Lecture 10: Trade
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1. The Mercantilists did NOT advocate:

e Free trade
e Stimulating the nation’s exports
e The accumulation of gold by the

nation
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According to the theory of comparative
advantage, which of the following is not a
reason why countries trade?

Exports give a country a political
advantage over other countries that export
less

Costs are higher in one country than in
another.

Prices are lower in one country than in
another.
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e What is absolute advantage of
trade?

e One country produces at least cost.

e Two countries produce comparable
goods.

e Two countries produce distinctively
different goods.
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If a country has an absolute advantage in
two products and has a comparative
advantage in only one product, what
should it do

Specialize in the product it has a
comparative advantage in and import the
other.

Produce both products and export the most
expansive and import the cheapest.

Produce both products and export them to
maximize its returns.
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The Mercantilists believed:

that international trade was a zero-sum game.
that maximizing a country’s imports would
improve its welfare.

that exports were detrimental to a country’s
economy
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If Canada imposes a tariff on bananas and
if none are grown in Canada, this tariff has

bl gl A. only revenue effects
Jadh dles ol e only protective effects
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A tax on imports defined as a percentage of
the value of the good

An import tax that must be paid in kind
(giving the government the good itself).
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A tax of 15 percent per imported item is an
example of a(an)

ad valorem tariff.

specific tariff.

compound tariff
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---------- is a direct quantitative restriction
on the amount of a commodity allowed to
be imported, imposed by importing
countries

Quota

Dumping

Subsidies
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5. Is an international
agreement that shows that an exporting
country voluntarily agrees to restrict its

exports
e Voluntary Export Restraint (VER)
e Quota
e Subsidies
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If a country has a comparative advantage in
the production of a particular good, its
opportunity cost of producing that good is
lower than the opportunity cost for the
trading partner for producing the same good.
True
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According to Adam Smith, international trade
is based on comparative advantage. False
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The theory of absolute advantage was first
proposed by Adam Smith. True
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Exports are desirable according to
mercantilist. True
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With a compound tariff, a domestic importer
of an automobile might be required to pay a
duty of $300 plus 10 percent of the value of the
automobile. True
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Compound tariff is a combination of an ad
valorem and specific tariff .True
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VER is a direct quantitative restriction on the
amount of a commaodity allowed to be
imported, imposed by importing countries
False
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Predatory dumping is a foreign firm pricing
its product in such a manner to drive domestic
firms out of business. True
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The purpose of a revenue tariff is to protect
domestic producers from foreign competition.
False
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Domestic producers of the goods produced




Lecture 10: Trade

A JA)) Acdliall (1 agaani LY 458 jaad) benefits from tariff protection. True
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International trade can raise a nation's standard of living through the flow : (% dai¥L) des glI**
** of goods and services across borders
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Mercantilism believes that a nation's wealth depends on its stock of gold :(%a_sai¥l) des jlI**
**.and silver
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Absolute advantage refers to a country's ability to produce a good at a (4 laiYl) das jll**
** lower absolute cost compared to another country
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Quotas are quantitative restrictions on the amount of goods allowed to be (% daY0) das jill**
** imported

**6‘4 :"‘ ) n a_)l%}“**

**(Slide Number 32) :daq all &8 **

w1l 5 all 5 laill 586 acs (s ladl) cadal (i all) Jisud®* 6
** Mercantilism fully supports the idea of free trade (% slaiYh) das jill**
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Comparative advantage is based on the opportunity cost of producing (4 laiyYl) das jli**
** goods
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Dumping is selling a good in a foreign market at a higher price than in the (A slaYL) 4as plI**
** domestic market
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Ad valorem tariffs are calculated as a percentage of the value of the (% daiYU) das alI**
** imported good
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** Voluntary Export Restraints (VERs) are imposed by importing countries :(%_daiY) das jill**
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International cartels aim to restrict production and exports to maximize (& laiyl) des jli**
** total profits
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** Compound tariffs combine specific and ad valorem tariffs :(_slai¥l) des gli**
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Persistent dumping is the continuous sale of a good in a foreign market at (% slai¥l) daa jli**
** below cost
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Protective tariffs aim to shield domestic industries from foreign (& slai¥L) das jll**
** competition
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Export subsidies are payments made by the government to boost exports (% daiY) das yill**
** and are completely legal under international agreements
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Revenue tariffs are designed to generate government income rather than (4 alaiyh) des ili**
** protect domestic industries
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Comparative advantage allows countries to benefit from trade even if (% ada3Y0) das yill**
** they have an absolute disadvantage in producing all goods

**G‘A :" ) “ a—ﬂé‘g\**

**(Slide Number 15) :asy il o8 j**



