ECON103

European Economic Issues

CLASS Cycle 1: Weeks 4 & 5
Small group icebreaker discussions 2-3 people 5 mins
1. Recall the 6 reasons of trade discussed in lecture 2. Similar motives underlie the way we organise our own economic lives and that of our families. Thinking about your own economic life give examples of trades based on:

a) Differences in tastes

b) Differences in Technology

c) Differences in Endowments

d) Increasing returns to scale

Main class exercise to be done in small groups, roughly equal to 1/3 of class. Based on preparatory work in advance of class each group to discuss assigned section, make overhead and present to class. Class leader does ‘correct answer’ in parallel on whiteboard/blackboard. Group I) parts a and b; Group II) part c; Group III) part  d & part e.
2.  (Before solving the problem below, recall the different degrees of economic integration.)
The diagram below shows the demand and supply diagrams or schedules for steel in a country which is not, initially, a member of the European Union.
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a) What would be the equilibrium price and quantity in autarky (that is, before the country engages in any trade)?

b) Now assume that the country opens its borders for trading in steel. If the world market price of steel is 200 and the country imposes a 100% custom tariff on steel (doubling the price to 400) how will the quantity and the price change compared to question ‘a’?

c) If the country joins a customs union such as the EU and the price of steel is 300 inside the customs union and the EU levies the same 100% customs tariff on steel from outside the union, how will that change consumption and the pattern of supply from producers by domestic, customs union and foreign producers? 
d) How much is the value of trade creation and trade diversion (compared to question ‘b’)?

e) If you compare these values did the country win with the customs union or lose (if we take into consideration trade in steel only)?

Depending on time: Topics to reflect on: 
3. Why do we trade?
Recalling the motives for trade from the second lecture, discuss which factors could be of importance during the early stages of EU integration? Which ones were important with the enlargement in 2004?

4. Following from the above discussion, how do you think economists can measure the differences in:

· differences in technology

· factor endowments (labour/capital);

· competition;

· taxes;

· returns to scale?

