1102 Lecture Notes 

© Gina Pieters



Topic 13: Small Country Trade Model
Trade Equilibrium (Ch. 9)
Exports: 

Imports: 
Small Country Assumptions

Suppose Botswana doesn’t trade. 

a.  What is the equilibrium price and quantity?

b. What is consumer and producer surplus?
Botswana actually imports a lot of its electricity from South Africa. 
c. Suppose the Price of Electricity in South Africa is $4.50. What is the equilibrium price and quantity of electricity with Trade? 

d. How much electricity does Botswana import/export?

e. What is consumer and producer surplus?






A



B
D
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	Before Trade
	After Trade
	Change

	Consumer Surplus
	A
	A+B+D
	+(B+D)

	Producer Surplus
	B+C
	C
	-B

	Total Surplus
	A+B+C
	A+B+C+D
	+D


Consumer Surplus:  

Domestic Producer Surplus:

Total Surplus: 

Benefits to consumers from imports
f. Suppose the Price of Electricity in South Africa is $5.50. What is the equilibrium price and quantity of electricity with Trade?  How much electricity does Botswana import/export?

What is consumer and producer surplus?



A

B
D

C
	
	Before Trade
	After Trade
	Change

	Consumer Surplus
	A+B
	A
	-B

	Producer Surplus
	C
	B+C+D
	+(B+D)

	Total Surplus
	A+B+C
	A+B+C+D
	+D


Consumer Surplus:

Domestic Producer Surplus:

Total Surplus:

g. Suppose the World Price is $2.50. What is the equilibrium price and quantity of electricity? How much electricity does Botswana import/export? 

Consumer Surplus: 

Producer Surplus:

Trade Barrier Justifications (Ch. 9)

Countries use various justifications for trade barriers:

Effects of a Trade Barrier (Ch. 9)

How do countries implement a trade barrier?

Effects of Trade Barriers
The government of Botswana feels that local electric producers are facing unfair competition when the World Price is $2.50. They decide to impose an import tariff of $2.00. What is the equilibrium price and quantity of electricity? Exports/Imports?






A



B









C

D           E
F

               Tariff


GWatts

	
	Before Tariff
	After Tariff
	Change

	Consumer Surplus
	A+B+C+D+E+F
	A+B
	- (C+D+E+F)

	Producer Surplus
	/
	C
	+C

	Gov’t Revenue
	None
	E
	+E

	Total Surplus
	A+B+C+D+E+F
	A+B+C+E
	-(D+F)


Consumer Surplus: 

Domestic Producer Surplus:

Total Surplus:
Additional tax revenue:
Effects of a Trade Barrier against imports
1. .
Removing Barriers to Trade (Ch. 9)
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