Chapter 10 Practice Questions
Figure: Foreign Pollution
Note: The world price of Refrigerant is $10 and only foreign producers make the product using a process that creates pollution
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1. Refer to Figure: Foreign Pollution. If the importing country is allowed to import Refrigerant at a world price of $10 then what is the negative externality created by the foreign production?
A. Q
B. N+Q+R
C. Q+R
D. None of the above

2. Refer to Figure: Foreign Pollution. If the importing country imposes a tariff of $5 on Refrigerant then how much deadweight loss is created?
A. K+L
B. K+L+M
C. L
D. None of the above

3. Refer to Figure: Foreign Pollution. Under what condition would a subsidy of $5 create a greater total surplus than free trade?
A. N+Q>K+M
B. N+R>K
C. N>K
D. None of the above
4. Which of the following is the best definition of the specificity rule?
A. When the first best solution to a public policy problem is impractical, the next best solution is the only appropriate option.
B. Public policy interventions should address a problem as close to its source as practicable.
C. To maintain a stable national defense, a country should stockpile whatever munitions they possibly can.
D. When using tariffs to protect domestic jobs, countries should use a tariff that is specific to the goods being produced by domestic workers.

5. Which of the following isn’t really an economic problem requiring public policy intervention?
A. Foreign exporters using production methods that create pollution.
B. Selling fruit in a foreign market below its production cost before the fruit goes bad.
C. Dropping an export price below marginal cost to drive other firms out of business.
D. All of the above are economic problems that require intervention.
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