
Global Economics  
 
Study Questions, Chapter 3 
 
1. Define the term “wealth” and describe a “wealthy” country. 
 
2. Smith said, “Consumption is the sole end and purpose of all production…”.  Do you agree?  If so, do 

you believe that it is important to also protect the interests of producers?  Are there trade-offs here?  
When there must be a choice between protecting the interests of producers or consumers, which 
would you choose?  Why? 

 
3. a. Define consumer surplus (CS), producer surplus (PS), and deadweight loss. 
 b. Use the diagram on the left, below to identify, label, and calculate the amount of CS and PS. 
 c. Use the diagram on the right to identify and calculate the amount of deadweight loss (DWL) 

 when a $50 per unit tax is imposed on this market.  What is the amount of the tax collected?  
 Label this. 

  
 
4. When a tariff is imposed on bicycles imported into the US, which groups benefit?  Which are 

harmed?  Identify both US and foreign groups. 
 
5. Use the diagram below to show what happens to CS, PS, tax revenue to the government, and DWL 

when a tariff is imposed on a market.  Calculate the old areas of CS, PS, and DWL before the tariff.  
Now calculate the areas of CS, PS, DWL, and the amount of government revenue when the tariff is 
imposed. 

  
 
6. Can you explain the political economy of tariffs?  How does it happen that a tariff that has much 

more cost to consumers than benefit to producers ever gets imposed?  Is there a difference with 
tariffs imposed on goods like steel?  Steel is an intermediate good that affects not just consumers but 
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also what are called “downstream industries”.  Is the political economy for these goods a little 
different?  Explain how. 

 
7. Use the diagram below to show what happens to CS, PS, and DWL when a quota is established in 

this market.  Calculate the old areas of CS, PS, and DWL before the tariff.  Now calculate the areas 
of CS, PS, DWL, and the amount of government revenue when the quota is imposed.  What is quota 
rent?  Is there any in this diagram?  Show and calculate the area. 

 
8. If you are a foreign producer who sells in the US, would you rather face a tariff or a quota?  Explain 

why.   What if you were a foreign worker? 
 
9. What is the Lerner symmetry theorem?  What does it say about the consequences of placing trade 

restrictions on imports into the country?  Why does it work this way? 
 
10. a. What are the direct costs of trade restrictions? 
 b. What are indirect costs of trade restrictions?  Give examples. 
 c. Are there are any intellectual or moral costs of imposing trade restrictions?  Explain. 
 (Parts a, b, and c are simply the reverse of the benefits of free trade.  When trade is restricted, the 

benefits are lost and so they become the costs of trade restrictions.) 
 
11. Is trade a one-way street?  In other words, is it possible for a country to only decrease its imports 

without decreasing its exports?  (Lerner may have something to say about this.) 
 
12. What was the Hawley-Smoot tariff of 1929?  What was it intended to do?  Did it have the desired 

effect? 
 
13. What is the “downstream” problem associated with import restrictions? 
 
14. a. Draw the supply and demand for dollars in the foreign exchange markets.  (This is the market in 

which dollars are bought and sold in exchange for some other currency - SOCs). 
 b. The demand for dollars in the foreign exchange markets is the result of _________ people 

 wanting to buy __________ goods, services or dollars.  (Complete the sentence.) 
  What causes a change in the quantity demanded of dollars? 
  What causes a change in demand (a shift) for dollars? 
 c. The demand for dollars in the foreign exchange markets is the result of _________ people 

 wanting to buy __________ goods, services or dollars. (Complete the sentence.) 
  What causes a change in the quantity supplied of dollars. 
  What causes a change in the supply of dollars? 
 
15. What is a “credit” transaction in the foreign exchange markets?  What is a debit transaction in the 

foreign exchange markets? 
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16. In the dollar/SOC market (the market in which dollars 

are exchanged for SOCs) show and explain the effects of 
the following events. In each case determine: 
i. whether the transaction is a debit or a credit (from 
the US point of view) 

 ii. which account is affected,  
 iii. whether it affects the supply or demand for dollars,  
 iv. is there and increase or decrease in the supply or 

demand for dollars, and 
 v. which currency appreciates and which currency 

depreciates. 
 
 a. Uncle Jacque (from SOC) sends me $100 for my 

birthday. 
 b. SOC people finally decide that they prefer American 

cars! (Try to imagine.) 
 c. McNeil spends his summer in SOC (try to imagine 

that he has the money.) 
 d. SOC tourists come to Disneyland (the original, of 

course) in large numbers. 
 e. The U.S. gives foreign aid to SOC. 
 f. SOC buys New Jersey (and the Nets defect). 

 

 
17. Can you explain how the foreign exchange (FX) markets tend to equalize trade between two 

countries?  For instance, if US residents dramatically increase the amount of SOC goods, services or 
assets they want to buy, but SOC residents do not increase their purchases,  

 a. What will happen in the FX markets? 
 b. Will the supply or demand for dollars be primarily affected?  Will it increase or decrease? 
 c. What will happen to the exchange rate?  Which currency will appreciate?  Depreciate?   
 d. Explain how changes in the relative values of the currency will tend equalize trade between the 

 US and SOC. 
 


