Chapter 12 – Practice Questions
Figure: FTA
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1. Refer to Figure: FTA. Suppose that demand is inelastic. What is the size of the trade creation effect?
A. u+x
B. s+x
C. s+u+x
D. None of the above

2. Refer to Figure: FTA. Suppose that demand is elastic. Under what condition does the free trade agreement benefit the importing country?
A. s+u+x>n
B. s+x>n+y
C. u+x>n+y
D. None of the above

3. Free trade agreements are usually beneficial to importing countries because ______.
A. the trade diversion effect is usually greater than the trade creation effect
B. free trade partners often have costs much greater than the world price
C. demand for imported goods tends to be fairly elastic
D. tariffs are often very high and the free trade agreements minimally decrease tariffs



4. Trade embargoes fail ______.  When embargoes fail economically it’s likely because _____. 
A. in roughly 80% of cases; the trade embargo backfires with minimal costs to either the importing country or the embargoing exporting country.
B. in roughly 80% of cases; the trade embargo is irrelevant with minimal costs to either the importing country or the embargoing exporting country.
C. in roughly 50% of cases; the trade embargo backfires with minimal costs to either the importing country or the embargoing exporting country.
D. in roughly 50% of cases; the trade embargo is irrelevant with minimal costs to either the importing country or the embargoing exporting country.

5. One problem with common markets is ______.
A. that it’s very difficult to move financial capital in between countries.
B. that it’s very difficult to transport goods in between countries.
C. that it’s very difficult to have mobile labor markets without common fiscal policy
D. All of the above
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