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Section 1: Guided Reading and Review

Why Nations Trade

Guided Reading and Review Chapter 17 71

A. As You Read
As you read Section 1, answer the following questions about international trade in the spaces
provided.

1. What resources are major influences on a country’s or region’s economy?

2. Why do countries differ in their capacities to produce different goods and services?

3. Why do specializing nations need world trade?

4. Why does trade benefit both countries with abundance and countries with few resources?

5. How do nations benefit from producing goods and services they have a comparative
advantage in supplying?

6. How can international specialization affect some workers?

7. What possibilities do laid-off workers face?

B. Reviewing Key Terms
Briefly define or identify each of the following.

8. absolute advantage

9. export

10. import

11. comparative advantage

land, labor, capital, natural resources, human capital, and physical capital

Resources are not equally distributed.

Specialists must trade to obtain the goods and 

services they cannot or do not produce themselves.

law of comparative advantage—nations benefit from producing goods and services that they have a
comparative advantage in supplying, and purchasing the goods that they don’t have a comparative
advantage in producing

They use the money they earn to buy goods and services they cannot 

produce as efficiently.

Workers in some industries may 

lose their jobs.

unemployment, retraining, or relocation

the ability of a person or nation to produce a particular good at a lower cost
than another person or nation

good sent to another country for sale

good brought in from another country for sale
the ability of a person or nation to produce a good at an opportunity cost
that is lower than that of another person or nation

Possible answers below
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Section 2: Guided Reading and Review

Trade Barriers and Agreements
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72 Chapter 17 Guided Reading and Review

A. As You Read
As you read Section 2, supply the missing information in the spaces provided.

Current World Trade Considerations
1. Effects of Trade Barriers:

2. Presumed Advantages of U.S. Protectionism:

3. Progress Under GATT and WTO:

4. Results of NAFTA in the United States:

5. Advantages of Multinational Corporations:

B. Reviewing Key Terms
Match the definitions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided. You will not use all of the terms.

Column I

6. use of trade barriers to shield a nation’s industries from foreign
competition

7. regional trade organization of 15 European nations

8. self-imposed limitation on the number of products shipped to a
particular country

9. means of preventing a foreign product or service from freely
entering a nation’s territory

10. limit on the amount of a good that can be brought into a country

11. region where a group of countries agrees to reduce or eliminate
trade barriers

12. tax on imports

Column II

a. European Union (EU)

b. infant industry

c. trade barrier

d. NAFTA

e. tariff

f. World Trade Organization
(WTO)

g. import quota

h. voluntary export restraint

i. free-trade zone

j. protectionism

force producers to use domestic resources; help domestic producers 

compete; higher consumer prices; producers lose incentive to become more efficient and produce goods 

less expensively; trade wars

shelters jobs that could be hurt by foreign 

competition; shelters infant industries until they can compete with well-developed foreign industries; 

assures that country will be self-sufficient in case of emergency

average U.S. tariffs reduced to 5 percent; average global tariffs 

reduced by about one third; can enforce rules that member countries agree upon

Some jobs have been created, but about an equal number 

have been eliminated; trade with Canada and Mexico has increased.

Corporations can avoid some shipping fees and 

tariffs, as well as take advantage of cheaper labor. The host nation gains jobs as well as tax revenue 

from the corporation’s income, profits, and property.
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Section 3: Guided Reading and Review

Measuring Trade

Guided Reading and Review Chapter 17 73

A. As You Read
As you read Section 3, supply likely consequences or solutions in the chart.

In Matters of International Trade

If Then

1. a U.S. tourist wants to buy a 1.
newspaper in Beijing

2. you want to learn current 2.
exchange rates

3. a strong dollar makes American 3.
products more expensive in Japan

4. the dollar is devalued 4.

5. an American firm needs to 5.
exchange yen for dollars

6. low labor costs abroad result in 6.
lower prices for U.S. imports

B. Reviewing Key Terms
Briefly explain the difference between the terms in each pair.

7. fixed exchange-rate system and flexible exchange-rate system

8. trade surplus and trade deficit

9. appreciation and depreciation

Under a fixed exchange-rate 
system, governments try to keep currency values constant against one another, while supply and
demand determine the rate under a flexible system.

A trade surplus occurs when a nation’s exports exceed its imports, 

but a deficit occurs when its imports exceed its exports.

Appreciation refers to an increase in the value of a currency while 

depreciation refers to a decrease in value.

the tourist must exchange dollars for Chinese renminbi.

you may consult an exchange rate table in a major newspaper 
or on the Internet.

Japanese consumers will probably buy fewer U.S. goods or
services.

foreign consumers are more apt to buy U.S. products, and
exports will increase. Other nations’ products become more
expensive and imports will decrease.

the firm makes the exchange on the foreign exchange market.

U.S. consumers are likely to buy cheaper imports than higher
priced domestic goods, and imports will increase.

Possible answers below
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