Homework 5
Econ 1101.01: Principles of Microeconomics

Katherine Lande Schmeiser

Due April 25, 2008

Note: Type everything but graphs and calculations for full credit. Completely label all graphs for full credit. Homeworks may not be submitted electronically. For full credit, TA’s name and section number must be on the homework.
Question 1 (8 points):

Graphically represent a monopolist which is perfectly price discriminating. What is the firm’s marginal revenue? In words, what is CS, PS, and DWL? Show these on your graph if you can.

Question 2 (10 points):

Consider a monopolist with MC=ATC=50 who observes the demand for their product to be P=100-5Q. On a graph, illustrate the monopolist’s problem, making sure to also show PS, CS and DWL. Calculate the profits for the monopolist.

Now, suppose that the monopolist decides to implement a two-part tariff. Graphically illustrate this on a second graph, again being sure to show PS, CS and DWL. What per-unit price is the monopolist charging here? What is the entry fee/tariff? Calculate profits for the monopolist.

Finally, on a third graph, show a perfectly price discriminating monopolists and calculate profits. Show all surpluses on your graph.

Question 3 (15 points):
Consider the perfectly competitive market for wheat. Assume that the U.S. is a price taker in the world market for wheat. Furthermore, assume that the foreign price is higher than the U.S. price. Assume that transport costs are zero. 

1. Graphically, show this market in autarky, along with CS, PS and DWL

2. On another graph, show the market under free trade. Will the US import or export? Show all surpluses, as well as how much the US imports/exports.

3. Now, suppose the government puts an import/export tariff on wheat. Assume that trade still occurs after the tariff. On a third graph, show the effects of this tariff, again, labeling all important points, showing all surpluses as well as imports/exports.

4. Who in the U.S. benefits from the tariff (as compared to free trade)? Who in the U.S. is hurt (as compared to free trade)?

Question 4 (15 points):
Consider the perfectly competitive market for wine. Assume that the U.S. is a price taker in the world market for wine. Furthermore, assume that the foreign price is lower than the U.S. price. Assume that transport costs are zero. 

1. Graphically, show this market in autarky, along with CS, PS and DWL

2. On another graph, show the market under free trade. Will the US import or export? Show all surpluses, as well as how much the US imports/exports.

3. Now, suppose the government puts an import/export quota on wine. Assume that trade still occurs after the tariff. On a third graph, show the effects of this tariff, again, labeling all important points, showing all surpluses as well as imports/exports.

4. Who in the U.S. benefits from the quota (as compared to free trade)? Who in the U.S. is hurt (as compared to free trade)?

Question 5 (2 points):

What is the difference between when the government imposes a tariff or quota? List the similarities and differences of the two policies, as well as who benefits from each.
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