Curtis, Irvine, Begg: Microeconomics

Appendix A – Answers to Odd-Numbered End-of-Chapter Review Questions

Chapter 1: Economics and the Economy

Answers to Chapter Review Questions
1. (a) If all 100 workers make cakes their output is 100 x 4 = 400. 

(b) If all workers make shirts their output is 100 x 3 =300.

(c) The diagram shows the PPF for this economy.

Cakes
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(d) The inefficient region inside the PPF and unattainable regions outside the PPF are labelled in the diagram

3. Health care has an opportunity cost. More expenditure on it means less expenditure on other programs. 

5. The person earning $50 per hour should do the housework because the opportunity cost of doing housework is lower, the income forgone at $50 per hour as compared to $60 per hour.

7. Statements (a), (c), and (d) are positive because they do not contain value judgments about the facts presented. Statement (b) is normative. It makes a value judgment about the facts presented and the ‘appropriate’ policy response. 

9. Competition among many potential suppliers from both inside and outside of the province would be better with a more open system. It would offer the province with more options at competitive prices.

11. Statements (a), (c) and (d) describe conditions or economic relationships for a national or provincial economy. They pertain to macroeconomics. Statement (b) describes conditions in the market for a particular product, computers, and therefore pertains to microeconomics.

13. Follow the roadmap.

Chapter 2: The Tools of Economic Analysis

Answers to Chapter Review Questions
1. (a) To examine the statistical relationship between crime rates and unemployment rates you could perform a regression analysis. Crime rates would be your dependent variable and the unemployment rate would be one of the determining variables. 

(b) You would require cross-section data by province for provincial crime rates and unemployment rates. In addition you could use the number of police officers in the province, provincial per capita incomes and the age distribution of the population by province, for example, as other variables that you think might affect crime rates. 

(c) If you use a scatter diagram involving the crime rates and the unemployment rates by province to examine the relationship between crime and unemployment, the other variables mentioned in (b) are examples of the other things considered equal. Changes in one or more of those ‘other things’ could shift the relationship between crime and unemployment that you see in the scatter diagram. 

3. 
For years 1 through 5 the index values for transport, rent and food are:

Yr 1
Yr 2
Yr 3
Yr 4 
Yr 5
Weight in total expenditure

      Transport
100
100
107
107
107

10%


Rent

100
100
110
112
115

55%


Food

100
103
102
107
110

35%

The aggregate price index is the weighted average of the component price indexes with weights equal to shares in total expenditure. For Year 1 the aggregate index is (100 x 0.10 + 100 x 0.55 + 100 x 0.35) = 100. For years 2 through 5 this methodology gives aggregate price indexes of 101, 108, 110, and 114.

5.
(a) The scatter diagram plots observed combinations of income and consumption as follows:


[image: image27.bmp]
b) The upward sloping line in the diagram is the regression line fitted to the data points.

c) The line has a positive slope, indicating a positive relationship between the two variables that is suggested by economic theory.

7. The relationship Y = 10 – 0.5X has a Y intercept of 10 but there is now a negative slope equal to one half (– 0.5). When X has a value of 12, Y has a value of 4. If you plot this in the diagram for question 6 it is the dashed line sloping downward from 10 to 4 at X = 12

Chapter 3: Demand, Supply and the Market
Answers to Chapter Review Questions 
1. 
(a) The diagram shows the supply and demand curves from the data in the table.    These curves intersect at the equilibrium price $16 and the equilibrium quantity 7. 
Price 




        Supply

     $20

     $18     

     $16

     $14

  

     $12

     $10

        Demand


         0
      1 
    3 
5 
7         9 
11 Quantity

(b) (i) When the price is $12 the excess demand is 6, as shown in the diagram.

     (ii) When price is $20 the excess supply is 6. 

(c) With excess demand the price is bid up, with excess supply the price is pushed down. 
(d) To solve these equations make supply P = 9 + 1Q equal to demand P = 30 – 2Q, which gives:   
      9 + 1Q = 30 – 2Q



      

3Q = 21



        

  Q = 7.
By substitution if Q = 7, P = 30 – 2Q = 30 – 14 = 16.  These are the equilibrium values determined in (a) by the table and the market diagram.

3.
This is a cost of bringing lettuce to market. In the market diagram the supply curve for lettuce shifts upwards to reflect the increase costs. If demand is unchanged the price of lettuce rises from P0 to P1 and the quantity demanded falls from Q0 to Q1.

Lettuce market

        P



     S1

      S0

       P1

       P0


          D 
         0  
       Q1 Q0 
 
Q

5. Incomes are higher in Toronto and Vancouver. Land close to the city centre is more available in Montreal than Vancouver. 

7.     
(a) The new curves are parallel to the old but the intercepts differ.  

Price 




           S0

     $20

                  S1

     $18     

     $16

     $14





       D1


  

     $12

     $10





    D0

         0
      1 
    3 
5        7       9 
   11 

Quantity
(b) Setting the new supply equal to the new demand:



5 + 1Q = 38 – 2Q 

Q = 11, which by substitution gives

P = 5 + 11 = 16.

The new equilibrium is price and quantity are P = 16, Q = 11.

9.         (a) At a price of $125 quantity demanded is 150 and quantity supplied is 225; excess supply is therefore 75. 

(b) Total quotas of 150 will maintain a price of $125.

11. 
(a) In the diagram the quantity axis intercepts are 84 and 126. 

P

          42

         30

         20

         10


 0 

  60    84        110  126      160
   210 
Q

 
(b) The quantities demanded are 160, 110 and 60 respectively, on the market demand curve in the diagram.

Chapter 4: Elasticities of Demand and Supply

Answers to Chapter Review Questions

1.
(a) The intercepts for this straight line demand curve are P =  $14, Q = 1400. 
(b) Total revenue is the product of price times quantity. Compute it!
(c) At P = $7, total revenue is $4,900.
(d) Elasticities, in descending order, are 0.22, 0.33, 0.47, 0.65, 0.87, 1.15. 
(e) Elasticity becomes greater than one in magnitude at the point where total revenue is maximized.

[image: image2]
3. 
(a) Since the price is fixed the supply curve is horizontal. See figure below.

(b) You cannot estimate a demand elasticity value since there has been no price change. (c) Here the horizontal supply curve shifts upwards by 60%. If enrolment has increased the demand curve must also have shifted upwards. Draw an additional supply curve representing a 60% upward shift, and find an intersection between the new demand and new supply such that the percentage increase in quantity is 15%.

[image: image3]
5. 
(a) The supply curve is vertical at a quantity of 40. Substituting this quantity into the demand equation yields an equilibrium price of $40. 
(b) The supply elasticity is zero and the demand elasticity is -5.0. This is obtained by noting that ΔP/ΔQ = -0.2, and P = $40 at Q = 40. Using the elasticity formula (4.1c) yields -5.0.

(c) Since the elasticity value exceeds unity he should reduce the price and install more seats. 
(d) Above the price $24, which is the mid point on the demand curve, demand is elastic. 


[image: image4]
7. 
(a) It is elastic for magazines and inelastic for CDs and Cappuccinos. 
(b) A reduction in magazines purchased and an increase in cappuccinos purchased. Magazines are complements and cappuccinos are substitutes for CDs. 
(c) The demand curve for magazines shifts down and the demand curve for cappuccinos shifts up. 
9. 
(a) & (b) The scatter is a positively sloping group of points indicating a positive relationship—see figure below.
(c) The elasticities estimated at mid values are 1.0, 0.64, 0.47, 0.52, 0.29 and 0.32. For example: the first pair of points yields a %ΔP =5/12.5 and %ΔQ = 8,000/20,000. Hence, %ΔQ/%ΔP = (8,000/20,000)/(5/12.5) = 1.0.

[image: image5]
11. 
(a) The price intercept for the demand curve is 48 and the quantity intercept is 240. The supply curve goes through the origin with a slope of 1. The equilibrium price is $40 and the equilibrium quantity is 40. 
(b) The supply curve shifts upwards everywhere by $2. The price will increase. 
(c) The curve still goes through the origin but with a slope of 1.3 rather than 1.0 (not illustrated in the figure).

[image: image6]
Chapter 5: Welfare Economics
Answers to Chapter Review Questions
1. 
(a) The step functions are similar to those in figure 5.1. In ascending order, Margaret is the first supplier, Liam the second etc. You must also order the demanders in descending order.

(b) Two: Margaret and Liam will supply, while Jones and Lafleur will purchase. The third highest demander (Murray) is willing to pay 6$, while the third supplier is willing to supply only if the price in $9.  Hence there is no third unit supplied.

(c) The equilibrium price will lie in the range $7.0 - $7.5. So let us say it is $7. The consumer surplus of each buyer is therefore $1 and $0.5. The supplier surpluses are zero and $2. 
(d) Two driveways will still be cleared. The highest value buyers are now willing to pay $12 and $8. The third highest value buyer is willing to pay $7.0. But on the supply side the third supplier still supplies only if he gets $9. Therefore two units will be supplied. If the price remains at $7 (it could fall in the range between $7 and $8) the consumer surpluses are now $5 and $1, and the supplier surpluses remain the same.

3. 
(a) The supply curve is horizontal at a price of $10. The demand curve price intercept is $34 and the quantity intercept is 34. The equilibrium quantity is 24. 
(b) The new supply curve is P = 12 (not illustrated). Substituting this price into the demand curve yields Q = 22. 
(c) Tax revenue is $44, since each of the 22 units sold yields $2. The deadweight loss is the standard triangular area in figure 5.3. It is $2.


[image: image7]
5. 
(a) The supply curve goes through the origin and the demand curve is horizontal at W=$16. 
(b) The equilibrium amount of labour supplied is 20 units. The supplier surplus is $160. 


(c) At a net wage of $12, labour supplied falls to 15. The downward shift in the wage reduces the quantity supplied. The new supplier surplus is the triangular area bounded by W = 12 and L =15. Its value is therefore $90.

[image: image8]
7. 
(a) Yes. 
(b) Yes, because the congestion effect is not incorporated into the price of driving. 

9. 
(a) She rides 100 km. 
(b) 75 km.


[image: image9]
11. 
(a) The equilibrium quantity is 80 at the price of $17. 
(b) $640. 
(c) By equating P = 15 to the supply curve P = 1 + 0.2Q, the result is Q = 70. The supplier surplus is reduced to $490. 
(d) $150 = $640 - $490.

[image: image10]
13. 
(a) No. There may be net benefits associated with some pollutants. 
(b) No. Even with positive externalities the cost of supply may be high and therefore should not necessarily be supplied free of charge. 
(c) No. In the absence of externalities markets usually function well.
Chapter 6: Consumer Choice and Demand Decisions
Answers to Chapter Review Questions 
1. Since the additional utility per dollar spent on another unit of either activity is the same (1.2 units), he should be indifferent as to where he spends it.
3. 
(a) Let G be the initial intercept on the gasoline axis, then 1/2G is the new intercept. 
(b) A vertical line at a point less than 1/2G reduces the feasible set to the area bounded by the new budget constraint (dashed line) and the vertical line GQ.

[image: image11]
5. 
(a) The theatre ticket intercept is 6 and the cappuccino intercept is 24. 
(b) This point lies on the budget constraint and is therefore feasible. 
(c) No. The cost exceeds the budget.

(d) We cannot say without knowing the shape of the indifference curves. 
(e) No. The cost of such a combination would be $84.

[image: image12]
7. 
(a) The meals intercept is 10, and the movies intercept 25. 
(b) The meals intercept is now 20. More meals will be purchased, but we cannot say about movies—it depends upon whether they are substitutes or complements for meals. (c) The new movie intercept is 50 (not illustrated here). 
(d) Since movies are normal, more movies will be purchased.


[image: image13]9. See figure below.
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11. 
(a) His new marginal utility per dollar schedule is 3.25, 2.625, 2.125, 1.75, 1.5, 1.32, 1.19. Therefore his new equilibrium will be 4 snowboard outings and 5 jazz. 
(b) When the price of jazz was $20 he purchased 4 units of each. Using the mid point elasticity formula, his jazz consumption has increased by 1/4.5 = 22%, and the price of jazz decreased by 4/18 = 22%.  Hence the elasticity is (minus) one. 
(c) There has been no change in the purchase of snowboard outings, therefore the cross price elasticity at this set of prices is zero.

13. In figure 6.10b the subsidy increases the consumption of both goods.  Since other goods also increase in response to the subsidy for daycare, then these other goods are complementary to daycare. If the new equilibrium E2 were further to the right on the subsidy-inclusive budget constraint, such that fewer other goods were consumed, then these other goods would be substitutes for daycare. 
Chapter 7:  Firms, Investors, and Capital Markets
Answers to Chapter Review Questions
1. 
(a) Their long run goal is profit maximization. Their short-run goals may occasionally appear to diverge from this. But the threat of take-over or a decline in share value forces a profit orientation on firms.

(b) This is both a normative and positive question. Such contributions may increase goodwill and therefore profits; or they may simply reflect corporate philanthropy. 
(c) Yes.

3. The dollar outcomes for the three games are: $10,000, $30,000 and $20,000. The average utilities are: 99.7, 173.2 and 141.

5. 
(a) Spreading, (b) pooled, (c) spreading, (d) spreading and pooling.
Chapter 8: Production and Costs
Answers to Chapter Review Questions
1. 
(a) For l =1 through 9 the output produced is 5.0, 7.07, 8.66, 10.0, 11.18, 12.25, 13.23, 14.14, 15.0. 
(b) See the figure below

(c) Note that total output increases at a diminishing rate—the MP is declining.
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3. The AP schedule is 5.0, 3.54, 2.89, 2.5, 2.24, 2.04, 1.89, 1.77, 1.67. The MP schedule is: 5.0, 2.07, 1.59, 1.34, 1.18, 1.07, 0.98, 0.91, 0.86.


[image: image16]
5. The numerical answers to parts (a), (b) and (c) are given in the table below. By this point you should be able to take these data and put them into Excel, or some spreadsheet tool, and plot. 
	              L
	         Q s
	       Q m
	       Q l
	      AP s
	    AP m
	    AP  l
	     MP s
	    MP m
	   MP l

	1
	15
	20
	24
	15
	20.00
	24.00
	15.00
	 20.00
	24.00

	2
	30
	40
	48
	15
	20.00
	24.00
	15.00
	20.00
	24.00

	3
	48
	64
	70
	16
	21.33
	23.33
	18.00
	24.00
	22.00

	4
	56
	74
	78
	14
	18.50
	19.50
	8.00
	10.00
	8.00

	
	100
	140
	180
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	     ATC s
	ATC m
	   ATC l
	
	
	
	
	
	

	
	10.67
	10.00
	10.00
	
	
	
	
	
	

	
	7.33
	6.50
	6.25
	
	
	
	
	
	

	
	5.83
	5.00
	5.14
	
	
	
	
	
	

	
	6.07
	5.14
	5.38
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


(d) Since the minimum point on the ATC curve of the large plant size lies above the minimum point on the ATC curve for the medium plant size, diminishing returns to scale eventually set in. 
7. The total cost column is now 37, 36; 71, 72; 108, 104, and the relevant least-cost values are therefore 36, 71, 104. See graph below.
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Chapter 9: Perfect Competition

Answers to Chapter Review Questions
1. They have the same shut-down point, but different break-even points.

3. For total revenue to equal total cost it must be the case that 130×Q = 200,000 + 80×Q. Therefore Q = 4,000.

5. The market supply curve goes through the origin with a slope of 2/3.
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7.  The initial impact of a decline in demand is illustrated in figure 9.7, where the demand D1 shifts to D3. The price declines to a level defined by the intersection of D3 and the original supply S1. If firms were initially making ‘normal’ profits, then the reduced price will ultimately force some firms out of production – they can no longer cover their total costs. In a diagram such as in figure 9.2, the price is now below P3. This reduction in the number of firms reduces the market supply, and price begins to recover. As long as normal profits are not being made, some firms leave the industry. Eventually a sufficient number leave to reduce the supply to a point where the price allows the remaining firms to cover their total costs and make a normal profit – the initial price, if firms were originally making normal profits. 

9. 
(a) The equilibrium price is $20 and the equilibrium quantity is 12,000. See figure below.
(b) With a perfectly competitive structure, this new firm cannot influence the price. Therefore it maximizes profit by setting P = MC. That is 20 = 10 + 0.5q. Solving this equation yields a quantity value q = 20.

[image: image19]
Chapter 10: Monopoly

Answers to Chapter Review Questions

1.
(a) This is a standard diagram for the monopolist. See the figure below.

(b) Equating MC = MR yields Q = 18, P = $64.

[image: image20]
3. 
(a) Where demand = MC, we obtain 72 – 1Q = 12. Therefore Q = 60.

(b) From the demand curve, if Q = 60 then P = $12. 
(c) The efficiency gain in going from a profit maximizing monopoly (Q = 30) to perfect competition (Q = 60) is given by the area under the demand curve and above the MC curve between these output levels. This is ½* 30*30 = $450. 
5. The buyers’ reservation prices are given in row ‘P’. The cost of producing each unit is given in row ‘MC’. The profit on the first unit is therefore $(14-2) = $12; on the second unit is $(12-3) = $9 etc. On the fifth unit the additional profit is zero. Therefore, four units should be produced and sold. Total profit is $12 + $9 + $6 + $3 = $30.
7. 
(a) Profit maximizing output is where MC = MR: Q = 50. Therefore, from the demand curve, P = $140. TR is thus $7000 and TC = 500 + 50*40 = $2500. Profit is thus $4500. 
(b) Here the profit maximizing outcome is obtained by setting the MR curve equal to the new MC curve: 240 – 4Q = 32. This yields Q = 52, P = $136. Profit is obtained as before – total revenue minus the sum of the variable cost plus (higher) fixed cost. Total revenue is 52 * 136 = $7072 and total cost is 750 + 52*32 = $2414. Profit is therefore $4658. Yes she should outsource. 

[image: image21]Chapter 11:  Imperfect Competition
Answers to Chapter Review Questions
1. The three-firm ratios are .14, .49, .80, .94. The four-firm ratios are .15, .54, .82, .95.
3. 
(a) Yes. 
(b) No. See figure 11.2 and accompanying discussion. 
(c) Yes, this should enable them to reduce the threat of entry.
5. 
(a) If A confesses then B’s best strategy is also to confess. If A denies, B’s best strategy is also to confess. Hence, either way B’s best choice is to confess—this is a dominant strategy. The same reasoning applies to B. 
(b) The Nash Equilibrium is that they both confess. 
(c) If the crooks could communicate with each other they could cooperate and agree to deny. This would be better for each.
7. 
(a) The reaction functions are of the standard type illustrated in the figure below.  (Note that the reaction function qA = 104 – 2qB is B’s reaction function, and that the other is A’s).
(b) Solving the two functions yields qA = 8 and qB = 48. 
(c) Since the reaction functions are not symmetric the cost structures are different if they face the same demand.


[image: image22]
9. Your choice.
11. Regardless of whether Tempting Tortilla enters or stays out, Big Burrito’s best strategy is to charge a high price, because it will make more profit than with a low price. Knowing this, Tempting Tortilla should enter, because it can make two units of profit. It is not credible for Big Burrito to threaten to set a low price because this would reduce its own profit relative to the high-price choice.
Chapter 12: The Markets for Labour and Capital
Answers to Chapter Review Questions
1. At L = 4 the VMP of labour = $400, which is also the wage rate. Therefore this is the profit maximizing output level. The table below contains the calculations.
	Labour
	Output
	MP labour
	VMP labour
	TR
	TC
	Profit

	0
	0
	
	
	
	
	

	1
	20
	20
	400
	400
	400
	0

	2
	50
	30
	600
	1000
	800
	200

	3
	75
	25
	500
	1500
	1200
	300

	4
	95
	20
	400
	1900
	1600
	300

	5
	110
	15
	300
	2200
	2000
	200

	6
	120
	10
	200
	2400
	2400
	0


3. Here you must calculate the additional cost of each employee. The first costs $250; the second $350 ($300 plus an additional $50 to the first employee); the third $450, the fourth $550 etc. The additional revenue from each employee is the VMP of labour. As long as this exceeds the MC of hiring another employee then that employee should be hired.  The answer is thus L = 3.

	Labour
	Output
	MP labour
	VMP labour
	Marginal  wage
	MC labour

	0
	0
	
	
	
	

	1
	20
	20
	400
	250
	250

	2
	50
	30
	600
	300
	350

	3
	75
	25
	500
	350
	450

	4
	95
	20
	400
	400
	550

	5
	110
	15
	300
	450
	650


5. 
(a) The demand curve has a regular downward-sloping form, while the supply curve is vertical at L = 300. See figure below.

(b) At L = 300 the demand curve indicates that the wage is $26. 
(c) At W = $30, the corresponding demand is L = 250.

[image: image23]
7. Only the first plot generates sufficient revenue to yield a profit. 

Chapter 13: Human Capital and the Distribution of Income
Answers to Chapter Review Questions 
1. Not necessarily. Students may have different job tastes.

3. Here the supply curves are horizontal at wage = $10 for low-skill workers and wage = $18 for high-skill workers. The two demands are such that the demand for the high-skill worker is above the demand for the low-skill workers.

[image: image24]
5. 
(a) Using the same discounting techniques as in the previous question you will see that the present value of the income from law exceeds that from economics when the interest rate is 2%: 120,730 for law and 91,690 for economics.

(b) The economics qualification yields a greater net present value of income when the discount rate is 35%.
7. These two distributions have intersecting Lorenz curves, so it is difficult to say which is more unequal without further analysis.
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Chapter 14: Government Activity in the Canadian Economy
Answers to Chapter Review Questions
1. 
(a) See figure below.

(b) The total demand for the public good has a vertical intercept of 20 and a horizontal intercept of 24.  The form of the equation is therefore P = 20 – (5/6)Q. 
(c) Equate the MC of $4 to the total demand curve to obtain Q = 18. This is the ‘optimal’ output – where the cost of the last unit produced equals the value placed on it by both individuals. At this quantity the individual valuations (the price that each is will to pay) are obtained from the individual demand curves. Substituting Q = 18 into each yields $3 and $2.


[image: image26]
3. The DWL associated with producing Qr at the price Pr is the triangle bounded by D and MC between the values Qr and Q*. The DWL when profit maximizing is the triangle bounded by D and MC between Qm and Q*.

Chapter 15: International Trade

Answers to Chapter Review Questions 
1.
(a) Europe has the largest flows of exports and imports because of European free trade and because the population (similar in numbers to North America) is distributed among many small countries. 

   
(b) Belgium and the Netherlands experienced the largest growth in the share of imports in GDP, the United States and Japan the smallest, according to Table 15.2. Policies to promote European free trade and economic integration would help explain these changes in trade shares.

    
(c) Developing countries share of world exports of exports increased from 25 percent to 30 percent, a 20 percent increase. Developed countries share of world manufactured goods exports decrease accordingly. 

3. 
(a) Northland as lower labour requirements for both goods and thus has an absolute advantage in both.

(b) The opportunity cost of 1 bushel of wheat is ½ litre of wine in Northland and      ¾ litres of wine in Southland. 

(c) Northland has a comparative advantage in wheat and Southland in wine. The opportunity cost of producing wheat is lower in Northland than in Southland.

(d) By reducing wheat production by one bushel Southland can product and additional ¾ of a litre of wine.

(e) Both countries can gain if Northland shifts production from wine to wheat and they trade wine for wheat at a rate between ½ wine for 1 wheat and ¾ wine for one wheat.

(f) By reducing wine production by ½ liter Northland can increase wheat production by 1 bushel, which at Southland’s opportunity cost exchanges for ¾ of a litre of wine, giving Northland a gain of ¼ litre of wine.

5. 
(a) The US has an absolute advantage in both goods.

   
(b) Canada has a comparative advantage in xylophones based on an opportunity cost of 1/10 ton of yogourt to produce 1 xylophone vs. an opportunity cost of 1/8 ton of yogourt to 1 xylophone in the US. Yes the US has a comparative advantage in yogourt.

(c) The production possibility curve for Canada has an intercept of 40 on the x-axis and 4 on the y-axis and for the US the corresponding intercepts are 48 and 6 as shown in the diagram.

Production and consumption possibility frontiers for Canada and the US
Yogourt in tons

  6

       CPFCA

  4

             CPFUS

    PPFCAN

PPFUS


          40   48     No. of xylophones

(d) The Canadian consumption possibility frontier (CPF) starts at the x-axis intercept of the Canadian production possibility frontier is parallel to the US PPF. The US CPF starts at the y-axis intercept of the US PPF and runs parallel to the Canadian PPF.

7. 
(a)  
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(d) Domestic producers supply 100 units and receive a subsidy of $2 per unit, hence the cost to the government is $200.
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The diagram shows the amount traded is 60 units, of which foreigners supply 55 and 5 are imported.





(b) In this case the foreign supply curve SW shifts up from a price of $18 to $24. The amount traded is now 40 units 20 of which are supplied domestically.





(c) Tariff revenue is EFHI = $120.





The diagram shows the domestic and international supply functions and equilibrium.


The total quantity trade is 100 units, of which 80 are supplied domestically.


The subsidy shifts the domestic supply curve down by $2 at each quantity. This supply intersects the demand curve at Q = 100. Foreign producers are squeezed out of the market.








Wage increase increases costs
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