
Wilf Csaplar Jr.       Economics 360            Homework #7                 Due Tuesday 3/17

Place your name on the back of this sheet of paper and nowhere else.  Staple your answers face
up on the front of this sheet of paper.  Failure to follow these directions will cost you 10 points. 
Your assignment will be typed, except graphs can be drawn by hand and mathematical equations
can be done by hand.  Failure to type this assignment will cost you 10 points.  If you use double-
sided printing or print on the back of scrap paper, I will give you one additional point.

1) (30 points) Draw the PPF/CPF/indifference curve diagram for a small country which is labor
abundant.  Have the two goods be sculptures and refrigerators.  Draw the diagram for both free
trade and with a tariff.  For the tariff, you will have two price lines and a CPF, explain how you
found where each of them are.  Explain how you found both the free trade production point and
the production point with the tariff.  Explain how you found the two consumption points.

2) (20 points) Draw the offer curve diagram for two large countries.  Draw a new offer curve to
show the labor abundant country imposing the optimal tariff.  Explain how you know it is the
optimal tariff.  You will want to add a line.

3) (5 points each) For each of the following, explain the economic logic as to why the statement
is true.  They all refer to the calculation of the effective rate of protection, g.  The first one is true
even though it contradicts the book.

i iA) For a given t <  t , an increase in a  will cause a decrease in g.

i iB) If a *t  > t, then g < 0

iC) If t  < t, then g > t.

4) (35 points) Draw the S/D diagram for a good which a small country exports.  Illustrate the
effects of an export quota.  Explain why the graph is as drawn.  Find, for the quota, the domestic
price, quantity produced, quantity sold domestically, quantity exported, consumer surplus,
producer surplus, and dead weight loss.  State how you found each one.


