Econ 201 Tutorial #4
Date: Week of Oct. 10-16, 2011

Coverage: Mainly Chapter 5 Welfare Economics, Externalities and Non-Classical Markets   
   

I. Multiple Choice Questions:

1. The sum of the economic surpluses accruing to buyers and sellers is:


A)
producer surplus.


B)
deadweight loss.


C)
total economics surplus.


D)
conspicuous consumption.

2. Which of the following is not required for the market equilibrium to be efficient?


A)
Consumers and producers must be well informed.


B)
The market must be perfectly competitive.


C)
The equilibrium price must be considered fair and just.


D)
The supply curve must include all the costs of production.

3. An effective price ceiling will cause:


A)
producer surplus to fall.


B)
total economic surplus to rise.


C)
quantity supplied to exceed quantity demanded.


D)
quantity supplied to increase.

4. A tax of $1 on each unit a producer sells will:


A)
shift supply to the right.


B)
decrease quantity supplied.


C)
shift supply to the left.


D)
increase quantity supplied.

5. Using a supply and demand diagram of your own, if a per unit tax is imposed, the more elastic demand is, the:


A)
less likely the deadweight loss will be affected.


B)
smaller the deadweight loss.


C)
larger the loss in consumer surplus.


D)
larger the deadweight loss.

6. A market failure/inefficiency exists when:


A)
the price established in the market equals the marginal cost of production.


B)
resources are optimally allocated.


C)
the price established in the market does not equate the marginal social benefit of a good and the marginal social cost of production.


D)
competitive markets' clearing price equals both the marginal social cost and marginal social benefits.

II. Short Questions

1. Multi-Lever company producers Glayde, a popular room deodorizer. Unfortunately, the production process releases sulfur 

dioxide into the atmosphere.

       The marginal private cost (MC) of producing Glayde is MC=Qs,

       The marginal social cost (MSC) is MSC=1.5Qs,

       The demand curve for Glayde (there are no external benefits) is P=12-0.5Qd.

(i) In an unregulated market, what is the equilibrium quantity of Glayde?

(ii) To achieve allocative efficiency, what should be the equilibrium quantity of Glayde?

(iii) Compare and describe the unregulated market quantity and price with the allocatively efficient quantity and price.

(iv) The government wants to impose a tax on Glayde to achieve the allocatively efficient quantity of output. What should the tax be?

B.C. carbon tax kicks in on Canada Day
Last Updated: Tuesday, July 1, 2008 | 12:34 AM ET CBC News 

Vancouverites line up to fill their gas tanks Monday afternoon before the provincial carbon tax takes effect on Canada Day. 
British Columbians will pay more at the gas pump as the provincial government's carbon tax on all fossil fuels takes effect Tuesday.

The carbon tax, introduced in the Feb. 19 budget, taxes carbon-based fuels — including gasoline, diesel, natural gas and home heating fuel — at a rate of $10 per tonne of greenhouse gases generated. The carbon tax will rise $5 a tonne for the next four years until it hits $30 per tonne in 2012.

The Tuesday tax increase works out to an extra 2.4 cents a litre on gasoline, increasing to 7.24 cents per litre by 2012.

The government has said all carbon tax revenue — about $1.8 billion over three years — will be returned to British Columbians through reductions to income and business taxes.

(v) Given the above article, the BC government introduced a carbon tax on fossil fuels. Besides correcting private marginal costs, what other reason(s) can you think of as to why fuels are to be taxed? Would you expect environmental problems to be resolved by taxes? Explain.
2. Price Floors, Production Subsidies and Quotas 

Developed countries often intervene in their agricultural industries, using price floors, production subsidies or quotas (supply management). As an economist in the Department of Agriculture you have estimated the demand to be P = 300 - 4Qd and supply to be P = 100 + Qs for the chicken industry. You have been asked to evaluate three policy choices. Quantities are in tons.

(i) To begin with, there are no interventions. Find the equilibrium P and Q. Also find the total revenue (TR) of the suppliers.

(ii) Option 1: Price floor=$160, the government buys up any surplus (excess supply). 

Find Qd, Qs, surplus, TR of the suppliers, and the cost to the government. 

(iii) Option 2: Production subsidy
Find the amount of the production subsidy per unit required such that the TR of firms is the same as under the price floor. Also find how much the consumers pay per unit and the total cost to the government.
(iv) Option 3: Quota=35

Find the corresponding consumer price and the total revenue of the suppliers at this quantity supplied.

(v) In your capacity as an economist working for the government, which of the three options would you recommend? If you were working as an economist for the farmers, which option would you recommend? Explain. 
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