Public Affairs 856 Menzie D. Chinn
Spring 2020 Social Sciences 7418
University of Wisconsin-Madison

Midterm Exam 2

The total time for the exam is 60 minutes, although you are given 90 minutes to complete it. Points are
allocated proportionally to the time allocations. Answer all questions in your bluebook.

Part I: Multiple Choice [28 minutes]

1. In the duopoly case of Boeing/Airbus competing in a third market with the payoff matrix below, a
European subsidy of $25 million to Airbus will:

Produce  Airbus Not produce
-$5 $0
million
Produce §5 $125
. million million
Boeing
$100 $0
Not produce il
$0 $0

A. induce Airbus to produce

B. induce Boeing to produce

C. improve the European welfare
D. both (A) and (C) above

E. None of the above.

2. A tariff

A. will always reduce a country’s welfare

B. will increase a country’s welfare if the country is “large enough”.

C. might increase a country’s welfare if it decreases the world price of the good that is imported.

D. will reduce world welfare because of efficiency losses.
E. both (C) and (D) above.

3. Countervailing duties are applied if it is found:

A. firms in foreign countries are protected from international competition.
B. firms in a foreign country are receiving export subsidies

C. foreign firms have excessively high profit margins

D. both (A) and (C) above.

E. None of the above.

4. The General Agreement on Tariffs and Trade and the World Trade Organization have resulted in
A. the establishment of universal trade adjustment assistance policies.

B. the establishment of the European Union.

C. the reciprocal trade clause.

D. reductions in trade barriers via multilateral negotiations.

E. None of the above.



5. In theory, immigration, when native and migrant labor are perfect substitutes:
A. will lower the wage rate in the short run

B. will unambiguously reduce the real wage

C. will not change the relative wage rate (vs. other factor returns) in the long run
D. none of the above

E. (A) and (C) above.

6. “Dumping”

A. can be economically efficient.

B. is a form of price discrimination.
C. is always economically inefficient.
D. is usually legal under WTO rules.
E. both (A) and (B) above.

7. Regional trading arrangements are allowed under WTO rules if

A. the member countries compensate other WTO members financially for lost trade

B. if trade creation exceeds trade diversion

C. if tariff rates between member countries of the regional trading arrangement are lower than MFN rates.
D. if trade diversion exceeds trade creation

E. None of the above.

Part I1: Short Answer [32 minutes]
1. (10 minutes) Consider a large country importing widgets from another large country. The
domestic Home and Foreign markets are competitive.
1.1 Show, using a diagram, the effect of the imposition of a quota. Clearly label the pre- and post-
quota levels of imports, consumption and production.
1.2 Discuss the implications for consumer, producer surplus and national welfare. Be as specific as
possible.

2. (10 minutes) Consider a small country, with a negative externality in the consumption of Sport
Utility Vehicles (SUVs).

2.1 Consider the imposition of an import tariff or import subsidy for SUVs that would set the
quantity demanded equal to the optimal level. What would be the effect on welfare relative to the
free-trade situation? Use graphs to answer the question.

2.2 Can you think of a policy that would obtain the social optimum? Explain your answer using a
graph.

3. (6 minutes) Consider a large country imposing a 10% tariff. Will the country be more likely to
gain if the elasticity of demand is high or low? Explain your answer using graphs.

4. (6 minutes) Consider the following case of US, Mexico and East Asia. Draw the S’wvex that will
set just equal the benefits and costs of entering into a FTA with Mexico. Show explicitly what
must be true, in the graph.
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