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QUESTION N. 1: (Close economy) 50%

A) Using the file “Subsidy.gms” answer the following questions:

1) Incorporate a report variable that includes information on production, consumption and
relative prices of goods and factor. It should also include the level of the subsidy, and the
change in welfare and in the use of the factor. Simulate an increase of a 20% in the Labor used

by good Y2 and comment the results.

2) Include in the model the possibility to generate a certain increase in the level of capital in
any of the goods produced.

3) Simulate an increase of a 20% in the Capital used by good Y2. Comment the results.

4) Compare both outcomes.

Incorporate the models and the comments in a file called DNI_Subsidy.gms



QUESTION N. 2 (Taxes on the benchmark) 30%

A) Starting with file “BMTAX1.gms” generate a new model (called DNI-BMTAX2.gms")
that uses the following benchmark data, considering there exists a 5% tax on good Y
and a 50% tax on the capital used by activity Y:

TABLE BMFLOW(*,*) BENCHMARK FLOWS

X Y W  CONS ROWSUM

X 120 -120 0

Y 120 -120 0

UTIL 240  -240 0

L 40 -89y 1284 0

K -80 - ¢? é? 0
TAX & K -é? é? é?
TAX_PROD -¢? é? é?
COLSUM 0 0 0 &? i

B) Which of both taxes is more distortionary? Explain your conclusion.

Incorporate the model and the comments in a file called DNI_BnmkTax.gms

QUESTION N. 3 (Armington trade) 20%

A) Describe with a graph the model “Armingtonl.gms”, specifying the functional forms
in each nest including the elasticity used. Specify also the different quantities in the
benchmark.

B) Using the file “Armingtonl.gms”, change the functional form for utility to a CES
function with elasticity equal to 1.5 and save the new model as “DNI-Armington.gms”.

Incorporate the model and the comments in a file called DNI_Armington.gms



