ADM 4354M, Winter2011, Quiz #1

Name:___________________________________________

Student i.d.:______________________________________

Please, write your answers in the space provided.

Only the final answer will be graded!!!

Questions 1-8 are based on the following information:

Assume a world consists of only two countries: Latvia and Bulgaria, which can produce only two goods: lemons and beef. Latvia can produce 1000 tons of lemons or 500 tons of beef or any linear combination of lemons and beef that satisfies lemons+2×beef=1000. Bulgaria can produce 750 tons of lemons or 500 tons of  beef or any linear combination of lemons and beef that satisfies lemons+1.5×beef=750. Countries can freely trade with each other.

1) Which country (Latvia, Bulgaria, both, or neither) has comparative advantage in producing lemons?

Answer:____ Latvia ________________

2) What is the opportunity cost of producing lemons in Latvia?

Answer:______0.5__________________

3) In equilibrium, how many tons of lemons is produced in Bulgaria if Latvia produces 400 tons of beef?

Answer:___0________________________

4) In equilibrium, how many tons of lemons is produced in Latvia if Bulgaria produces 400 tons of beef?

Answer:_____1000______________________

5) In equilibrium, if the total world production of beef is 550 tons, how many tons of lemons is produced in Latvia?

Answer:_____900______________________

6) In equilibrium, if the total world production of beef is 450 tons, how many tons of lemons is produced in Bulgaria?

Answer:_____75______________________

7) Assume that people in both countries eat the same dish that requires equal amounts of lemons and beef. Find autarky production of beef and lemons in both countries.

Answer:____ discuss in class_

8) Assume that people in both countries eat the same dish that requires equal amounts of lemons and beef. Find production of beef and lemons in both countries if they can trade with each other.
Answer:____ discuss in class_
9) The Bretton Woods Agreement created two new institutions. The goal of one of these institutions was to help countries having difficulties defending their exchange rates. What is the name of this institution?

a) WTO

b) World Bank

c) UN

d) IMF

e) GATT
f) NAFTA

g) FBI

h) KGB

Answer: D
10) Which of the following is not one of the participants of the ForEx market:
a) Retail customers 
b) Commercial banks
c) Foreign exchange brokers 
d) Central banks
e) None of the above (i.e., all of the above are the main participants in the ForEx market)

11)  List the three features of the Ideal Exchange Rate System (it is OK if they are not compatible with each other) 
1) Fixed exchange rates, so firms can conduct international business with full knowledge of future rates
2) Convertibility:  no impediments to currency conversion
3) Independent monetary policies to address domestic concerns
12) If a Canadian company bought American tires. The dollar value of this transaction will be recorded as:
a) Debit to current account
b) Credit to current account
c) Debit to direct investment

d) Credit to direct investment

e) None of the above

13) If country X enters into a PTA and, as a result, reduces its tariffs on its imports from a partner country Y then which of the following is not true
a) X gains if trade creation
b) X loses if trade diversion
c) Y gains if trade creation
d) Y loses if trade diversion

e) The rest of world loses if trade diversion
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