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1. Which of the following is a likely result of an appreciation of the United States dollar?
(A) United States imports will increase
(B) United States exports will increase
(C) United States goods will become less expensive in foreign markets
(D) Demand for the United States dollar will increase
(E) The United States government will pursue a fixed exchange rate
2. What is the main benefit of the removal of trade restrictions between two countries?
(A) Output in each country will increase
(B) Each country will become more self-sufficient
(C) Each country can consume beyond its constraints of resources and productivity
(D) Investment spending will increase in each country
(E) Unemployment will decrease in each country
3. Which of the following benefits from a United States tariff on imported goods?
(A) An American retailer of appliances made in Japan
(B) A German automobile manufacturer facing competition from American auto companies
(C) An American producer of microchips facing competition from Chinese manufacturers
(D) American consumers of goods imported from abroad
(E) Americans who purchase stocks in Japanese stock markets
4. Which of the following will most likely benefit from a depreciation of the United States dollar in the short run?
(A) American consumers buying European goods
(B) Chinese investors holding United States bonds
(C) Japanese exporters of goods to the United States
(D) American tourists traveling to France
(E) Canadian firms that purchase capital goods from the United States
5. Which of the following would most likely result if the United States increased tariffs on imported goods?
(A) Exports from the United States would increase
(B) The standard of living in the United States would increase
(C) Foreign producers of goods would benefit
(D) The United States economy would become less efficient
(E) Full employment output in the United States would increase in the long-run
6. How will an increase in the government’s budget deficit affect the exchange rate and net exports?
Exchange Rate	Net Exports
(A) Appreciate	Increase
(B) Appreciate	Decrease
(C) Appreciate	No change
(D) Depreciate	Increase
(E) Depreciate	Decrease
7. [bookmark: _GoBack]How will an open-market sale of bonds by the Federal Reserve affect the inflation rate in the United States and the international value of the U.S. dollar?
Inflation Rate	International Value of the U.S. Dollar
(A) Increase	Depreciate
(B) Increase	Appreciate 
(C) Decrease	Depreciate
(D) Decrease	Appreciate
(E) No change	No change
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1. CORRECT ANSWER: A
When the U.S. dollar appreciates in value, imports from foreign economies become relatively cheaper for Americans.
INCORRECT ANSWER
When the U.S. dollar appreciates, it is able to purchase more units of a foreign currency.
2. CORRECT ANSWER: C
The establishment of free trade between nations allows goods and services to be bought and sold without added costs or restrictions. As a result, nations can gain from trade if they specialize in production in which they have a comparative advantage.
INCORRECT ANSWER
Free trade is the removal of trade restrictions that emcumber the flow of goods and services between economies. Without these restrictions, economies can maximize their gains from trade.
3. CORRECT ANSWER: C
A tariff is a tax on goods imported from other nations. Tariffs make imports more expensive for domestic consumers. American producers facing foreign competition benefit from tariffs.
INCORRECT ANSWER
A tariff is a tax on goods imported from other nations.
4. CORRECT ANSWER: E
A depreciation of the U.S. dollar makes American goods relatively cheaper to foreign consumers. Any agent conducting a transaction that requires the purchase of U.S. dollars will benefit.
5. CORRECT ANSWER: D
A tariff is a tax on imported goods. Generally, tariffs cause an increase in the price of imported goods, which benefits domestic producers of goods that face foreign competition. However, enacting tariffs discourages the free exchange of goods among economies. Tariffs stand as an obstacle to experiencing gains through trade.
INCORRECT ANSWER
When nations engage in free trade, they can consume more efficiently.
6. CORRECT ANSWER: B
When the government’s budget deficit increases, it increases its demand for loanable funds, resulting in an increase in the real interest rate. Foreign investors will increase their demand for the domestic currency, causing it to appreciate. As a result, net exports will decrease.
INCORRECT ANSWER
When the government’s budget deficit increases, it increases its demand for loanable funds, resulting in an increase in the real interest rate. How will the resulting change in capital flows affect the exchange rate and net exports?
7. CORRECT ANSWER: D
A sale of bonds by the Fed is a contractionary monetary policy that will decrease the inflation rate. As prices decline in the United States, its exports will increase as foreign consumers take advantage of lower prices. Their increasing demand for U.S. goods will cause an appreciation of the U.S. dollar.
INCORRECT ANSWER
A sale of bonds by the Fed is a contractionary monetary policy that will decrease the inflation rate. As prices in the U.S. decline, how will exports and the exchange rate be affected?


 

