Practice Questions – Ch. 3



1.
Regan grows flowers and makes ceramic vases. Jayson also grows flowers and makes vases, but Regan is better at producing both. In this case, trade could

a.
benefit both Jayson and Regan.

b.
benefit Jayson, but not Regan.

c.
benefit Regan, but not Jayson.

d.
benefit neither Jayson nor Regan.

Table 3-1

	
	Labor Hours Needed to Make 1 Pound of:
	Pounds produced in 40 hours:

	
	Meat
	Potatoes
	Meat
	Potatoes

	Farmer
	8
	2
	5
	20

	Rancher
	4
	5
	10
	8



2.
Refer to Table 3-1. The opportunity cost of 1 pound of meat for the farmer is

a.
1/4 hour of labor.

b.
4 hours of labor.

c.
4 pounds of potatoes.

d.
1/4 pound of potatoes.


3.
Refer to Table 3-1. The rancher has an absolute advantage in

a.
both goods, and the farmer has a comparative advantage in meat.

b.
both goods, and the farmer has a comparative advantage in potatoes.

c.
meat, and the farmer has a comparative advantage in potatoes.

d.
meat, and the farmer has a comparative advantage in neither good.


4.
Refer to Table 3-1. The rancher has a comparative advantage in

a.
neither good, and the farmer has a comparative advantage in both goods.

b.
both goods, and the farmer has a comparative advantage in neither good.

c.
potatoes, and the farmer has a comparative advantage in meat.

d.
meat, and the farmer has a comparative advantage in potatoes.


5.
Trade can make everybody better off because it

a.
increases cooperation among nations.

b.
allows people to specialize according to comparative advantage.

c.
requires some workers in an economy to be retrained.

d.
reduces competition among domestic companies.

Figure 3-2
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6.
Refer to Figure 3-2. For Ben, the opportunity cost of 1 pound of ice cream is

a.
1/14 pound of cones.

b.
1/2 pound of cones.

c.
2 pounds of cones.

d.
4 pound of cones.


7.
Refer to Figure 3-2. Ben has a comparative advantage in

a.
cones and Jerry has a comparative advantage in ice cream.

b.
ice cream and Jerry has a comparative advantage in cones.

c.
neither good and Jerry has a comparative advantage in both goods.

d.
both goods and Jerry has a comparative advantage in neither good.


8.
Refer to Figure 3-2. Originally, Ben was producing at his point A and Jerry was producing at his point A. Then, each person decided to specialize in the product in which he has a comparative advantage. Furthermore, they agreed to trade 4 pounds of cones for 2 pounds of ice cream. As a result of these new arrangements, the gains from trade relative to the original situation are as follows:

a.
1 additional pound of cones for Ben and 1 additional pound of ice cream for Jerry.

b.
1 additional pound of ice cream for Ben and 1 additional pound of cones for Jerry.

c.
2 additional pounds of ice cream for Ben and 2 additional pounds of cones for Jerry.

d.
2 additional pounds of ice cream for Ben and 1 additional pound of cones for Jerry.


9.
Trade between countries

a.
allows each country to consume at a point outside its production possibilities frontier.

b.
limits a country’s ability to produce goods and services on its own.

c.
must benefit both countries equally; otherwise, trade is not mutually beneficial.

d.
can best be understood by examining the countries’ absolute advantages.

ANSWERS:

1=A, 2=C, 3=C, 4=D, 5=B, 6=D, 7=A, 8=B, 9=A

