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Short Answer (20 points)
41. (4 points; there are more examples below than required to obtain the full 4 points)
If there is a market failure, such as an externality or monopoly, government regulation might improve the well-being of society by promoting efficiency.  If there is an illegal market, for example, for drugs, government might design policies to reduce activity in that market.  If the distribution of income or wealth is considered to be unfair by society, government intervention through a minimum wage or rent control might achieve a more equitable distribution of economic well-being.
42. (8 points; 2 points for each part)
a) In terms of labour time spent making TVs and shoes, both goods cost less in Korea than in Taiwan, 0.33 weeks per TV and 0.05 weeks per pair of shoes in Korea, and 0.5 weeks per TV and 0.1 weeks per pair of shoes in Taiwan.  Korea possesses an absolute advantage in producing both goods.
b) In terms of opportunity cost, TVs cost less in Taiwan than in Korea: 5 pairs of shoes per TV in Taiwan and 6.67 pairs of shoes per TV in Korea.  Taiwan possesses a comparative advantage in TV production.
c) Since Taiwan has a comparative advantage in TVs, it will export TVs.  Since Korea has a comparative advantage in making shoes, it will export shoes.
d) No country would have a comparative advantage since opportunity costs will be the same for both countries and therefore engaging in trade would benefit neither country.
43. (8 points)
The burden of a tax refers to who pays the tax.  If a tax is imposed on a market that was not previously taxed, will it be consumers or producers who actually pay the tax?  (1 point)
The answer is that it doesn’t matter if the tax is imposed on buyers or sellers – the effects on equilibrium price and quantity, and tax incidence are the same.  Rather, whatever side of the market is more inelastic bears the larger burden.  For example, if the supply curve is relatively more inelastic (it does not have to be inelastic) than the demand curve, sellers will bear a larger burden of the tax.  Alternatively, the opposite is true if the demand curve is more inelastic (it does not have to be inelastic) relative to the supply curve.  (2 points)
The following diagram illustrates the first of the two cases – supply is relatively more inelastic than demand.  The initial equilibrium is at point A with equilibrium price  and equilibrium quantity .  A tax imposes a wedge between the price sellers receive and buyers pay.  The price buyers pay rises to  and the sellers receive falls to .  Because the price for buyers has risen, the amount they demand falls, and equilibrium quantity in the presence of the tax falls to .  Since supply is relatively more inelastic than demand, the tax burden on sellers is larger – the price they receive for their output falls by more than the increase in the price that buyers pay.  Over time, if the supply curve becomes more elastic relative to the demand curve, the burden of the tax will be shared more equally between buyers and sellers.  (2 points; a similar explanation could also be provided for the second of the two cases)

(3 points for the diagram)
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