CARLETON UNIVERSITY
Department of Economics
ECON 1000 W – Introduction to Economics

Winter 2014
Assignment #2 (50 marks)
Due Date: Tuesday, February 4, 2014
 Please write your name, student number and upload assignment to CULEARN
1. Using the graph, assume that the government imposes a $1 tariff on hammers. Answer the following questions given this information. (10 marks)
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	a.
	What is the domestic price and quantity demanded of hammers after the tariff is imposed? (1 mark) $6, 84

	b.
	What is the quantity of hammers imported before the tariff? (1 mark) 66

	c.
	What is the quantity of hammers imported after the tariff? (1 mark) 44 

	d.
	What would be the amount of consumer surplus before the tariff? (1 mark) $384

	e.
	What would be the amount of consumer surplus after the tariff? (1 mark) $294

	f.
	What would be the amount of producer surplus before the tariff? (1 mark) $45

	g.
	What would be the amount of producer surplus after the tariff? (1 mark) $80

	h.
	What would be the amount of government revenue because of the tariff? (1 mark) $44

	i.
	What would be the total amount of deadweight loss due to the tariff? (2 mark) $11


2. Using a supply and demand diagram, demonstrate how a positive externality leads to market inefficiency. How might the government help to eliminate this inefficiency? (8 marks)
ANS:
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A positive externality leads the market to exchange a smaller quantity than is socially desirable. The government could help eliminate this inefficiency by subsidizing the product.
3. Given the table, place each of the following in the correct location in the table. (12 marks)
	
	
	Rival?

	
	
	Yes
	No

	Excludable?
	Yes
	Private Goods
	Natural Monopolies

	
	No
	Common Resources
	Public Goods

	a.
	congested toll roads

	b.
	knowledge

	c.
	fish in the ocean

	d.
	national defence

	e.
	congested nontoll roads

	f.
	cable TV

	g.
	the environment

	h.
	fire protection

	i.
	ice cream cones

	j.
	uncongested toll roads

	k.
	clothing

	l.
	uncongested nontoll roads
ANS:


Rival?

Yes

No

Excludable?

Yes

Private Goods

ce cream cones

clothing

congested toll roads
Natural Monopolies

fire protection

cable TV

uncongested toll roads
No

Common Resources

fish in the ocean

the environment

congested nontoll roads
Public Goods

national defence

knowledge

uncongested nontoll roads



4a. Suppose that the cost of installing an overhead pedestrian walkway in a college town is $100 000. If the walkway is expected to reduce the risk of fatality by 0.5 percent and the cost of a human life is estimated at $10 million, what would the town do? (2 marks)
b. Use Table A to complete Table B. (8 marks)
	Table A
	

	On Taxable Income
	The Tax Rate Is

	Up to $27 050
	15.0%

	From $27 050 to $65 550
	27.5%

	From $65 550 to $136 750
	30.5%

	From $136 750 to $297 350
	35.5%

	Over $297 350
	39.1%

	ANS:
Table B
Taxpayer

Income

Tax Amount

Average Tax Rate

John

$52 700

$11 111.25

21%

Todd

$132 500

$35 064.75

26%

Glen

$237 000

$71 949.75

30%

Jake

$315 250

$100 372.90

32%


	


5a. Market demand is given as QD = 200 – 3P. Market supply is given as QS = 2P + 100. Each identical firm has MC = 0.5Q and ATC = 0.25Q. What is each firm’s profit? (5 marks) 

QD = QS   to find the market price P = 20.

Profit maximizing condition P = MC to find the profit maximizing Q = 40 

ATC = 0.25Q = 0.25 x 40 = 10

Profit = (P – ATC) x Q = (10 x 40) = 400.

b. A monopolist faces market demand given by P = 200 – Q. For this market, MR = 200 – 2Q and MC = 3Q. 
(i) What quantity of output will the monopolist produce in order to maximize profits? (2 marks) 
Profit Maximizing condition MR = MC

(200- 2Q) = 3Q

Q = 40
(ii) What price will the monopolist charge in order to maximize profits? (1 mark)
 P = 200 – Q 

P = 200 – 40 = $160


 (iii) What is the deadweight loss due to the monopoly? (3 marks) $200
Perfect Competitor 

P = MC

200 – Q = 3Q

Q = 50

MC = 3 *Q = 3 x40 = 120

DWL = ½ (160-120) x 10 = 200
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