1. A Price Ceiling, Consumer Surplus, and Producer Surplus

a) The market for apartments in a large city where the local government has imposed rent control.

	Quantity Demanded
	Price
	
	Quantity Supplied
	Price

	0
	$1200
	
	0
	$300

	5
	1175
	
	5
	325

	10
	1150
	
	10
	350

	15
	1125
	
	15
	375

	20
	1100
	
	20
	400

	25
	1075
	
	25
	425

	30
	1050
	
	30
	450

	35
	1025
	
	35
	475

	40
	1000
	
	40
	500

	45
	975
	
	45
	525

	50
	950
	
	50
	550

	55
	925
	
	55
	575

	60
	900
	
	60
	600

	65
	875
	
	65
	625

	70
	850
	
	70
	650

	75
	825
	
	75
	675

	80
	800
	
	80
	700

	85
	775
	
	85
	725

	90
	750
	
	90
	750

	95
	725
	
	95
	775

	100
	700
	
	100
	800

	105
	675
	
	105
	825

	110
	650
	
	110
	850

	115
	625
	
	115
	875

	120
	600
	
	120
	900

	125
	575
	
	125
	925

	130
	550
	
	130
	950

	135
	525
	
	135
	975

	140
	500
	
	140
	1000

	145
	475
	
	145
	1025

	150
	450
	
	150
	1050

	155
	425
	
	155
	1075

	160
	400
	
	160
	1100

	165
	375
	
	165
	1125

	170
	350
	
	170
	1150

	175
	325
	
	175
	1175

	180
	300
	
	180
	1200

	185
	275
	
	185
	1225

	190
	250
	
	190
	1250

	195
	225
	
	195
	1275

	200
	200
	
	200
	1300

	205
	175
	
	205
	1325

	210
	150
	
	210
	1350

	215
	125
	
	215
	1375

	220
	100
	
	220
	1400

	225
	75
	
	225
	1425

	230
	50
	
	230
	1450

	235
	25
	
	235
	1475

	240
	0
	
	240
	1500



b) 
[bookmark: _GoBack]

c) In the absence of rent control the equilibrium rent would be $750 and 90 apartments. 

1200-5q=300+5q			         P=1200-5(90)
1200-300=5q+5q			         P=1200-450
900=10q				         P=$750
Q=90

The algebraic answer of the equilibrium being at $750 and 90 apartments agrees with the equilibrium in the chart, as it is the same without the price ceiling.

d) With the rent control ceiling in place 20 apartments are being rented. There is a shortage of apartments because only 20 can be supplied with the rent control in place but 160 are demanded so there is a shortage of 140 apartments.

Supplied:					Demanded:
300+5Q=400					1200-400=5Q
5Q=400-300					5Q=800
5Q=100					Q=160
Q=20

e) The price ceiling creates a higher consumer surplus with a value of 32,000 compared to not having a price ceiling then consumer surplus would have a value of 20,250. The price ceiling does limit producer surplus with a value of 1,000 compared to 20,250 and limits the overall total surplus in the market with a value of 33,000 compared to not having a price ceiling the total surplus in the market would be 40,500 with a deadweight loss value of 7,500.
 
Consumer surplus before the price ceiling:
= ½ x 90 x 450
= ½ x 40,500
= 20,250

Producer surplus before the price ceiling:
= ½ x 90 x 450
= ½ x 40,500
= 20,250

Total surplus in the market before the price ceiling:
= 20,250 + 20,250
= 40,500

Consumer surplus with the price ceiling:
= ½ x 160 x 400
= ½ x 64,000
= 32,000

Producer surplus with the price ceiling:
= ½ x 20 x 100
= ½ x 2,000
=1,000

Total surplus in the market with the price ceiling:
= 32,000 + 1,000
= 33,000

Deadweight loss:
= 40,500 – 33,000
=7,500




2. Government Spending and Taxation

a)  
i. The approximate current annual expenditure level is $276.1 billion in the fiscal year 2012-2013.  

ii. The expenditure level counts for 15.5% of the governments GDP with 13.8% in program expenses and 1.7% in public debt.  

iii. The expenditure level’s share of GDP is divided into program spending which counts for 13.8% by reducing expenses with the help of the defense’s funding association and spending on debt service that counts for 1.7% by reducing department spending but still supporting the growth and creation of new jobs. 

iv. The current annual revenue level is $248 billion for the fiscal year 2011-12 and $255 billion for the fiscal year 2012-13.

v. The level of debt at the Federal level that we are condemned to repay is 33.8% for the fiscal year 2011-12 and 33.9% for 2012-13.

vi. The projected deficits in the fiscal years 2012-2013 are planned to decrease by $3.8 billion and it has been estimated that the budget will be balanced between 2016-2017. 

vii. Big-ticket items as far as federal government spending is concerned are program expenses, transfers to other levels of the government and major transfers to persons, such as the elderly, EI and children’s benefits.

viii. Major sources of revenue as far as the federal government is concerned are from income taxes from personal, corporations and non-residents and exercise taxes/duties on goods, services and imports. 

b)  
i. The projected level of expenditures for budget year 2012-2013 is expected to be $126 billion. 

ii. Six important expenditure areas are health sectors, education sectors, postsecondary and training sectors, children’s and social services sector, justice sector and interest on debt. 

iii. The projected level of revenue for budget year 2012-2013 is planned to be $111.8 billion.

iv. The major sources of revenue for the provincial government are through health care, charities, Ontario first nations and gambling/ lottery. Transfers from the Federal government are made to encourage provincial expenditures but are also budgeted and limited to a certain amount.

v. The deficit for the fiscal year 2011-2012 was $16.3 billion, which was lower than its forecast in the 2011 budget by $1 billion.

vi. The projected level of the deficit for budget year 2012-2013 is expected to be $13.3 billion.  


3. Production and Costs

a) Price= $100   Total Fixed Cost= $200

	Workers
	Output
	Marginal Product
	Total Cost
	Average Total Cost
	Marginal Cost

	0
	0
	-----
	200.00
	-----
	-----

	1
	20
	20
	300.00
	15.00
	5.00

	2
	50
	30
	400.00
	8.00
	3.33

	3
	90
	40
	500.00
	5.56
	2.50

	4
	120
	30
	600.00
	5.00
	3.33

	5
	140
	20
	700.00
	5.00
	5.00

	6
	150
	10
	800.00
	5.33
	10.00

	7
	155
	5
	900.00
	5.80
	20.00



b) Price= $150   Total Fixed Cost= $200
	Workers
	Output
	Marginal Product
	Total Cost
	Average Total Cost
	Marginal Cost

	0
	0
	-----
	200.00
	-----
	-----

	1
	20
	20
	350.00
	17.50
	7.50

	2
	50
	30
	500.00
	10.00
	5.00

	3
	90
	40
	650.00
	7.22
	3.75

	4
	120
	30
	800.00
	6.67
	5.00

	5
	140
	20
	950.00
	6.79
	7.50

	6
	150
	10
	1100.00
	7.33
	15.00

	7
	155
	5
	1250.00
	8.06
	30.00






c) Price= $100   Total Fixed Cost= $300
	Workers
	Output
	Marginal Product
	Total Cost
	Average Total Cost
	Marginal Cost

	0
	0
	-----
	300.00
	-----
	-----

	1
	20
	20
	400.00
	20.00
	5.00

	2
	50
	30
	500.00
	10.00
	3.33

	3
	90
	40
	600.00
	6.67
	2.50

	4
	120
	30
	700.00
	5.83
	3.33

	5
	140
	20
	800.00
	5.71
	5.00

	6
	150
	10
	900.00
	6.00
	10.00

	7
	155
	5
	1000.00
	6.45
	20.00



d) All three tables have the same marginal product values, because the amount of output being produced remains constant throughout all three tables and the marginal product begins to diminish once there are four workers and the output reached 120 units. The only difference is the fixed and variable costs, which does not affect the marginal product since the marginal product is the extra output produced by an additional unit of input.

e) As the total cost and amount of output increases the total average cost of all three tables decreases and then begins to increase again creating a saucer shape because when marginal cost is below the average total cost the average total cost decreases and when marginal cost is above the average total cost they both increase creating a saucer shape curve and economies of scale.

f) The marginal cost of all three tables begins to decrease and then starts to increase again when there are four workers and an output of 120. Tables one and three have the same marginal cost because they both have a variable cost of $100 when they employee another worker and both charts have the same marginal product values which is used to calculate the marginal cost.

g) The saucer shaped marginal cost curve is related to the n-shaped marginal product curve. As one curve starts to increase the other curve will start to decrease and when one of the curves is at its maximum point the other curve is at its minimum point. Marginal cost rises with the quantity of output produced, which reflects the property of diminishing marginal product. 

h)  In case a) and b) both the variable cost of the employees getting paid and the fixed cost have an affect on total cost which has an overall effect on average total cost and the marginal cost. This is because the fixed and variable cost set out the total cost and the average total cost is derived from the total cost and the marginal cost is derived from the change in total cost and the change in quantity.

i)  In case a) and c) the fixed cost has an affect on both graphs because both share the same variable cost value but the fixed cost changes the total cost values between the two charts which also affects the average total cost and marginal cost.

j) 
 revenue level is $248 billion for the fiscal year 2011-12 and $255 billion for the fiscal year 2012-13.

 revenue level is $248 billion for the fiscal year 2011-12 and $255 billion for the fiscal year 2012-13.
Demand	0.0	5.0	10.0	15.0	20.0	25.0	30.0	35.0	40.0	45.0	50.0	55.0	60.0	65.0	70.0	75.0	80.0	85.0	90.0	95.0	100.0	105.0	110.0	115.0	120.0	125.0	130.0	135.0	140.0	145.0	150.0	155.0	160.0	165.0	170.0	175.0	180.0	185.0	190.0	195.0	200.0	205.0	210.0	215.0	220.0	225.0	230.0	235.0	240.0	1200.0	1175.0	1150.0	1125.0	1100.0	1075.0	1050.0	1025.0	1000.0	975.0	950.0	925.0	900.0	875.0	850.0	825.0	800.0	775.0	750.0	725.0	700.0	675.0	650.0	625.0	600.0	575.0	550.0	525.0	500.0	475.0	450.0	425.0	400.0	375.0	350.0	325.0	300.0	275.0	250.0	225.0	200.0	175.0	150.0	125.0	100.0	75.0	50.0	25.0	0.0	Supply	0.0	5.0	10.0	15.0	20.0	25.0	30.0	35.0	40.0	45.0	50.0	55.0	60.0	65.0	70.0	75.0	80.0	85.0	90.0	95.0	100.0	105.0	110.0	115.0	120.0	125.0	130.0	135.0	140.0	145.0	150.0	155.0	160.0	165.0	170.0	175.0	180.0	185.0	190.0	195.0	200.0	205.0	210.0	215.0	220.0	225.0	230.0	235.0	240.0	300.0	325.0	350.0	375.0	400.0	425.0	450.0	475.0	500.0	525.0	550.0	575.0	600.0	625.0	650.0	675.0	700.0	725.0	750.0	775.0	800.0	825.0	850.0	875.0	900.0	925.0	950.0	975.0	1000.0	1025.0	1050.0	1075.0	1100.0	1125.0	1150.0	1175.0	1200.0	1225.0	1250.0	1275.0	1300.0	1325.0	1350.0	1375.0	1400.0	1425.0	1450.0	1475.0	1500.0	Price Ceiling	0.0	5.0	10.0	15.0	20.0	25.0	30.0	35.0	40.0	45.0	50.0	55.0	60.0	65.0	70.0	75.0	80.0	85.0	90.0	95.0	100.0	105.0	110.0	115.0	120.0	125.0	130.0	135.0	140.0	145.0	150.0	155.0	160.0	165.0	170.0	175.0	180.0	185.0	190.0	195.0	200.0	205.0	210.0	215.0	220.0	225.0	230.0	235.0	240.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	400.0	Quantity
Price
Total Product	0.0	1.0	2.0	3.0	4.0	5.0	6.0	7.0	0.0	20.0	50.0	90.0	120.0	140.0	150.0	155.0	0.0	1.0	2.0	3.0	4.0	5.0	6.0	7.0	Marginal Product	0.0	1.0	2.0	3.0	4.0	5.0	6.0	7.0	20.0	30.0	40.0	30.0	20.0	10.0	5.0	Input (workers)
Output
Marginal Cost	0.0	20.0	50.0	90.0	120.0	140.0	150.0	155.0	5.0	3.33	2.5	3.33	5.0	10.0	20.0	Average Total Cost	0.0	20.0	50.0	90.0	120.0	140.0	150.0	155.0	15.0	8.0	5.56	5.0	5.0	5.33	5.8	Output
Costs
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