MEDITERRANEAN SCHOOL OF BUSINESS MANAGERIAL ECONOMICS

Motivating Question: Wine Import Tax

The United States' threatened to impose a 200% tariff (import tax) on the imports of all white wine from
the European Community in November, 1992. The fact that the U.S. never actually imposed the tariff
should be irrelevant to your answer. No specific knowledge of the wine industry is necessary to answer
this question. Assume that the relevant markets are competitive.

The table in the attached New York Times article describes the expected effect of the tariff on the retail
price of a typical bottle of European white wine in the United States. The article describes in detail how
these numbers are determined.

Consider the validity of the expected final retail price ($28.25), and the assumptions made in the article
to arrive at this price.
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