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Problem Set # 2



This problem set is due Thursday, April 6, at the beginning of the class period.  Problem sets done on notebook paper or unstapled will not be accepted.  Late problem sets are unacceptable also.

I.  You are asked to estimate the welfare cost of a tariff imposed by Switzerland on imported CVD players.  You are told that imports were $800 million before the tariff and $200 million (valued at world prices, in other words, without including the tariff revenue) after it was imposed; the tariff rate is 40 percent.  You can assume that Switzerland is a small country in the market for CVD players, and that the domestic elasticities of demand and supply are the same.  Estimate the approximate loss in national welfare due to the tariff.

II.  Mexico uses $700 worth of imported computer chips and a $900 imported active-matrix display to produce a laptop computer whose world price is $2,200.

1.  What is the value added of the Mexican laptop industry?

2.  Suppose that Mexico imposes a 30 percent ad-valorem tariff on imports of laptop computers.  What happens to the value added of the Mexican laptop industry?  What is the effective rate of protection provided to the Mexican producers of laptop computers?

3.  Suppose that in addition to the tariff on imports of laptop computers, Mexico imposes tariffs of 10 and 25 percent on imports of computer chips and active-matrix displays, respectively.  Calculate the new effective rate of protection.

4.  Recalculate the effective rate of protection, assuming that the nominal tariff rates on computer chips and active-matrix displays are 50 and 40 percent, respectively.

III.  Concentrate on the market for bananas.  Assume that there are only two countries in the world, the European Union (think of it as one united country) and Ecuador (in other words, assume that both countries are large), that bananas are a homogeneous good, and that they are produced under perfect competition.

1.  Assume that Ecuador has a comparative advantage in banana production.  In order to protect its domestic producers, the EU uses a quota that limits the amount of bananas that can come into the country.  Show the international trade equilibrium under the quota using the supply and demand for each country, as well as the export supply and import demand (Hint:  You need to draw three diagrams).  

2.  It was reported in the Financial Times that the European Consumer Defense League is concerned with the effects of a recent increase in the demand for bananas in Ecuador.  Use diagrams to show the effects of this increase in Ecuador’s demand (assume that the quota is binding even after the changes in demand).  What are the effects of this change on the price of bananas in the EU, the price of bananas in Ecuador, and the revenue going to the holders of the import quotas in the EU?

3.  The Financial Times also reported that the European Consumer Defense League is worried about an increase in the EU’s domestic demand of bananas.  Use diagrams to show the combined effects of this increase in the EU’s domestic demand and the increase in Ecuador’s demand discussed in part 2 (assume that the quota is binding even after the changes in both demand curves).  What are the effects of this change on the price of bananas in the EU, the price of bananas in Ecuador, and the revenue going to the holders of the import quotas in the EU?

4.  According to the Financial Times, the EU government responded to these changes by increasing the amount of bananas that are allowed to enter the EU (i.e., increasing the size of the quota).  Use diagrams to show the effects of this increase in the banana quota (assume that the new quota is still binding).  What are the effects of this change on the price of bananas in the EU, the price of bananas in Ecuador, and the revenue going to the holders of the import quotas in the EU?

IV.  Assume that there are only two countries in the world:  Japan and the United States (in other words, assume that both countries are large).

1.  The Japan’s demand curve for MP3 Players is:










Qd = 400 - 2P



Its supply curve is:










Qs = -200 + 8P




where: Qd = Quantity Demanded; Qs = Quantity Supplied; and P = Price (Note quantity is given in units per day, while price is given in dollars).


Derive and graph Japan’s export supply schedule.  What would the price of MP3 Players be in the absence of trade?

2.  Now add the United States, which has a demand curve: 










Qd = 900 - 2P



and a supply curve:










Qs = -300 + 3P

A) Derive and graph the United States’ import demand curve, and find the price of MP3 Players that would prevail in the United States in the absence of trade.

B) Now allow Japan and the United States to trade with each other.  Find and graph the equilibrium under free trade.  What is the world price?  What is the volume of trade?

3.  The Japanese Consortium of Electronic Producers convinces the Japanese government to provide the MP3 Player industry with an export subsidy.  The government agrees to give a subsidy of $15 per MP3 Player exported (Note:  All answers to this section should compare the free trade equilibrium to the subsidy equilibrium).

A)  Determine and show graphically the effects of the subsidy on the following:  (a) The price of MP3 Players in each country; (b) the quantity of MP3 Players supplied and demanded in each country; (c) the volume of trade.

B) Show graphically and calculate numerically the effects of the subsidy on the welfare of each of the following groups: (a) The United States’ import-competing producers; (b) The United States’ consumers; and (c) the nation of the United States.

C) Show graphically and calculate numerically the effects of the subsidy on the welfare of each of the following groups: (a) Japan’s producers; (b) Japan’s consumers; (c) Japan’s government; and (d) the nation of Japan.

D) Show graphically and calculate numerically the net change in world welfare that resulted from the granting of the export subsidy by the Japanese government.

4.  The American Association of Electronic Producers convinces the United States’ government to impose countervailing duties (CVDs) on the subsidized imports from Japan.  The government agrees to impose a CVD of $15 per MP3 Player imported (Note:  All answers to this section should compare the subsidy equilibrium to the CVD equilibrium).

A)  Determine and show graphically the effects of the CVD on the following:  (a) The price of MP3 Players in each country; (b) the quantity of MP3 Players supplied and demanded in each country; (c) the volume of trade.

B) Show graphically and calculate numerically the effects of the CVD on the welfare of each of the following groups: (a) The United States’ import-competing producers; (b) The United States’ consumers; (c) The United States’ government; and (d) the nation of the United States.

C) Show graphically and calculate numerically the effects of the CVD on the welfare of each of the following groups: (a) Japan’s producers; (b) Japan’s consumers; (c) Japan’s government; and (d) the nation of Japan.

D) Show graphically and calculate numerically the net change in world welfare that resulted from the imposition of the CVD by the government of the United States. 

5.  A) Which is better for Japan:  Free Trade or the Subsidy-CVD combination?  Why? 

B) Which is better for the United States:  Free Trade or the Subsidy-CVD combination?  Why? 

C) Which is better for the World as a whole:  Free Trade or the Subsidy-CVD combination?  Why?

V.  India and Peru trade two commodities: coffee and mangos (C and M).  Their offer curves are given by the following equations (Note:  Both coffee and mangos are measured in tons per day):




C =  8M2 + 2M


(India’s offer curve)




C = -5M2 + 145M


(Peru’s offer curve)

a)  Determine the free trade equilibrium international price and each country's exports and imports.  Illustrate your results graphically.

b)  As a result of lobbying activities by the domestic mango producers, the government of Peru imposes a quota of 6 tons of mangos per day.  Determine the quota equilibrium international price, the domestic price in Peru, the domestic price in India, and each country's exports and imports.  Illustrate your results in a new diagram.

c)  Is Peru better off or worse off as a result of the imposition of the mango quota?  Why?  Is India better off or worse off as a result of the imposition of the mango quota?  Why?

d)  After months of negotiations, Peru decides to eliminate its import quota in exchange for the imposition of a VER by India.  India agrees to restrict its exports of mangos to 6 tons per day. .  Determine the VER equilibrium international price, the domestic price in Peru, the domestic price in India, and each country's exports and imports.  Illustrate your results in a new diagram.

e)  Is Peru better off or worse off as a result of the imposition of the mango VER?  Why?  Is India better off or worse off as a result of the imposition of the mango VER?  Why?

f)  Which policy does Peru prefer, an import quota or a VER?  Why?  Which policy does India prefer, an import quota or a VER?  Why?

VI.  Visit the web page of the Import Administration Office of the U.S. International Trade Administration (http://ia.ita.doc.gov/download/brazil-susp.htm) to find the “Agreement Suspending the Countervailing Duty Investigation on Hot-Rolled Flat-Rolled Carbon-Quality Steel from Brazil.”  Answer the following questions based on the text of that agreement.

1. What type of barrier to trade is described on the “Agreement Suspending the Countervailing Duty Investigation on Hot-Rolled Flat-Rolled Carbon-Quality Steel from Brazil”?

2. What is the justification given for the establishment of that barrier to trade?

3. Who is in charge of administering the barrier to trade described in the “Agreement”?  (in other words, who will issue and distribute the export licenses?)

4. How long is the “Agreement” supposed to last?

5. Who is likely to benefit from the “Agreement”?  Who is likely to be hurt by it?  Explain your answer.

