PRINCIPLES OF MICROECONOMICS (ECON 1101 SECTION 056)
ASSIGNMENT #5

Due Monday, 24 Nov 2008, 5:00 pm. Assignments should be typed and submitted in hardcopy.
Calculations may be handwritten but must be neat and professional. Students are welcome to
discuss homework in groups, but each student must prepare and submit a unique assignment and
note the names of other group members. Answer all parts of all questions.

1. (20 points) Read the following article.
e Mulady, Kathy. “City OKs 20-Cent Fee on Plastic, Paper Bags.” (2008, Jul. 29)
Seattle Post-Intellegencer. p. Al
(a) Describe the externalities at issue in the article.
(b) Is the user fee a Pigovian tax? How will it address the externality?
(c) What are alternative solutions to the problem? Which do you think would be best?

2. (25 points) Cable television is a service that exhibits excludability but not depletability.
Thus, marginal costs are zero. Suppose that demand for cable is given by P=80-Q, and that
there are no externalities in the consumption or production of cable programming.

(a) Suppose the industry has only one firm, which acts as a unregulated, profit-maximizing
monopolist. Calculate the monopoly price, quantity, and consumer surplus.

(b) Suppose a price ceiling of 20 is imposed on the monopolist. Calculate the monopoly
price, quantity, and consumer surplus.

(c) Suppose the government provided the whole market with cable service and charged a
mandatory fee of 15. Calculate the consumer surplus.

3. (30 points) Ethanol production receives a federal subsidy of 51¢/gal. Suppose the national
daily demand for ethanol is given by P = 295¢/gal - (.000007¢/gal*)Q and without a subsidy
the supply of ethanol would be given by P = 104¢/gal + (.000010¢/gal*)Q.

(a) Calculate the equilibrium price and quantity without the subsidy.

(b) Calculate the equilibrium price and quantity with the subsidy.

(c) Calculate the government expenditure on the subsidy.

(d) Calculate the deadweight loss of the subsidy assuming no externalities.

4. (25 points) Suppose the demand for power sanders is given by P =46-0.5Q and the supply
curve is given by P=34+Q.
(a) Calculate the competitive equilibrium price and quantity.
(b) Calculate the after-tax price, quantity, consumer surplus, and producer surplus if a per
unit tax of 3 is imposed on the purchaser.
(c) Calculate the after-tax price, quantity, consumer surplus, and producer surplus if a per
unit tax of 3 is imposed on the seller.



