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3. In 2012, the city of Richmond proposed a tax on vendors that sell sodas. The proposal,
Measure N, would impose a 1-cent-per-ounce tax on sodas and other sugary beverages.
Measure N was defeated in November 2012, but let's suppose that it had passed.

a. Draw a graph of the market for 12-0z. cans of soda in Richmond before the tax s
imposed. Mark the equilibrium price and quantity.
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b. On the same graph, show the changes in the market for 12-0z cans of soda in
Richmond after the imposition of the tax. Be sure to denote the equilibrium prices
paid by consumers and received by producers, and the quantity after the tax. Mark
the consumer surplus, producer surplus, tax revenue, and deadweight loss.

¢ Soda has many alternative products available in the market, What does this tell you
about the price elasticity of demand for soda?
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d. The tax is assessed on business licenses, so the sellers are responsible for the
payment of the tax. Are they bearing the full burden of the 1-cent-per-ounce tax?
Explain. (You can use your answer o part ¢ here as w

e. Doyou think that a tax on soda is a good thing or a bad thing? Discuss briefly.
Reference any of the four criteria for assessing economic policy in your argument.
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4. Priyaloves soccer and baseball. She collects soccer jerseys of her favorite players, and
frequently attends Giants games at AT&T Park. Jerseys cost $75 each and tickets cost
$30 apiece.

a. Her current budget for these goods is $300. Draw her choice set with jerseys on the
vertical axis and tickets on the horizontal. What is the slope of her budget
constraint?
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She derives the following utility levels from these two goods:

Soccer jerseys Giants tickets
Q Total Marginal | MU/$ Total Marginal | MU/$
utility | u utility utility

1 150 75

2 100 140

3 80 190

4 40 235

5 20 275

3 10 315

b, Fill in the rest of the table. How many of each good will she buy? Expl





image11.png
¢ Suppose the buzz around this season’s Giants is particularly great, and the price of
Giants tickets goes up to $45 per ticket. How many of each good will she buy? (You
can add another column to the above table if it helps you)
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1. Identify whether demand is elastic or inelastic, and advise how the company should
change price to increase total revenue.

a. Lululemon makes comfy yoga pants. The company enjoys very strong brand loyalty
among its customers, who believe that Lululemon pants are the only pants for them.

b. ACTransitis considering changing its fares. It knows that consumers ride their
buses because of necessity, not due to their punctuality or frequency of buses.
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¢ Santa Rosa plums are available in grocery stores right now. They are relatively
inexpensive, which seems to make sense with so many other varieties of plums,
peaches, and nectarines available in the market.
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2. Thisisa graphical depiction of the labor market in Winterfell.
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a. Calculate consumer surplus (surplus to employers) and producer surplus (surplus to
‘workers) in Winterfell's labor market. Show your work.
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b. Calculate the elasticity of labor supply at the market equilibrium. Is labor supply
elastic or inelastic? Show your work.

c. Ned Stark is a generous liege lord, and feels that his people are suffering. He decides
to seta minimum wage at 9 copper stars. Draw this on the graph above. What is the
‘new consumer surplus? New producer surplus? How much deadweight loss does the
‘market suffer? Show your work.
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d. Ned is brutally executed in King’s Landing, and Theon Greyjoy climbs the walls of
Winterfell and seizes power. Indifferent towards the people’s plight, he removes the
‘minimum wage and imposes a payroll tax of 2.5 copper Stars to generate tax revenue.

Show the new tax on the original graph. Be sure to denote the equilibrium prices paid
by employers and received by workers, and the quantity of labor after the tax. How
‘much tax revenue does Theon collect? Show your work. Who bears more of the tax,
the workers (suppliers) or the employers (demanders)?




