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#1. (1) What is the consumer surplus, and how is it measured? 
[bookmark: _GoBack] 	Consumer surplus is a measure of benefit to the buyers taking part in market (Hillinger, 2001). It is measured by difference between the amount that the purchaser is willing to pay for goods or services and the amount that is actually paid by the buyer for the goods or services. Consumer surplus is obtained by calculating the area between a demand curve and the price line for the quantity of goods sold (Hillinger, 2001). 
(2) Other things equal, what happens to consumer surplus if the price of a good falls and why?
By making an assumption that the demand does not shift, then a fall in price leads to an increase in consumer surplus. This is because lowering the price of a good implies that the gap between the amount consumers are willing to pay and the market price becomes greater. This is an indication that fall in price significantly increases consumer surplus. 
(3) Describe the circumstances under which it would be better for the government to sell pollution permits than to levy a corrective tax. 
Pollution permits issues by the government may be more efficient in reducing pollution compared to corrective tax (Pigovian tax). These permits give companies a legal right to pollute at a particular level (Yates, 2012). This strategy is more preferable in circumstances when the government wants to significantly lower pollution because it encourages firms to lower pollution and the external costs related to it. In addition, the government raises revenue from the sales of the permits (Yates, 2012). The pollution permits are more effective in circumstances such as when the government wants to discharge specific amount pollutants into a river. This can easily be achieved through issuing the permits for such amount of pollution, something that in highly unachievable through charging taxes.
(4) Explain the difference between inferior and normal goods. As a developing economy experiences increases in income (measured by GDP), what would you predict to happen to demand an inferior good?
Normal goods are products whose demand increases with increase in income, but the price remains constant, while inferior goods are products whose demand decreases as the consumer income increases (Kim & Leigh, 2011). For a developing country whose income is increasing, the demand for inferior goods decreases because the consumers will switch to more expensive goods.
#2. A rather large city has only one fire station, two fire trucks, and four firefighters. Explain if fire protection in this city characterized by rivalry in consumption.
Rivalry in consumption arises when the consumption of a given unit of good/service excludes others from the consumption of the same (Jones, Silcock & Uetake, 2015). For the case scenario presented whereby a large city has only one fire station, two fire trucks, and four firefighters, the fire protection for the city is not compromised because being a public good, providing fire services to one area of the city does not prevent other areas from obtaining the same services. 


#3. Give two reasons why the long-run industry supply curve may slope upward. Use an example to demonstrate your reasons.
 	The long-run industry supply curve may slope upwards due to two reasons. Firstly, it may happen when a specific resource utilized in production is limited in availability (Opocher & Steedman, 2015). For example, in a market for farm products, the price of land may be low at the beginning and rises as more farmers enter the market. This pushes up the cost of farmers and consequently the product prices (Opocher & Steedman, 2015). Secondly, different businesses may exhibit different costs. For instance, some firms may be effective in completing tasks, which implies that their costs may be lower than for other firms.
#4. Why might economists prefer private ownership of monopolies over public ownership of monopolies?
Economists may prefer private ownership monopolies over public ownership monopolies because the former is governed by the market and that the outcomes generated may be better than the publicly owned monopolies (Auriol & Picard, 2009). The public monopolists may perpetrate restriction of output levels below the outcome of private market, which may lead to generation of low social surplus. Private monopolists are also important in reducing market costs (Auriol & Picard, 2009).
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