Economics 40
Homework #3
[bookmark: _GoBack]Due: October 24 at 11:59pm

1. Before the tariff: The U.S. imports one million board feet of lumber.  The world price of lumber is $10 per board foot.  Domestic production of lumber is two million board feet.  Domestic consumption is three million board feet.  After a $4 per board foot tariff: Domestic production of lumber is 2.2 million board feet.  Domestic consumption is 2.6 million board feet.  The world price declines by $1 to $9 per board foot.
a. What is the new price inside the US after the tariff?  1 point.
b. What is the effect of the tariff on US consumer surplus? 2 points.
c. What is the effect of the tariff on US producer surplus?  2 points.
d. How much tariff revenue is generated by the tariff? 1 point.
e. What is the net effect on US welfare? 1 point.
f. Draw a diagram depicting the imposition of the tariff, the world price, the US price, the change in consumer surplus, the change in producer surplus, and the tariff revenue. 3 points.
2. Briefly explain why the world price might change when a country imposes a tariff.  3 points.
3. In January 2018 the US imposed new tariffs on washing machines.  How much was the tariff, and which countries’ imports were affected?  Why did the US do this?  What happened to the price of washing machines in the US afterwards?  Did the tariff cause increased domestic production of washing machines?  (See the appropriate reading in course materials section of Blackboard.). 3 points.
4. Do you think that raising tariffs can reduce the trade deficit?  Why or why not? 4 points.
