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What is Trade? - Answer Key

Use the text to answer each question below.

1. Trade is the exchange of goods and services. Individuals, businesses and nations all participate in trade.
The reason? Resources, including natural and man-made resources, are unevenly distributed across the
Earth. No one country has all the resources it needs or wants, so they need to trade goods and services
with others. People, businesses and countries specialize in certain goods and services that they have
more skills and resources to produce. They trade with other countries for goods and services that others
are better at producing. An import is something a country brings in from another country. An export is
something a country puts out to sell to other countries. Trade between countries has created a world of
global economic interdependence. Because countries are interdependent, what happens to the economy
in one country may affect many other countries.

Which of the following best represents the global economy?

A. several dots all in a row B. parallel lines that never cross

C. asquare with four equal lines 0 D.
a web of many interconnected lines

The passage states, “Trade between
countries has created a world of global
economic interdependence. Because
countries are interdependent, what happens
to the economy in one country may affect
many other countries.” This interdependence,
in which each country is connected to many
other countries, is best illustrated by a web.




2. Trade can be voluntary or forced, like slave trade. Voluntary trade always results in both parties being
better off than they were before. Richer, poorer, smaller, larger—everyone benefits from voluntary trade.
That’s because no one voluntarily enters a trade unless they think they will gain something in return. For
example, the US exports natural gas to many other countries in exchange for money. Because natural gas
is not found everywhere, these countries value it very highly and are willing to pay a lot of money to get it.
They would rather lose the money and gain the gas. Since natural gas is found in abundance in the US, it
is less valuable to Americans, who would rather lose the gas and gain the money.

One of Japan’s top products is cars because Japanese automakers manufacture cars quickly and
efficiently. However, the fuel needed to power those cars is not found in great amounts in Japan.
Which of these is Japan more likely to bring in from another country: cars or fuel?

A. cars, because Japan produces them easily B. fuel, because Japanese people do not
need it
@®|c D. cars, because Japanese car manufacturers

fuel, because it does not occur abundantly .
are not efficient

in Japan

The passage states, “The US exports natural
gas to many other countries in exchange for
money. Because natural gas is not found
everywhere, these countries value it very
highly and are willing to pay a lot of money to
get it. They would rather lose the money and
gain the gas.” Since fuel is not found in
abundance in Japan, Japan would likely
value it highly and want to trade for it.

3. Trade between countries can be free or restricted. Free trade creates the most overall wealth around the
world. Sometimes countries sign free trade agreements, which allow them to trade with each other with
few barriers. For example, the North American Free Trade Agreement (NAFTA) was implemented in 1994
to reduce trade barriers between the US, Mexico and Canada. In 2018, the three countries signed a new
trade deal to replace NAFTA. The new deal, called the United States-Mexico-Canada Agreement
(USMCA), includes updates for automakers, labor standards and environmental practices.

Free trade agreements always

A. allow trade with the US. Q B

reduce barriers to trade.

The passage states, “Sometimes countries
sign free trade agreements, which allow them
to trade with each other with few barriers.”

C. include standards for labor. D. decrease worldwide wealth.



4. Sometimes countries impose trade restrictions. These restrictions limit competition from other countries.
One type of trade restriction is a tariff, also called an import tax. Tariffs raise the price of imported goods,
making domestic goods the lower-priced option. They also generate revenue for the government. Quotas
are another type of trade restriction. A quota is a limitation on the quantity of a product that may be
imported. Quotas reduce the supply of imported goods, indirectly raising their prices. Again, the domestic
product becomes the lower-priced alternative. Tariffs and quotas are used to encourage people to buy
domestic products instead of foreign ones.

How do tariffs and quotas encourage people to buy domestic products?

A. by generating revenue for the government o B.
by making imported products more

expensive

According to the passage, “Tariffs raise the
price of imported goods, making domestic
goods the lower-priced option,” and “quotas
reduce the supply of imported goods,
indirectly raising their prices.”

C. by raising the prices of domestic goods and D. by destroying foreign products before

services people can buy them

5. Another type of trade restriction is an embargo. An embargo is a ban on the trade of specified goods with
a specified country. It is used as a political tool to persuade the embargoed country to change particular
actions or policies. These policies include human rights violations and support of terrorists. Countries that
have been or remain under US embargo include Iran, Cuba, Sudan, Syria and North Korea.

Why are embargoes political tools?

A. They occur every four years as part of B. They pit small countries against larger ones
political campaigns. in a global trade war.
Q 'c, ‘ D. They enforce trade restrictions in wealthy

They are intended to persuade countries to ]
countries around the world.

change harmful policies.

The passage states that an embargo “is used
as a political tool to persuade the embargoed
country to change particular actions or
policies. These policies include human rights
violations and support of terrorists.”




6. International trade increased dramatically after World War Il, resulting in questions and political
disagreements among countries. Several international economic institutions were created to provide
guidelines for the new global economy. Some of these are the World Trade Organization (WTQO), the
International Monetary Fund (IMF) and the International Bank for Reconstruction and Development (the
World Bank). These institutions try to help nations achieve important economic goals. They do this by
helping to provide public goods and infrastructure, promoting economic development and reducing
barriers to trade.

Why were institutions like the WTO and IMF created?

Q A. B. to settle military disputes between

to provide economic guidance to countries ]
countries

The passage states, “Several international
economic institutions were created to provide
guidelines for the new global economy” after
World War Il. Plus, “they try to help nations
achieve important economic goals...by
helping to provide public goods and
infrastructure, promoting economic
development and reducing barriers to trade.”

C. to completely put an end to the global D. to impose more trade barriers around the

economy world



