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Chapter 16 Mankiw Answers: A Complete Study Guide

Gregory Mankiw’s Principles of Economics is one of the most widely used introductory textbooks worldwide. 

Chapter 16, titled “International Trade ,” introduces the fundamental reasons why countries trade, the gains from

trade, and the policy tools that shape trade relationships. Whether you’re a high �school student, a college freshman,

or a professional brushing up on economic fundamentals, having a reliable set of answers and explanations for this

chapter can make a world of difference.

This guide delivers a thorough, step �by �step walkthrough of Chapter 16. We’ll cover the key concepts, walk through

typical exam questions, and provide concise, clear answers. All the while, we’ll keep the language natural, the

structure organized, and the content SEO �friendly for anyone searching for “chapter 16 mankiw answers.”
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Overview of Chapter 16

Chapter 16 is a cornerstone for understanding how economies interact on a global scale. Mankiw frames the

discussion around four primary themes:

•  Comparative Advantage – Why do countries specialize in certain goods?

•  Trade Gains – How does trade increase overall welfare?

•  Trade Policy – What tools can governments use to influence trade?

•  Trade and the Economy – How does trade affect employment, income distribution, and growth?

The chapter starts with a classic example of the United States and Japan producing cars and computers, then

moves to a graphical representation of gains from trade using the production possibility frontier (PPF). Mankiw’s

clear, intuitive illustrations help students grasp how specialization leads to higher output and consumption

possibilities.

Core Concepts Explained

1. Absolute vs. Comparative Advantage

Absolute advantage refers to a country’s ability to produce a good using fewer resources than another country.

Comparative advantage, on the other hand, focuses on relative opportunity costs. A country has a comparative

advantage in producing a good if it sacrifices less of another good to produce it.



Example: If the U.S. can produce 10 cars or 5 computers with the same resources, and Japan can produce 6 cars

or 12 computers, the U.S. has an absolute advantage in cars, while Japan has an absolute advantage in

computers. However, the U.S. still has a comparative advantage in cars because its opportunity cost of a car (0.5

computers) is lower than Japan’s (2 computers).

2. Gains from Trade

When countries specialize according to comparative advantage and trade, both can consume beyond their

individual PPFs. The gains are illustrated by the expansion of the consumption possibilities frontier (CPF). The

more efficient the specialization and the less protectionist the trade policy, the greater the potential gains.

3. Trade Policy Instruments

Mankiw outlines several policy tools:

•  Tariffs – taxes on imported goods that raise domestic prices.

•  Quotas – limits on the quantity of a good that can be imported.

•  Subsidies – financial assistance to domestic producers.

•  Exchange Rate Policy – influencing the value of a currency to affect trade competitiveness.

•  Trade Agreements – bilateral or multilateral contracts that reduce or eliminate barriers.

4. Distributional Effects of Trade

While trade raises overall welfare, it can also create winners and losers within an economy. Workers in industries

that face foreign competition may lose jobs, while consumers and other industries benefit. Policymakers often

consider adjustment assistance, retraining programs, and safety nets to mitigate adverse impacts.

5. Trade and Economic Growth

Empirical evidence suggests that open economies tend to grow faster because trade increases productivity, fosters

competition, and provides access to larger markets. However, the relationship is complex and can depend on

institutions, technology, and complementary policies.

Common Exam Questions

Below is a representative list of questions students might encounter on quizzes, midterms, or final exams. These

questions test both conceptual understanding and the ability to apply formulas and reasoning.

•  Explain the difference between absolute and comparative advantage. Provide an example.

•  Draw a production possibility frontier for a country that produces only two goods. Illustrate how trade expands 

the consumption possibilities frontier.

•  Calculate the opportunity cost of producing one additional unit of a good.

•  Discuss how a tariff affects domestic prices, consumer surplus, producer surplus, and government revenue.

•  Analyze the distributional effects of trade for a specific industry in a given country.

•  Evaluate the impact of a free trade agreement on trade flows and welfare.

•  Explain how exchange rates influence international trade.

•  Use the Heckscher–Ohlin model to predict which country will specialize in which good.

•  Compare the welfare outcomes of a quota versus a tariff.

•  Assess the role of trade in promoting economic growth and development.

Detailed Answers & Explanations

Answer 1: Absolute vs. Comparative Advantage



Absolute advantage occurs when a country can produce a good using fewer resources than another country. 

Comparative advantageis about lower opportunity costs. Even if a country is less efficient overall, it can still

benefit from trade by specializing in the good for which it has the lowest relative opportunity cost.

Example:Suppose Country A can produce 8 units of Good X or 4 units of Good Y with the same resources, while

Country B can produce 6 units of Good X or 9 units of Good Y. Country A has an absolute advantage in Good X (8

> 6), and Country B has an absolute advantage in Good Y (9 > 4). However, the opportunity cost of Good X in

Country A is 0.5 units of Good Y, whereas in Country B it is 1.5 units of Good Y. Hence, Country A has a

comparative advantage in Good X, and Country B in Good Y. If both specialize and trade, each can enjoy a higher

consumption bundle than if they produced both goods domestically.

Answer 2: Production Possibility Frontier and Gains from Trade

Draw a convex PPF that shows the trade �off between producing two goods, say Cars and Computers. The slope of

the PPF represents the opportunity cost. After specialization, each country moves to a point on its own PPF that

maximizes production of its comparative advantage. Trade then allows both countries to move to a point on the

CPF that lies outside both PPFs, illustrating the welfare gains.

When explaining, emphasize that the CPF is the set of all consumption bundles that can be achieved through trade.

It is larger than the PPF because trade enables consumption of more of both goods.

Answer 3: Opportunity Cost Calculation

Opportunity cost is the value of the next best alternative foregone. If a country can produce 10 cars or 20

computers, the opportunity cost of producing one car is 2 computers. The formula is:

Opportunity Cost (Good A) = (Units of Good B at point 1 – Units of Good B at point 2) / (Units of Good A at

point 1 – Units of Good A at point 2)

Apply this to specific numbers from the textbook example for clarity.

Answer 4: Tariff Effects

A tariff raises the domestic price of an imported good, reducing consumer surplus as consumers pay more and

consume less. Producer surplus increases because domestic producers can charge higher prices and sell more.

Government revenue rises from tariff collection. The net effect on welfare depends on the relative magnitudes of

these changes. A tariff generally creates a dead �weight loss because it reduces the quantity traded, leading to

inefficiencies.

Answer 5: Distributional Effects of Trade

Consider the U.S. auto industry. Trade allows consumers access to a wider variety of cars at lower prices. However,

domestic auto workers may face job losses if foreign competitors offer cheaper alternatives. Policymakers may

introduce retraining programs, wage subsidies, or targeted tax incentives to help displaced workers transition to

new sectors.

Answer 6: Free Trade Agreement Impact

Free trade agreements (FTAs) reduce or eliminate tariffs, quotas, and other barriers. They typically increase trade

volumes, lower consumer prices, and enhance productivity. Welfare gains are shared among consumers,

producers, and governments. However, sectoral adjustments can cause short �term disruptions that require policy

responses.

Answer 7: Exchange Rate Influence



When a currency depreciates, a country’s exports become cheaper and imports more expensive. This can shift the

trade balance toward exports, potentially boosting domestic production and employment. Conversely, an

appreciation can harm exporters but benefit importers. Exchange rate policy can be a tool for managing trade

deficits or surpluses.

Answer 8: Heckscher–Ohlin Model Prediction

The Heckscher–Ohlin (H–O) model posits that a country will export goods that intensively use its abundant factor of

production. If Country A is labor �rich and Country B is capital �rich, Country A will specialize in labor �intensive goods,

while Country B will specialize in capital �intensive goods. Use this reasoning to predict trade patterns between the

United States and Japan based on their factor endowments.

Answer 9: Quota vs. Tariff Welfare Outcomes

A quota limits the quantity of imports directly, often creating scarcity and higher prices for consumers. A tariff raises

the price but does not directly limit quantity. Quotas can lead to larger welfare losses because they create a price

ceiling and can invite black markets. Tariffs, while also inefficient, allow for more flexibility and generate government

revenue.

Answer 10: Trade and Economic Growth

Open economies often experience faster growth due to:

•  Access to larger markets for exports.

•  Technology spillovers from foreign firms.

•  Increased competition spurring innovation.

•  Efficient allocation of resources based on comparative advantage.

However, growth also depends on institutions, human capital, and complementary policies.

Effective Study Techniques

Mastering Chapter 16 requires more than rote memorization. Consider these strategies:

•  Concept Mapping: Create a visual diagram linking comparative advantage, PPF, CPF, and trade policy tools.

•  Practice with Real �World Data: Use recent trade statistics to apply theory to practice.
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