/4 bushel

C. The opportunity cost of a unit of clothing in the US is 1 bushel of wheat; in Brazil it is 1/8 bushel.

D. The opportunity cost of a unit of clothing in the US is 4 bushels of wheat; in Brazil it is 2 bushels.
10) Which of the following is true?

A. Exporters like having a strong currency

B. Importers like having a weak currency

C. Exporters like having a weak currency

D. Importers like having an unstable currency

11) Which of the following is a consequence of a protective tariff on imported steel?

A. Allocative Efficiency is improved

B. Aggregate supply increased

C. Income is transferred from steel consumers to steel producers

D. Net exports fall

E. Income is transferred from domestic steel to foreign steel producers

12) Oh no! The United States has a negative balance in the current account. With this information, we conclude that…

A. There is a trade deficit

B. There is a capital account deficit

C. There is a capital account surplus

D. There is a current account surplus

E. More US dollars are being sent abroad than foreign currencies are being sent to the US

13) Supposed the domestic price of bean seeds is $7.50 per packet in the United States while the world price is $8.00 per packet. Assuming no transportation costs, the United States will:

A. Have a domestic shortage of bean seeds

B. Export bean seeds

C. Import bean seeds

D. Neither export nor import bean seeds

E. Assume and advantage in rice

14) Compared to the euro, dollars are becoming less valuable.  All of the following are possible reasons for this except:
A. An increase in the demand for Japanese karaoke machines all over the US

B. The US quota for imports was increased a few years ago and is hardly an effective barrier today

C. Europe is undergoing greater economic expansion compared to the US

D. Europe has been exporting more goods around the world. 

15) If the US wanted to reverse the depreciating dollar, which is most effective?

E. Increasing protective tariffs

F. Making more dollars

G. Setting lower import quotas

H. Directing more resources towards national defense

Refer to the below graph for Questions 16-18. 









16) If this market were not open to international trade, what would the price and quantity be?

E. $6, 30 units

F. $12, 60 units

G.  $8, 80 units

H. cannot be determined

17) At a world price of $6, a $2 tariff is added, how much are foreign producers making after tax?

A. $240

B. $480

C. $640

D. $720

18) How much do foreign producers lose to the government?

A. $300

B. $200

C. $160

D. $80

19) Does any country have a comparative advantage in either product?

Country A
Skyscrapers: 0
   25
50
75
100

Computers: 80   60
40
20
0

Country B
Skyscrapers: 0
   23
46
69
92

Computers: 80   60
40
20
0
5. No, the countries are equal.

6. Yes, Country A in Skyscrapers.

7. Indeterminate, not enough information.

8. Yes, Country B in Skyscrapers.

20) In the above sample, does either country experience gains from trade?

E. Yes, in Computers.

F.  Yes, in Skyscrapers.

G.  No, they are the same as before the trade.

H.  No, they lost production through trade.

21) Which is a reason a country could fail in isolationism (not trading with any other country)?

E. No exports would depreciate the value of the domestic currency relative to foreign currencies.

F. The country would not be able to efficiently produce all the items the country needs because it wouldn’t specialize.

G. No imports would depreciate the value of the domestic currency relative to foreign currencies.

H. Labor costs too much and would cause all products to become very expensive.

22) If Japan wanted 1,000 beans in order to export 10 karaoke machines, what would be the terms of trade?

E. 1,000 beans : 1 karaoke machine

F. 10,000 beans : 10 karaoke machines

G. 1,000 beans : 10 karaoke machines

H. 10,000 beans : 1 karaoke machine

23) Say the US dollar and Chinese yuan are traded in flexible currency markets, then which of the following causes an appreciation of the dollar relative to the Chinese yuan?

A. Lower interest rates in the US relative to China

B. Lower price levels in China relative to the US

C. Growing American preference to consume more Chinese-made goods

D. Speculation that the Chinese will decrease the money supply

E. Rising per capita GDP in China, increasing imports from the US

Refer to the table to answer Question 24

Country A production possibilities:




A
B
C
D
E
Baseballs
60
45
30
15
0

Bats


0
15
30
45
60

Country B production possibilities:



A
B
C
D
E

Baseballs
20
15
10
5
0

Bats

0
15
30
45
60

24) If trade occurs between Country A and Country B, which pairing of country and product is correct? 

A. Country A should produce bats

B. Country B should produce baseballs

C. Neither should produce

D. Country A should produce baseballs 

E.  Both should produce both products to maximize efficiency

25) A new fashion trend is sweeping young populations around the world, so that teenagers all over the globe desire a brand new leather jacket. A country, Germania, can domestically produce 75 units of leather coats. However, the teenagers rally, telling manufacturers that they want 200 new leather jackets total. What does Germania do?

A. Tell them to give up: trends never last

B. Import 150 new leather jackets

C. Import 200 new leather jackets

D. Import 75 new leather jackets

E. Import 125 new leather jackets
Answer Key: 

26. A

27. B

28. C

29. A

30. C

31. C

32. D

33. B

34. A

35. C

36. C

37. E

38. B

39. C

40. C

41. B

42. A

43. D

44. B

45. C 

46. B   

47. C

48. E

49. D

50. E

Websites to Reference

3. http://www.econ.washington.edu/user/haideh/Chapter%202%20MC-%20Ricardo-2009.pdf
4. http://www.oup.com/uk/orc/bin/9780199296378/01student/mcqs/unit30/
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Think in terms of how much it will cost to produce the product. You want to produce the product with the least cost (marginal opportunity production cost.)





Result: Lilliput will produce guns and Blefuscu will produce butter. 
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