Name (Print): ___________________________________________

INTERNATIONAL ECONOMICS


Tariffs, Quotas, and Production Subsidies


1. Answer the following questions given that there are two countries, A & B. Country A is small. The attached graph titled “Small Country A” shows A’s market for Soybeans. Country A’s supply is S = –20 + 10P and A’s demand is D = 120 – 7.5P; Country B’s supply is perfectly elastic (horizontal) at P = $4. 
a. What is country A’s autarky price and quantity? P = __________________; Q = ____________________________


b. What quantity of S will A import in free-trade equilibrium? Imports = ______________

c. Assume that a tariff (equal to $2/kilogram) is imposed. Show the tariff on the graph and label it and the table below with letters (e.g., a-d) to represent the dollar value of the welfare effects of this tariff:
	
	Letters -- also label the graph 
	Change in Dollars/year

	Change in Consumer Surplus
	
	

	Change in Producer Surplus
	
	

	Change in Government Revenue
	
	

	Net change in Country A’s welfare
	
	


d. How many kg. S will A import with the tariff? Imports = _________________

e. The nominal rate of protection provided by this tariff equals _____________%
f. Assume that the cost of the imported intermediate goods (seed, fertilizer, & pesticides) used to grow A’s soybeans is $2/kg of S. The effective rate of protection provided by this tariff equals _____________%
g. Suppose a quota were imposed that yielded the same level of imports as the tariff. Which area represents the dollar value of the quota rights?

Area _________

h. If the quota rights were given to foreigners, then what areas represent the net change in country A’s welfare? Is it a gain or a loss?

Areas _________

i. List three other costs or benefits created by the quota that are not identified in the analysis above:






j. What level of production subsidy would be necessary to achieve the same benefit to producers as the tariff?

Subsidy = __________($/kilogram)

k. List and describe the areas that represent changes in country A’s welfare under this policy (production subsidy). Be sure to include the net change and compare it to the tariff.

	
	Letters -- also label the graph 
	Change in Dollars/year

	Change in Consumer Surplus
	
	

	Change in Producer Surplus
	
	

	Change in Government Revenue
	
	

	Net change in Country A’s welfare
	
	


2. Answer the following questions given that there are two countries, A & B. Country A is large. The attached graph titled “Large Country A” shows A’s market for Soybeans. Country A’s supply is SA = –20 + 10P and A’s demand is D = 120 – 7.5P; Country B (the rest of the world)’s export supply is SB = –10 + 20P. Therefore, SA+B = –30 + 30P, as shown on the graph. 
a. What is the free trade price and quantity demanded in A? (see graph)

P = ___________________________; Q = ________________________________


b. Assume that a tariff (equal to $2.50/kilogram) is imposed. Add this tariff to SA+B on the graph. Label the welfare effects of this tariff on the graph and the table below with letters (e.g., a-e).
	
	Letters -- also label the graph 
	Change in Dollars/year

	Change in Consumer Surplus
	
	

	Change in Producer Surplus
	
	

	Change in Government Revenue
	
	

	Net change in Country A’s welfare
	
	


c. Assume that a tariff (equal to $2.50/kilogram) is imposed. How many kilograms of S will A import with the tariff? 

Imports = _______________________

d. Suppose a quota were imposed that yielded the same level of imports as the tariff. What is the dollar value of the quota rights? _________

e. If the quota rights were given to foreigners, then what areas represent the net change in country A’s welfare? Is it a gain or a loss?

Areas _________

f. What level of production subsidy would be necessary to achieve the same benefit to producers as the tariff? Be specific.

Subsidy = __________($/kilogram)

g. List and describe the areas that represent changes in country A’s welfare under this policy (production subsidy). Be sure to include the net change and compare it to the tariff.


	
	Letters -- also label the graph 
	Change in Dollars/year

	Change in Consumer Surplus
	
	

	Change in Producer Surplus
	
	

	Change in Government Revenue
	
	

	Net change in Country A’s welfare
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