Economics of European integration
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1. When the price of imports fall, the home nation gains on net because:
· it pays less for the goods it was already importing and it gets some surplus on the increased volume of imports.

· In fact, a nation is hurt by cheap imports.

· the higher level of imports that results allows higher levels of consumption and higher levels of domestic production.

· the import supply curve is upward sloped.
2. A tariff tends to drive down a nation’s border price since it:
· reduces the volume of imports and this pushes foreigners down their supply curve.

· improves the efficiency of domestic producers.

· leads domestic consumers to consume more

· is fully passed on to domestic consumers.
3. The number of mergers in the EU rose sharply in the end of the 1990s.

· TRUE

· FALSE
4. The European Central Bank is one of the most politically independent central banks in the world.

· TRUE

· FALSE

5.

Referring to the diagram, and the following list choose the correct answer from the choices below. 

1) The ‘practicability’ curve is downward sloped since a currency gets more useful when more people use it; 

2) the ‘practicability’ curve is downward sloped because it becomes less practical to set a single monetary policy when the area covered gets larger; 

3) The usefulness curve is upward sloped since the central bank has an easier time setting monetary policy for a large area where minor, regional variations tend to cancel each other out; 

4) The usefulness curve is upward sloped since a currency gets more useful when more people use it.

· 1 and 3 are true.

· 2 en 4 are true.

· 2 and 3 are true.

· 1 and 4 are true.

In the diagram, the intersection of the two curves identifies the optimum currency area size since:
· this is where the marginal cost of enlarging the area just equals the marginal benefit, so this is the size where the total benefit is maximised.
· this is where the political gains from integration equal the economic costs of a single currency. 

· this is where the political costs and benefits just offset each other, so the political cost of the monetary union is nil.

· all of the above.
6. The difference in membership between the European System of Central Banks and the Eurosystems is the national central banks of EU members who have not adopted the euro.
· TRUE

· FALSE

7. The ‘Convergence Criteria’ for joining the monetary union included:

· a country’s inflation rate should not exceed by more than 1.5 percentage points the average of the three lowest inflation rates achieved by the European Union member countries, and that its long-term interest rate should not exceed the average rates observed in the three lowest inflation rate countries by more than 2 percentage points.

· the country must have taken part in the ERM for at least two years without having had to devalue its currency, its public debt should not exceed 60% of its GDP or be moving in that direction, and its government deficit should be less than 3%.

· the country’s GDP growth rate should be at less than 50% of the average of the three fastest growing EU members.

· all of the above.

· all of the above except the 3th item.

8. The target interest rate for the ECB is the European Over Night Index Average (EONIA), a weighted average of overnight lending transactions in the euro area’s interbank market. The ECB controls this by:

· requiring Eurozone banks to charge the prime clients an interest rate that is no more than plus or minus ½ percent from the target interest rate.

· establishing an ‘interest rate ceiling’ by offering to lend euros to banks at a fixed rate, and establishing a ‘interest rate floor’ by offering to borrow euros from banks at a fixed rate that is somewhat lower than the interest rate ceiling.

· conducting weekly auctions for reserve deposits that provide liquidity to the banking system.

· all of the above.

· all of the above except the 1st item.

9. The EU was a net importer of food when the CAP started.

· TRUE

· FALSE

10. The distribution of farm sizes in the EU:

· is very equal, most farms are fairly large.

· is very unequal: ranking farms from large to small, the 7% largest farms account for about half the land, while the 50% smallest farms account for only 7% of that land. 

· is not an important consideration

11. Assume for simplicity that the world food price remains unaltered by changes in EU policies (i.e. it stays at PW regardless). Consider a situation in which the EU’s food supply curve is initially given by the curve marked Supply, but due to technological progress and investment encouraged by high and guaranteed prices, the supply curve shifts out to the curve marked Supply'. In answering the questions refer to the labels in the diagram. 
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Prior to the supply curve shift, the EU could enforce the price floor with a tariff equal to ………………………., while afterwards it can only enforce the price floor by buying a quantity of food equal to  …………………………; thus prior to the shift, enforcing the price floor made a contribution to the EU budget equal to ……………………….. while after the shift, the price floor cost the EU budget ………………………………., assuming that the food the EU buys is not resold.

Prior to the supply shift, the net welfare cost of the price floor was …………………………………
After the supply shift, the welfare impact of the price floor compared to free trade is ………………………… for EU consumers, ………………………… for EU producers, and  …………………………………….. for EU taxpayers.
If the EU sells the food it buys post-supply shift on the world market, the world price will ……………………………… and this will ………………………………. foreign food producers.
12. Write a science fiction story: a severe asymmetric shock occurs and leads to such economic hardship that the European Monetary Union has to dissolved. Carefully explain each step in the process from the asymmetric shock onward.[image: image2.png]
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