Exercise 1

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 guestions.

a. How many units of hamburgers should you order? Why?

b. Suppose you decide to order 2 hamburgers. Is this underallocation or overallocation? Explain.
How much is your deadweight loss?

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

How much is your deadweight loss?

- 4T8/00 = oTc/08
Quantity Total Benefit Marginal Total Cost Marginal Total Net
2 0@ Marginal Bene Benefit = 4R - marginel Cot Cost Benefit
15t 80 80 20 20 €0 v
2nd 120 60 q0 20 90 v
3rd 120 40 60 20 20 v
4th 80 20 g0 20 o
5th o 0 100 20 -20

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?

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).

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?

b. s this economy either an exporting or important country? Why? How many units of the
goods is the country is currently importing or exporting?

c. Now suppose the government decides to intervene. If the country is importing, 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.



a. How many units of hamburgers should you order? Why?
You should order at 1F, 2™ 3 {*unit of hamburget hecause the marginal benefit of these Unifs ave greater or equal to
marginol oSt Which means that yoo should continue To oprder |

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

How much is your deadweight loss?

this 1§ underallpcation becquse their marginol benefit is greafer than morginal ot which means that

gou have too Rw hamburgers and Moy sfarve.  DUL = 2’1/(2410) =20
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c. Suppose you decide to order 5 hamburgers. Is this underallocation or overallocation? Explain.

How much is your deadweight loss?

This is overallocgtion because jts marginal benefit i lowey
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than marginal st which means fhat you Nave too many

\D=N\b hamburgers to eat and may 9e+ ob@SiU

DWL = Ixq4xq9 =3
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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?
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on§umer, producer ; gov.
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).

AHET H\E go\l. '\mpmed 'EXpoH* TQ)(,’ this increqees export price

Shifting e §" upwards - This allws  domegtic Gengumers o compete ogainst

foreign consumers. Conguy mer§ pay More o thy buy less and consumer

Surpivw bewmes lower. Prodyere Sel at higher price g0 they produce M,

Poducer surplur becomes Migher. Government gets Tox revenve of impae

Tthe toxX with new port » tox/unit.

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 205.
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?

Small Country or Conomy means that it does hot affedt the world . For example, How mych it
buys er gelly does not offect the Wnrld price- Small eConomy has heri yontal world Supply  curve
Since  the (orld an supply the 900d af P¥ g5 much as the Smal| Guntry wants 4 bua.

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?

No, the Small Country iSO importing country as their dOMESHC price is higher than
Wovld prce Which meanS thot the COUnT?S is ot good ot YY\okir\S the Good s ﬂqeg

mpovt goodr inytead blﬂ Currently importing 60 unItS of goods.



C.

Now suppose the government decides to intervene. If the country is importing, the

government will impose import tariff of 10$ per unit. If the country is exporting, the

government will impose export subsidy of 10$ 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.

) Congumer Surplus %x 30 x (100-30) = 2¢50

Producer Surplug flix%oxm = 450
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) tanifE vevenve = new impdrt x toviffiunit

40 *x 10

= 400
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