Lecture 10: Trade
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According to mercantilist thought, what was the primary goal of international trade?

A) Increase the nation’s gold reserves v/
B) Promote free trade
C) Reduce exports
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Comparative advantage is based on:

A) Opportunity cost v
B) Total output quantity
C) Available capital
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If a country produces a good more efficiently and at a lower cost than any other, it has:

A) Absolute advantage v/
B) Only comparative advantage
C) Price competitiveness
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If a tariff is imposed on a good not produced domestically, the primary aim is:

A) Revenue generation v/
B) Domestic protection
C) Export promotion
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Which of the following is an example of an ad valorem tariff?
A) 20% of the value of the imported good v/

B) $50 per imported unit

C) $10 on shipping
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A compound tariff is made up of:

A) A specific tariff + an ad valorem tariff v
B) Only a specific tariff

C) Only a proportional tariff
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Quotas result in:

A) Directly limiting the imported quantity v/

B) Automatically increasing domestic production
C) Reducing customs taxes
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Voluntary export restraints are agreements that:

A) Limit the exporting country’s exports voluntarily v/
B) Limit only the importing country’s imports

C) Are imposed by the WTO
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Dumping occurs when:

A) A foreign firm sells a good below cost to drive out local competitors v/
B) A country increases tariffs on imports
C) A country reduces its exports
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In comparative advantage theory, trade benefits:

A) Both parties v/
B) Only the higher producing country
C) The country with the largest natural resources
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One goal of a protective tariff is to:
A) Protect domestic producers v/
B) Only increase exports

C) Reduce government spending
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According to Adam Smith, the basis for international trade is:

A) Absolute advantage v/
B) Comparative advantage
C) Monopoly advantage
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Mercantilists opposed free trade and emphasized gold accumulation.
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Absolute advantage means a country produces a good more efficiently
than others. <7
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Comparative advantage depends on opportunity cost, not absolute
efficiency. ¥
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A specific tariff is a fixed amount per unit, not a percentage of value.
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An ad valorem tariff is based on the value of imports, not quantity. X
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A compound tariff is a combination of specific and ad valorem tariffs.
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Quotas directly limit the quantity of imports. &/
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VERSs are agreements, not always forcibly imposed by the importing
country. X
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Dumping can drive domestic producers out of the market. </
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International trade under comparative advantage benefits both parties.
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Tariffs can also protect domestic producers, not just generate revenue.
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Absolute advantage theory does not require countries to produce all
goods equally. X



