Discovering Economics Study Guide ' Chapter 4 Market efficiency

g

asticity and taxes (p.63)

Comments / sample answer

2 The supply curve will shift to the left

3 The incidence refers to the burden of the tax - does it fall on buyers or sellers?

0 Price elasticity of demand - if demand is elastic sellers pay more of the tax; if
demand is inelastic, buyers pay more of the tax

5 Because taxing goods that are inelastic will cause quantity to fall by less than
goads that are elastic and this will men that tax revenue will be much higher.

6a | Equilibrium price = $9; equilibrium quantity = 100,000

| 6b | No, because the incidence of the tax is shared between the buyer and the seller.

6c | Equilibrium price = $11; equilibrium quantity = 80,000 |

6d | The incidence on buyers = $2; the incidence on sellers = $1

be Demand is inelastic because the incidence of the tax falls more on consumers. |

6f | Tax revenue = $240,000

6g | Higher; lower; greater

Multiple choice

e

Page 56:12a;2c;3b;4b;5a;6¢;7b;8c¢;9d;10a; 11a;12c¢; 13d; 14 b; 15b; 16 d;
17b; 18 c¢c; 19 a; 20 d.

Explain the concept of economic efficiency
‘ o Explain the concept of consumer surplus

« Explain the concept of producer surplus

. What is total economic surplus and why it is maximised
' at market equilibrium?

!  Explain the meaning of deadweight loss

Page61:1¢;2a;3c;4d;5d;6¢c;7b;8b;9d;10¢c;11d;12¢c; 13d; 14 a; 15 b.

i R —————
®

\ « How does underproduction and overproduction affect
x market efficiency? -

. How do price controls, such as price ceilings and price
\ floors, affect market efficiency?

‘ « How do taxes and subsidies affect market efficiency?
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