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Problem 1: (35 points)
In June 2016 a majority of the British population voted to leave the EU. Discuss

the potential consequences for UK production, international trade, welfare, and in-

come distribution if the UK exit drawing on international trade theory based on two

scenarios:

a. A deal between the UK and the EU is reached which allows for free flow of

goods, services and capital but restricts migration

b. No deal between the UK and the EU. UK leaves the EU and trades with the

EU under WTO rules.

Problem 2: (30 points)
A key result in the trade literature is that there are positive gains from trade.

a. Explain and illustrate graphically why there are gains from trade and how they

arise. You may base your discussion on production being characterised by con-

stant returns to scale and perfect competition.

b. Discuss what are necessary conditions for there to be gains from trade not only

for a country as a whole but also for all individual households in the country.

c. There are different sources of gains from trade. They rely on different assump-

tions on production technology and market structure. List the different possible

sources of gains from trade, explain each of them and use graphical illustration

where relevant.

Problem 3: (35 points)

a. What do we mean with optimal trade policy? Why does optimal trade policy

vary across sectors and countries? Explain using graphical illustration.

b. Who gains and who lose from the introduction of an import tariff?

c. Discuss the general equilibrium effects of an import tariff in one out of two

sectors in an economy. Outline and illustrate graphically the effect on resource

allocation, production and welfare. Compare the situation with an import tariff

with i) a situation with free trade and ii) a situation with autarky.
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