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Exercise 10

General Equilibrium
1. What is the effect of a tax of 10 Baht per unit on peanut butter on the equilibria of peanut butter and bread?  Without considering the feedback effect with general equilibrium, the impact of the tax would be over or under estimated?
2. Suppose that the Board of Investment gives a fixed subsidy of T per firm in one zone to encourage them to hire more workers.  What is the effect on the equilibrium wage, total employment, and employment in the zone and outside the zone?
3. Initially, La-mope has 10 chicken wings and 5 candy bars, and Tu-sin 5 chicken wings and 10 bags of sticky rice.  After trading, La-mope has 12 chicken wings and 3 candy bars.  In the Edgeworth Box, label the before-trade allocation, B, and the after-trade allocation, A.  Draw some indifference curves that consistent with the trade being Pareto efficient for both La-mope and Tu-sin.  What is the terms of trade?
4. Production of X is such that Labor (L) and Capital (K) are perfectly substitutes and given by X(L,K) = L + K.  However, L and K are imperfectly substitutes for the production of Y and given by Y(L,K) = LK.  Draw an Edgeworth Box Diagram for the production with L more than K and show the contract curve, then construct a production possibility curve.  Explain your result.   
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