International – Chap. 5 Practice Questions

Figure: Turkey and Germany
	
	MC(textiles) = 8r + 10w
	MC(machines) = 12r + 4w

	Turkey: w = 10, r = 40
	Germany: w = 25, r = 25

1. Refer to Figure: Turkey and Germany. Under free trade, which good does Turkey export and why?
A. Textiles, because Turkey is relatively abundant in labor 
B. Machines, because Turkey is relatively abundant in labor
C. Textiles, because Turkey is relatively abundant in kapital
D. Machines, because Turkey is relatively abundant in kapital

2. Refer to Figure: Turkey and Germany. Which of the following prices would be in the region of mutual advantage? 
A. P(textiles) = 460, P(machines) = 460
B. P(textiles) = 430, P(machines) = 360
C. P(textiles) = 400, P(machines) = 480
D. P(textiles) = 440, P(machines) = 440

3. Refer to Figure: Turkey and Germany AND Question #2. Using the correct answer from #2, free trade would cause the wage in Germany to ________.
A. increase by 5
B. decrease by 5
C. increase by 7
D. decrease by 7

4. Refer to Figure: Turkey and Germany AND Question #2. Using the correct answer from #2, free trade will ___________.
A. decrease the rental rate of kapital in Germany thereby proving the Stolper-Samuelson theory
B. create a wage of 18 in both Germany and Turkey thereby proving the Factor Price Equalization theory
C. make Turkey export machines and import textiles thereby proving the Heckscher-Ohlin theory
D. None of the above

5. Which of the following is true regarding the Factor Price Equalization theory?
A. The five major assumptions of the Factor Price Equalization theory are all reasonably true.
B. The Factor Price Equalization theory has accurately predicted the convergence of wages between skilled and unskilled workers within countries.
C. The Factor Price Equalization theory has accurately predicted the convergence of unskilled wages between different countries. 
D. The Factor Price Equalization theory makes no predictions regarding the price of intermediate traded goods.
