Question 7. [Textbook Ch.7] (0.5 mark)
Suppose that there are three identical firms in an industry and that each firm’s supply curve is given by the equation P = 10 + Q. Furthermore, suppose that the market demand curve is given by P = 100 – Q.
a. What is the market supply curve given the above information? (Hint: you might find it helpful to draw a sketch to guide your work here.)
b. What is the equilibrium price and quantity in this market?
c. Calculate the value of total revenue in this market.
d. What is the value of consumer surplus in this market?
e. What is the value of producer surplus in this market?
f. What is the value of total surplus in this market?  


Question 8. [Textbook Chapter 6,7] (1 mark)

Suppose the market for corn in a country is described by the following demand and supply equations:
Demand: P = 100 – (1/2)Q
Supply: P = 10 + (13/10)Q
Use this information to answer the following set of questions. 
a. What is the equilibrium price and quantity in this market? For your answers you may round to the nearest whole number. 
b. What is the value of total revenue for farmers in this market?

Suppose the government institutes a price support in this market of $80 per unit of corn. 
c. Given the price support, how many units of corn will consumers buy?
d. Given the price support, how many units of corn will the government buy?
e. Given the price support, what is the cost to the government of this program if storage costs are $10 per unit of corn stored?
f. Draw a diagram illustrating this price support program. Make sure you label your diagram clearly and completely. 

Suppose the government cancels the price support program and, in its place, institutes a price guarantee program where the guaranteed price for corn is $80 per unit of corn.
g. Given the price guarantee, how many units of corn will consumers buy?
h. Given the price guarantee, what is the price per unit of corn that consumers will pay? What is the total expenditure on corn made by consumers?
i. Given the price guarantee, how many units of corn will the government purchase?
j. Given the price guarantee, what is the cost to the government of this program if storage costs are $10 per unit of corn stored?
k. Draw a diagram illustrating this price guarantee program. Make sure you label your diagram clearly and completely. 



Question 9. [Textbook Chapter 8] (1 mark)

Consider the market for soft drinks. You know that the demand curve in this market contains the points (Q, P) = (100,000, $1.00) and (50,000, $2.00). You also know that the demand curve is linear. The linear supply curve contains the points (Q, P) = (0, $0) and (50,000, $1). The government decides they want to decrease consumption of soft drinks from its current equilibrium level to 50,000 drinks. You are asked to analyze this situation and provide answers to the following questions. 
a. How big an excise tax will the government need to implement in order to reduce consumption to 50,000drinks?
b. Given the above scenario, calculate the tax revenue the government will collect when they implement an excise tax that reduces consumption to 50,000 drinks. 
c. What is the deadweight loss associated with this excise tax?

Question 10. [Textbook Chapter 9] (1 mark)
Consider the small closed economy of Isoland and its market for bananas. Currently, the domestic demand and supply curves for bananas are given by the following equations:
Domestic Demand: P = 1000 – (1/5)Q
Domestic Supply: P = 200 + (1/15)Q
Furthermore, you know that the world price of bananas is equal to $300 per unit of bananas. Hint: you will likely find it helpful to draw a sketch or several sketches as you proceed with this problem. 
a. If Isoland remains a closed economy, what will be the equilibrium price and quantity in the market for bananas in this economy?
b. Suppose Isoland opens the banana market to trade. Will Isoland import or export bananas when it changes its status from a closed economy to an open economy? Explain your answer. 
c. Calculate the value of consumer surplus in the banana market when Isoland is a closed economy and the value of consumer surplus in the banana market when Isoland is an open economy. Will domestic consumers be in favor of opening the market to trade? Explain your answer. 
d. Calculate the value of producer surplus in the banana market when Isoland is a closed economy and the value of producer surplus in the banana market when Isoland is an open economy. Will domestic producers be in favor of opening the market to trade? Explain your answer. 
e. Suppose that the market for bananas in Isoland is open to trade but that the government of Isoland wishes to reduce imports of bananas to 1000 units of bananas through the imposition of a tariff. How big will the tariff need to be in order for Isoland to reach their goal? Explain your answer. 
f. How much tariff revenue will be raised with the imposition of the tariff described in part (e)?
g. What is the deadweight loss from the imposition of the tariff described in part (e)?
 

Question 11. [Textbook Chapter 10] (1 mark)


Consider the market for gasoline in the country of Good Will. The market for gasoline in this country is currently described by the following demand and supply equations:
Demand: Q = 50,000 – 5000P
Supply: Q = 20,000P
where P is the price per gallon of gasoline and Q is gallons of gasoline. Although the good citizens of Good Will are aware that consuming gasoline creates externality costs on their society the current gasoline market does not incorporate any of these externalities. 
a. Describe at least four possible externality costs associated with the consumption of gasoline. 
b. Given the externality costs you delineated in (a), where do you think the marginal social cost of gasoline curve is relative to the given supply curve? That is, are the two curves the same, is the marginal social cost of gasoline curve to the right of the market supply curve, or is the marginal social cost of gasoline curve to the left of the market supply curve?
c. Given the above information, what is the current market equilibrium quantity and price?
d. Suppose that the government analyzes the externality costs in this market and concludes that the market should ideally result in 20,000 gallons of gasoline being consumed if all the externalities associated with gasoline consumption were internalized in the market. Assuming the externality costs are per unit of usage of gasoline and are constant, what is the externality cost per gallon of gasoline consumed?
e. Suppose the government elects to impose a tax to internalize the externality. How big an excise tax would the government need to impose in order to address the externality that you measured in (d)?
 


