
PPSC Economics Topic 5 International Economics

Sr Questions Answers Choice

1 Riskless transactions to take advantage of profit opportunities due to a price differential or a
yield differtial in excess of transaction costs are called.

A. Differential actions
B. Cash transactions
C. Arbitrage
D. Forward transactions

2 When the price of foreign currency the exchange is above the equilibrium level.

A. an excess supply of that currency
exists in the foreign exchange
market.
B. an excess demand for that
currency exists in the foreign
exchange market
C. The supply of foreign exchange
shifts outward to the right
D. the supply of foreign exchange
shifts backward to the left

3 According to the Heckscher - Ohlin model

A. <sup>Every one automatically
gains from trade</sup>
B. The gainers from trade out
number the losers from trade
C. The scarce factor necessary
gains from trade
D. None of the above

4 If export's are a constant proportion of GNP such that E = 18 GNP, find the level of imports
that would represent a zero trade balance when GNP = 10,000

A. 180
B. 555
C. 1,800
D. 5,555

5 A tariff can ___________ raise a country's welfare
A. Never
B. Sometimes
C. always
D. None of the above

6 A primary reason why nations conduct international trade is because.

A. some nations prefer to produce
one thing while others produce
another.
B. Resources are not equally
distributed to all trading nations
C. Trade enhances opportunities to
accumulate profits
D. Interest rates are not identical in
all trading nations

7 A country that is a net international debtor initially experiences a.

A. Larger savings pool available
finance domestic spending
B. Higher interest rate which leads
lower domestic investment.
C. Loss of funds to trading partners
overseas
D. Decrease in tis services exports to
other countire.

8 A nation with a current account deficit will be

A. Lending more money to other
nations
B. Experiencing a surplus in exports
of goods and services
C. Reducing its indebtedness to
other nations
D. Going further into debt with other
nations

9 Which trade theory contends that a country that initially develops and exports a new product
may eventually become an importer of it and may no lorger manufacture the product.

A. Theory of factor endearments
B. Theory of overlapping demands
C. Economies of scale theory
D. Product life cycle theory.

10 The world trade organization is sometimes criticized for all of the following reasons except.

A. If reduces the sovereignty of
member countries.
B. Favors free trade over the quality
of the environment
C. It has no way to solve trade
disputes among member countries.
D. It is a "puppet" of multinational
corporations



11 If a nation has an open economy it means that the nation.

A. Allows private ownership of capital
B. Has flexible exchange rates
C. Has fixed exchange rates
D. Conducts trade with other
countries

12 Small nations whose trade and financial relationships are mainly with a single partner tend to
utilize.

A. Pegged exchange rates
B. Freely floating exchanged rates
C. Managed floating exchange rates
D. Crewing exchange rates.

13 Which exchange rate system does not require monetary reserves for official exchange rate
intervention.

A. Floating exchange rates
B. Pegged exchange rates
C. Managed floating exchange rates
D. Dual exchange rates

14 If a small country imposes a tariff on an imported goods terms of trade will
A. Improve
B. worsen
C. Not change
D. any of the above

15 A sudden shift from import tariffs to free trade may induce short term unemployment in.

A. Import competing industries
B. Industries that are only exporters
C. Industries that sell domestically as
well as export
D. Industries that neither import nor
export

16 The national security argument for protection is more likely to be valid when

A. The purpose is to maintain
protection for an indefinite time
period.
B. The industry is characterized by
increasing returns to scale.
C. the economy operates during a
recession
D. The protected industry provides
invaluable goods during periods of
war

17 Absolute advantage is determined by

A. Actual difference in labor
productivity between countries.
B. Relative difference in labor
productivity between countries.
C. Both a and b
D. Neither a nor b

18 Ad valorem tariffs are collected as.

A. Fixed amounts of money per unit
traded
B. A percentage of the price of the
product
C. A percentage of the quantity of
imports
D. All of the above

19 In the classical model of Ricardo the direction of trade is determined by
A. Absolute advantage
B. Comparative advantage
C. Physical advantage
D. Which way the wind blows

20 according to factor price equalization theorem, if country A is labor abundant then once
trade opens.

A. Wages and rents should fall in A
B. Wages and rents should rise in A
C. Wages should rise and rents
should fall in A
D. Wages should fall and rents
should rise in A


