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Assume that a tax has been imposed on the market for all soft drinks (pop)
· Explain the basic concepts of supply and demand elasticity with reference to the cell phone market. Be sure to describe why a group of consumers might be more or less elastic than producers in their response to a price change.  
Taxes generally increased the prices of commodities in the markets. At increased prices, suppliers are willing to supply the commodities in the market but conversely, the buyers are demotivated to consume goods and services at higher prices. The increase in prices decreases the demand of goods and services. If tax have been imposed on the soft drinks, let’s say soda, it would affect both the elasticity of demand and elasticity of supply. In the case of supply elasticity, a unit change in the supply of price of soda leads to a relatively low increase in supply of soda (Bas, Mayer & Thoenig, 2017). On the other hand, in the case of demand elasticity, there is a great decrease in the demand of soda following an increase in its price which results from imposed ta on the drink.
The price elasticity of demand is given by: 
					 [image: Image result for formula for price elasticity of demand]
The price elasticity of supply is given by:
[image: Image result for formula for price elasticity of supply]
Consumers are more elastic to changes in the price of soda that the producers, this is because, producers are not happy to produce goods at a higher price which does not necessarily increased the amount of profit gained, instead it increases the burden to the consumers. For this reason, the producers will respond slowly to the increase in prices hence the lesser elasticity. On the other hand, consumers will consume the substitute’s commodities of soda following the increase in the price of soda. The fast response to the change of increase in price leads to producers being termed as more elastic than the consumers.
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Demand curve drops very fast than the supply curve. This leads consumers becoming more elastic than producers who happens to be the suppliers. 
· Based on your responses, which group, consumers or producers will pay the heavier burden of this tax on pop? Explain and illustrate on a well-labeled graph.
When tax is imposed on soda, it affects both the consumers and the producers. The effect on producers is that the production cost of soda is increased. The consumers finds it hard to produce the amount of quantity that have been producing. Due to this reason, the producers find the way of relieving the burden of tax from their shoulders by increasing the price of the commodity, in our case the company producing soda will increase its price. The heavier burden of the tax on pop is paid by the consumers of soda, this is because when the tax is imposed on the producers, they pass it to consumers through increase in price, unfortunately, the consumers have no one to pass the burden to hence they incur the cost (Grubert & Altshuler, 2015).
 This does not mean that the tax does not affect the producers of soda, they also carry the burden because increase in price of soda decreases its demand hence lowers its aggregate sales leading to reduced profits. Comparing the two effects, indeed it is true to argue that consumers carry the whole burden of increase in price of soda.
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PM represent the burden on the consumers while AM represents the burden on producers.
· Assume there is a quota placed on cell phones in Vancouver due to limited network space. How would such a quota impact the market and surplus?  
Quotas are placed more specifically to protect the domestic producer in any economy. By this it means that the will be definitely be rise in the prices of cell phones in Vancouver. The quota may lead to decline in the cell phone users’ surplus in Vancouver. The increased prices of cell phones motivates the producers to producer more hence increasing their profit margin drawn from their produced surplus. The producers take the advantage to the quotas and rules the market until the period is over and consumers are yet again allowed to import the products at a relatively lower price. At this stage of an economy, it is not a very good moment for producers who have to wait until the quota’s time is considered so that they can rule the market once again (Feicht et al., 2017). In this specific case, the importers of cell phones will incur an extra cost because of the quota.
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From p1 to p0 represents the consumer’s lost surplus, due to increase in production, producers output are is surplus and hence increased sales.


· Explain the difference between the total and marginal utility, with your own examples.
Utility is an economics term used to mean satisfaction or contentment that one acquires after consuming different combinations of goods, say good 1 and good 2. Total utility is the aggregate satisfaction that a consumer acquires after consuming a given amount of commodities. It is the utility gained from let’s say good (A) added to the utility acquired from consumption of good (B). On the other hand, marginal utility is that contentment that one acquires after consuming an extra amount of quantity of a specified commodities (Kauder, 2015). For example, if there are two goods say A and B the satisfaction drawn from A is UA and that of B is UB, then the additional consumption of quantity of good A is its marginal utility. Marginal utility is calculated by getting the change in total utility resulted from change in the consumed quantity of goods and services.
The graphical representation of total and marginal utility.

Utility 	total utility 
	UA
	UB
	Marginal utility


	XB	XA	Quantity 


References
Bas, M., Mayer, T., & Thoenig, M. (2017). From micro to macro: Demand, supply, and heterogeneity in the trade elasticity. Journal of International Economics, 108, 1-19. 
Feicht, R., Grimm, V., Rau, H. A., & Stephan, G. (2017). On the impact of quotas and decision rules in collective bargaining. European Economic Review, 100, 175-192.
Grubert, H., & Altshuler, R. (2015, January). Shifting the burden of taxation from the corporate to the personal level and getting the corporate tax rate down to 15 percent. In Proceedings. Annual Conference on Taxation and Minutes of the Annual Meeting of the National Tax Association (Vol. 108, pp. 1-53). National Tax Association. 
Kauder, E. (2015). History of marginal utility theory (Vol. 2238). Princeton University Press.
image1.png
Price Elasticity of _ %Ain Qd

Demand (PED) ~ oAinPp




image2.png
Price Elasticity of = %Ain Qs

Supply (PES)  %AinP




