1. You are considering the number of hamburgers that you plan to order. Based on the following table,

complete the table and answer the following questions.

T - TC
Quantity Total Benefit Marginal Total Cost Marginal Total Net
Benefit Cost Benefit
1t 30 80 20 20 L0
2nd 140 60 40 20 100
3rd 130 40 40 20 10
4t 100 20 %0 20 120
5th 200 0 100 20 100

How many units of hamburgers should you order? Why?

¢ units of hamburgevs showd be ovders in order to maximize benefit

we  should ordey wheve MB = ML whith equals Yo 4 unifg of ham\;\:V3grc

Suppose you decide to order 2 hamburgers. Is this underallocation or overallocation? Explain.

How much is your deadweight loss?

Underallocation Since mavginal benefit frown ovdev kamhuraev is more than its

marginal cost. The deadweignt loss is 120 - 100 = 1o

Suppose you decide to order 5 hamburgers. Is this underallocation or overallocation? Explain.

How much is your deadweight loss?

Ovevallocation Since Wavgingl benedit from ovdev hamburger is fess than

marginal cosk. The deadweignt loss is 120 - 100 = 20
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2. With diagrams, explain the differences between tariff and quota. Also, explain the impact on

domestic stakeholders (consumers, producers, and government), i.e., who is better off and who is

worse off? Why?

Assume 1. Small domesYic economy

L. 4he world supply is hevizontal
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Impact on domestic stakehalders
Consumey @ COnsumers ave worse off in both cae
smee Yhey Mhave o pay at Wgker price .
Prodveey :  producers ave berrev off in both (ase
since they can sel at Wigher price.
governwent @ for fariff, governwment will 9ain benefiy
from  Yariff. Wnile quota | ¥he license holders will gain
benedit | but this amount wil be counted as DwL

it the holders are Foreianzrs.

™e difference between RV « quond
Guota Shifds the SUPPY CUrve  while favift does wnet.
The owney of revenve from wovld price = the mew price
Ly fariff : gqovermment  guota : licemse holdevs

# Case when the license holders are foveign firm

those revenve will become deadweight loss o Society.



3. Consider an exporting country. Analyze welfare effect on all stakeholders when its government

impose “Export Tax”, i.e., per-unit tax imposed on the exported good. Draw a diagram(s) and provide

complete analysis on who gain(s) and who lose(s).

with Expory tax without Expovt tax ¢ free tvade )
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et green colouy veprésewmYs Congumey Surplvs
orange Colowv represenYs Producev  Surpivs
blug colour represents JovRrnment revenve

black colouv represenYs deadweight loss

Amalysis @ Damestic consumers gain bewedit | while domeshic producers lose bewelit .
GovernmenY gaing benefit from tax revenye . but sociery is  wovse off
due To deadweight loss ( loss o producers i 1argey fhan Jains e

consowey  aNd Goverwmant o decrease in total suvplus )



4. A“small”, open economy is engaging in international trade. Its domestic demand curve is given by
P =100 — Q and its domestic supply curve is given by P = Q. The world price of the good is 20S.
Answer the following questions.
a. What does it mean for a country to be “small”? What implication of being “small” has on the

world supply curve?

Boing small country means inat demand and Supply of country does not 3ffect the wond.
The world supply fov small Country is horizontal line since the world can supply +he country
35 Muth 38 1Y needs,

b. Is this economy either an exporting or important country? Why? How many units of the

goods is the country is currently importing or exporting?

@y = 100-P & = P phond 20}
Q 4 ? QS = impov’cing country domestic price : &, = Q
100-P = P
At ?wov\d ’ Qd - %0 QS = 20 ?dom = s

the Countvy imporis g0 - 20 = b0 units

The Reonowy is an importing COUNry Since ¥ne countvy is not good 3t
producing 9oods . The country is currenty impq"(iv\3 60 uni¥s of goods.

c. Now suppose the government decides to intervene. If the country isimporting, the
government will impose import tariff of 10S per unit. If the country is exporting, the
government will impose export subsidy of 10S per unit. Calculate

i. Domestic consumer and producer surplus after the intervention
ii. Either subsidy cost or tariff revenue

iii. Deadweight loss from the intervention.

pWOM L tavitf = b+ 10§ = 308

1. Domestic consumer surplus decveases , While theve is 3 9ain in domestic producev surplvs .
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total Surplus = 3400
= 100



