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1. Why would trade be considered a free market breakdown?

2. Country A has a trade deficit of $200 billion with Country B. If the value of Country A’s currency decreases relative to Country B then the trade deficit will be (great than/less than/ or equal to) $200. (holding everything else constant).

3. If the value of the US dollar increases US exports will (increase/decrease) and US imports will (increase/ decrease). 

4. If US imports from Japan are $40 billion and exports to Japan are $30 billion the US has a trade (deficit/surplus/ balance) with Japan of  $_____. 

5. What are the pros and cons of free trade?
6. Why would China fix their currency to the US dollar?

7. How are oil prices and the value of the dollar related?

8. If the value of the dollar decreases, what happens to oil prices?

9. If the value of the dollar decreases, what happens to freight costs and how does that affect trade?

Use the information below to answer questions 10 and 12.
Pakistan’s production with one week of labor:


100 pairs of shoes, or 10 automobiles

Germany’s production with one week of labor:


120 pairs of shoes, or 20 automobiles

10. Based on the numbers provided above 

a. Pakistan has an absolute advantage in the production of both goods

b. Germany has an absolute advantage in the production of both goods

c. Neither country has an absolute advantage in the production of both goods

11. According to the Theory of Comparative Advantage 

a. Pakistan should produce shoes and Germany should produce automobiles

b. Pakistan should produce automobiles and Germany should produce shoes

c. Germany should not trade with Pakistan because of Pakistan’s political stance on terrorism

d. Pakistan should not trade with Germany because of Germany’s Nazi history
12. Would Germany be willing to trade 120 pairs of shoes for 15 automobiles? explain
