
Global Economics 
 
Lesson 7:  The World Trading System 
 
1. In a world in which the only money is gold, explain how the “specie flow mechanism” tends to 

reestablish balance of trade between countries if one country decides they want to buy much more 
from country B than B wants to buy from A. 

 
2. a. In a gold system, what is a “mint parity rate”? 
 b. If the dollar is pegged to gold at $20/oz, and the SOC is pegged to gold at 60 SOCs/oz of gold, 

 what is the currency exchange rate  of SOCs per dollar? 
 c. Assume that something happens and that in New York, it is possible to trade the currencies 

 (SOCs for dollars) at a rate of 2.5 SOCs per dollar.  Will there be an arbitrage opportunity? 
 d. Explain how it is possible to trade gold, SOCs, and dollars in a way that will be profitable.   

 Show your calculations. 
 
3. Can you describe anything good about a gold system?  Anything bad? 
 
4. When did this system based on the gold standard end?  Why did it end? 
 
5. What was Bretton Woods?  Where is Bretton Woods?  What were some of the institutions that were 

established at Bretton Woods. 
6. a. What is the World Bank?  For what purpose was it established? 
 b. What Is the IMF?  For what purpose was it established?  Has its function changed since then? 
 
7. Describe the fixed exchange rate system that was established.  Why would they want to establish a 

fixed exchange rate system? 
 
8. When did the fixed exchange rate system end?  What caused its demise?  What replaced it? 
 
9 If I have a float that is dirty: 
 a. in what way is it dirty? 
 b. how can I make it cleaner? 
 
10. What is meant by the term “foreign exchange market”?  What is exchanged in these markets?  How 

big are they? 
 
11. a. Most countries allow their currencies to float.  What does this mean? 
 b. Some countries peg their currencies.  What does this mean? 
 c. Some countries have a crawling peg.  What does this mean? 
 d. Some countries have currency boards.  What are these? 
 e. Some countries have dollarized.  What does this mean? 
 
12. What was the Smoot-Hawley tariff?  When was it passed?  Why was it passed? 
 Did it cause US jobs to increase?  US production to increase?  Can you explain why?  Would Lerner 

have anything to say about this? 
 
13. When was the RTAA (Reciprocal Trade Agreement Act) passed?  How did it take trade policies out 

of the political (Congressional) realm? 
 
14. What is a specific tariff?  Did these tariffs increase or decrease between 1933 and the early 1950’s? 
 
15. What is GATT?  When was it started?  Was it an international organization with structure and 

powers similar to the World Bank or the IMF?  What was its purpose? 
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16. Name four of the major points or principles of GATT. 
 
17. What was the Treaty of Rome?  How did the treaty of Rome affect the progress that was made by 

GATT in reducing trade barriers? 
 
18. The most recent GATT round is the Doha round.  Why has it been stalled? 
 
19. What is the WTO?  It began in ________.  It emerged out of the old _________ . 
 
20. It does or does not have the power to write rules or make policies that are binding on its members? 
 It does or does not have the power to force compliance with its policies. 
 
21. Describe the dispute resolution process: 
 a. complaint 
 b. panel 
 c. panel findings 
 d. what are the choices that the offending country has if wrongdoing is found? 
 
22. In the 1980’s, Europe banned US beef because the US used hormones in the production of its beef.  

Was this an example of health and safety concerns or an example of protection.  Can you provide 
arguments to support your view? 

 
 


