Wellesley College

Economics 101: Principles of Microeconomics

Fall 2001

Dr. Ananish Chaudhuri

Assignment #1

This assignment will be due back on Friday, October 5, 2001.  

Total points = 50

Here are the rules you must follow:

1. It is not necessary that you type your answers. Handwritten answers are fine. But your answers must be NEAT and LEGIBLE. 

2. All graphs must be NEATLY drawn and CLEARLY LABELLED.

3. Write only on one side and NOT on both sides of each sheet.

4. Clearly mark your answers so that your answer is readily apparent to me and I don’t have to search for the answer.

5. Hand in the assignment to me before class. This means you can hand it in to me as you enter the class. If you have to miss class for some reason then make sure it reaches me before class time. You can drop it off at my mail-box located on the fourth floor of Pendleton Office or at my office at Pendleton #415.

6. I will penalize you for untidy and sloppy assignments.

Question 1: (15 points)

The following article is from The Economist, April 2000. 

Up until the mid-1990s, the Sialkot District in Pakistan was home to a large hub of sports equipment manufacturing, particularly soccer balls. The success of the industry was largely responsible for the success of the area, which boasted per capita income levels of about $1,000, almost twice the national average for Pakistan. However, several years ago journalists revealed that the sports-equipment industry was employing child labor. "No amount of preparation could have lessened the shock and revulsion I felt on entering a sporting-goods factory in the town of Sialkot." wrote one journalist then. 

Under pressure from abroad, the local chamber of commerce signed an agreement, the “Atlanta Agreement," in which local firms volunteered to discontinue using young workers as well as allowing international monitors the right to check for compliance. This agreement has caused major changes in the sports equipment industry of the region. 

Firstly, the agreement has been successful in eliminating child labor in the industry. However, in order for the International Labour Organization (ILO) to be able to monitor the situation, production which had previously been done by local families in their homes, is now done in larger "stitching centers." Thus, in order to comply with the

Agreement, costs have increased for all firms. Due to the cost increases, many firms are no longer able to compete internationally. ("Pakistan's share of the American soccer-ball market by volume dropped from 65% to 45% between 1996 and 1998.") Further, many women as well as children no longer work for the companies as local customs and religious beliefs make it difficult for them to work in the more public "stitching centers" rather than in their own homes. These factors have lead to an overall decline of incomes in the region. 

1.Consider the supply and demand for Pakistani soccer balls. How could publicity about the use of child labor impact the equilibrium price and quantity of the market? (5 points) 

2.In order to avoid problems internationally, the industry agreed to discontinue the use of child labor and also allow international involvement to insure compliance. How does this change the market for Pakistani soccer balls? (5 points)

3.Why would the agreement mean that the Pakistani firms can no longer compete internationally? (5 points)

Question 2: (26 points)

Consider the following demand and supply curves. 
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Part A: 10 points - 2 points for each part

1. Find the equation for the demand curve

2. Find the equation for the supply curve.

3. What is the equilibrium price and quantity?

4. Calculate the consumer surplus.

5. Calculate the producer surplus.

Part B: 10 points – 2 points for each part

Now suppose a tax of $3 per unit is imposed on the sellers of the good. 

1. What is the new supply equation? 

2. What are the new equilibrium price and quantity?

3. How much of the tax is borne by the sellers? How much of the tax is borne by the consumers?

4. How much is the total revenue that the government will get from this tax? 

5. Calculate the new consumer surplus. Calculate the new producer surplus.

Part C: 6 points

Draw a neat graph with the relevant demand and supply curves to illustrate the pre-tax and post-tax equilibrium. 

Question 3: (9 points)

There are three questions – each question carries 3 points.

A large portion of the coffee that we consume in the US comes from Latin America. Suppose the United States decides, as a trade policy, to impose restrictions on the amount of Latin American coffee that comes into the country.  

1. What do you think will happen in the market for coffee in the US? Draw a diagram to illustrate your answer.

2. What do you think will happen in the market for tea in the US? (You should assume that tea is a close substitute for coffee). Draw a diagram to illustrate your answer.

3. International Delight is a company which produces a variety of flavored coffee creamers. (These are complementary goods to coffee.) If you are an analyst advising International Delight, what would you tell them about the impact of the US restrictions on coffee from Latin America on their product? Draw a diagram to illustrate your answer. 
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