EOCT Review
Part 9
Below are the standards that we will cover as part of today’s review. You need to review these standards and make sure that you are familiar with concept or idea connected to each of them.

SSEIN1 The student will explain why individuals, businesses, and governments trade goods and services. 
a. Define and distinguish between absolute advantage and comparative advantage. 

b. Explain that most trade takes place because of comparative advantage in the 

    production of a good or service. 

c. Explain the difference between balance of trade and balance of payments. 

SSEIN2 The student will explain why countries sometimes erect trade barriers and sometimes advocate free trade. 
a. Define trade barriers as tariffs, quotas, embargoes, standards, and subsidies. 

b. Identify costs and benefits of trade barriers over time. 

c. List specific examples of trade barriers. 

d. List specific examples of trading blocks such as the EU, NAFTA, and ASEAN. 

e. Evaluate arguments for and against free trade. 
EOCT Content Descriptors

On the EOCT, students will be required to show an understanding or be able to apply the following concepts related to the above standards.

- reasons for international trade

- definition and examples of imports and exports

- significance of specialization in international trade

- absolute advantage: definition and examples

- comparative advantage: definition and examples

- effects of absolute and comparative advantage on international trade

- reading and interpreting scenarios, tables, and graphs related to absolute and

   comparative advantage

- significance of balance of trade and balance of payment data as economic

   indicators

- tariffs, quotas, embargoes, and subsidies and their effects on trade

- reasons nations impose trade barriers and restrictions

- examples of modern-day trade barriers and restrictions

- short and long-term advantages and disadvantages of trade barriers and

   restrictions

- reading and interpreting scenarios, tables, and graphs related to trade barriers and

   restrictions

- reasons nations create trading blocks such as the EU and NAFTA

- general arguments for and against free trade

Concept 1: International Trade

Standard(s): 

The student will explain why individuals, businesses, and governments trade goods and services.
Explain the difference between balance of trade and balance of payments.
Content Descriptor(s): 

- reasons for international trade

- definition and examples of imports and exports

- significance of specialization in international trade

- significance of balance of trade and balance of payment data as economic

   indicators

What to know: 

Nations trade because it allows them to specialize in the production of products that they are good at making. For instance, the United States can focus on producing agricultural products because they do not have to produce clothing. Instead, the United States exports agricultural goods to other countries, and imports clothing from other nations. Imports are goods and services bought from another nation. Exports are goods and services that are sold to other nations. The Trade Balance is the value of exports minus the value of imports (measured in terms of goods). The Balance of Payments is the money a nation owes on imports minus the amount of money a nation is owed by other nations for exports (measured in terms of money).

Practice Questions:



(1) Why do countries trade?

	A
	Each nation wants to build alliances with other countries.
	
	

	B
	Trade improves the standard of living of consumers.
	
	

	C
	Some people want to buy weird stuff.

	D
	Trading allows nations to seize resources from other nations.


(2) The difference between the balance of trade and the balance of payments is that

A   the balance of payments is always a negative number.

B   the balance of payments is always a positive number.

C   the balance of trade measures money and the balance of payments measures goods.

D   the balance of trade measures goods and the balance of payments measures money.

(3) What is the difference between imports and exports? _______________________________

____________________________________________________________________________

____________________________________________________________________________
Concept 2: Comparative and Absolute Advantage
Standard(s): 

Define and distinguish between absolute advantage and comparative advantage. 

Explain that most trade takes place because of comparative advantage in the 

production of a good or service.
Content Descriptor(s): 

- absolute advantage: definition and examples

- comparative advantage: definition and examples

- effects of absolute and comparative advantage on international trade

- reading and interpreting scenarios, tables, and graphs related to absolute and

   comparative advantage

What to know: 


Absolute advantage exists when a nation can produce more of a product or produce a product more efficiently than another nation. Comparative advantage exists when a nation can produce a product with a lower opportunity cost than another nation. Example: The United States can produce 200 units of grain or 25 units of clothes. China can produce 100 units of grain and 20 units of clothes. The United States has an absolute advantage in producing grain and clothes because it can produce more of both. However, China has a comparative advantage in the production of clothes, because they have a lower opportunity cost. China only gives up producing 5 units of grain when they make 1 unit of clothes. However, the United States gives up 8 units of grain to produce 1 unit of clothes. Thus, the United States should produce grain, and China should produce clothes.
Practice Questions:

	
	Country A
	Country B

	Wheat
	200
	50

	TVs
	100
	50


(1) In the above chart, who has the absolute advantage in the production of TVs? 

A   Country A

B   Country B

C   Neither

D   Both

(2) In the above chart, who has the comparative advantage in the production of TVs?

A   Country A

B   Country B

C   Neither

D   Both

(3) Which of the following best explains the difference between absolute and comparative advantage?

A   the nation with absolute advantage can make the product at a lower cost and the nation with a comparative advantage can make more of the product

B   the nation with absolute advantage can make the product at a higher cost and the nation with a comparative advantage can make the product cheaper

C   the nation with absolute advantage can make more of the product and the nation with a comparative advantage can make the product at a lower opportunity cost

D   the nation with absolute advantage can make some of the product and the nation with a comparative advantage can make the product in smaller volumes
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(4) In the above graph, use your knowledge of comparative advantage to determine what product Country B should produce.



A   Coconuts 



B   Fish 



C   Neither 



D   Both 

(5) How are absolute and comparative advantage different? ______________________________

______________________________________________________________________________

______________________________________________________________________________
(6) How does comparative advantage lead to specialization? _____________________________

______________________________________________________________________________

______________________________________________________________________________
Concept 3: Trade Barriers
Standard: 

Define trade barriers as tariffs, quotas, embargoes, standards, and subsidies. 

Identify costs and benefits of trade barriers over time. 

List specific examples of trade barriers. 
Content Descriptor(s): 

- tariffs, quotas, embargoes, and subsidies and their effects on trade

- reasons nations impose trade barriers and restrictions

- examples of modern-day trade barriers and restrictions

- short and long-term advantages and disadvantages of trade barriers and

   restrictions

- reading and interpreting scenarios, tables, and graphs related to trade barriers and

   restrictions

What to know: 

Trade Barriers include tariffs, quotas, embargoes, standards, and subsidies. Each of these barriers restricts or limits trade between nations. Tariffs are taxes on imports that increase the price of other nation’s goods, while giving homeland companies an advantage. Quotas are limits placed on the amount of goods that another country can sell in the home nation. Trade barriers can lead to higher prices for consumers and less access to foreign products. However, trade barriers can protect homeland industries from foreign competition.
Practice Questions:



(1) A nation might use trade barriers 

	A
	if they needed more money.

	B
	to help another nation’s economy.

	C
	to protect their own companies and workers.

	D
	to lower prices.


(2) The United States requires an airbag in all cars sold within its borders, but Italian car companies do not use airbags. This is an example of what type of trade barrier?

	A
	tariff
	
	

	B
	quota
	
	

	C
	standard

	D
	subsidy


(3-4) The United States has been selling grain to the Chinese for years. To protect their own farmers, China has decided to place a limit on how much grain the United States can sell in their country.

(3) What type of trade barrier is represented by the limit China is placing on the amount of grain that the United States can sell in China?

A   tariff

B   subsidy

C   quota

D   standard

(4) Which of the following will be the United States’ response to China placing a limit on American grain imports?

A   the U.S. will retaliate and place trade barriers on Chinese products

B   the U.S. will try to sell more grain to other nations

C   the U.S. will start producing less grain

D   the U.S. will invade China and force them to buy grain

(5) If the United States placed a 20% tariff on all wine imported from France, then who would most likely benefit?

A   American consumers

B   American wine producers

C   French wine producers

D   the French government

(6) List some reasons why countries would erect trade barriers?    _________________________

______________________________________________________________________________

______________________________________________________________________________
(7) List some reasons why countries would support free trade?    __________________________

______________________________________________________________________________

______________________________________________________________________________
(8) The United States places a limit on how many shirts China can sell in the United States. 

What type of trade barrier does this represent? ________________________________________

(9) Japan places a 20% tax on all food items imported from the United States. What type of 

trade barrier does this represent? ___________________________________________________

(10) All goods sold in the United States must not contain any lead-based paints. What type of 

trade barrier does this represent? ___________________________________________________

(11) The Chinese government pays their rice farmers a 20% bonus for growing rice. What type 

of trade barrier does this represent? _________________________________________________

(12) Identify the benefits of trade barriers over time. ___________________________________

______________________________________________________________________________

















































