Multiple Choice Self-Test on Trade Theory and Policy

This test will check your understanding of basic concepts and theories in Part 1 of the book. The questions are fairly easy so you should aim to get 100 per cent correct answers! For each question only one answer is correct. The correct answers can be found in the file named mcq_ans_part1.doc on the website at www.booksites.net/ingham.

1.
Adam Smith

(a)
favoured widespread government intervention

(b)
advocated monopoly

(c)
emphasised the importance of specialisation

(d)
all of the above

2.
Wealth of Nations was published

(a)
in l776

(b)
in l876

(c)
in l796

(d)
in l676

3.
An economy can increase its per capita income by

(a)
investing in research and development

(b)
devoting more resources to the production of capital goods

(c)
specialisation and exchange

(d)
all of the above

4.
The key difference between tariffs and quotas is that only tariffs

(a)
reduce trade

(b)
raise prices

(c)
provide the government with revenue

(d)
reduce per capita income

5.
Which of the following is not a reason for specialisation and trade?

(a)
learning by doing

(b)
differences in tastes and preferences

(c)
the need for self-sufficiency

(d)
productivity differences between countries

6.
Ricardo's theory of trade is based on

(a)
differences in factor endowments

(b)
differences in comparative costs

(c)
differences in transport costs

(d)
differences in technology

7.
The Heckscher-Ohlin theory asserts that trade depends on

(a)
differences in relative factor endowments

(b)
economies of scale

(c)
differences in production functions between countries

(d)
differences in technology

8.
According to the Heckscher-Ohlin theory, a country will export

(a)
goods which utilise intensively the relatively abundant factor

(b)
goods which utilise intensively the relatively scarce factor

(c)
goods which are relatively capital intensive

(d)
goods which are relatively labour intensive

9.
According to the Heckscher-Ohlin theory, trade comes about because

(a)
capital is mobile internationally but labour is immobile

(b)
capital is immobile internationally but labour is mobile

(c)
both labour and capital are immobile

(d)
both labour and capital are mobile

10.
A trade bloc is more likely to ‘divert’ trade if the members of a trade bloc are

(a)
very different in terms of factor endowments

(b)
very similar in terms of factor endowments

(c)
very different politically

(d)
very similar culturally

11.
A trade bloc with a common external tariff, free movement of goods and factors, and integrated fiscal and monetary policies, is

(a)
a customs union

(b)
a free trade area

(c)
a common market

(d)
an economic union

12.
The optimum tariff improves the terms of trade for

(a)
a large importing country

(b)
a large exporting country

(c)
a large importing country not facing retaliation

(d)
a large exporting country not facing retaliation

13.
The dynamic gains from trade can be represented by

(a)
a shift outwards in the production possibility curve

(b)
a move along the production possibility curve

(c)
a move from a point inside the production possibility curve

(d)
none of the above

14.
Trade liberalisation means

(a)
abolishing price controls

(b)
relaxing credit controls

(c)
removing trade protection

(d)
privatisation

15.
The WTO is unlike GATT because

(a)
it is based in Geneva

(b)
it promotes multilateral free trade

(c)
it monitors the trade policies of member nations

(d)
it is a permanent institution


16.
‘Fair trade’ products

(a)
influence income distribution in producer countries

(b)
are produced in developed countries

(c)
are unavailable in shops in developed countries

(d)
do not use locally-sourced inputs

17.
Strategic trade policy

(a)
assumes imperfect competition

(b)
assumes firms are price takers

(c)
assumes no scale economies

(d)
is not supported by economists

18.
The ‘liberal economic order’

(a)
was constructed at Bretton Woods

(b)
refers to multilateral free trade

(c)
was supported by Keynes

(d)
encompasses all of these

