1.

Princip]cs of Microcconormics

Dr. Walker

The graph illustrates the taco market in Charleston.

Answer the following questions based on the P
information provided in the graph. 0]
a.  Generally, how do we lind I|u4n e [ [rong Q75
consuming a particular tacos
b. How much ma u|1n| benelit does !]n C nlhuml)ll(m 7.50
ol the 9" taco ]un\nh.. 4 E 35
o) Gcncm”'\‘, how do we lind the cost of [)l‘:)(lm'ing a
parli(:ular taco? ; \* v Pe=5
d.  What is the marginal cost of producing the 9" taco?
) $.75
Calculate the consumer surplus (CS) from taco 350
consumption il tacos sell for the market equilibrium i
price (Pe) ol $5 cach. LiE
(Hint: lhe area of a mmolw = ly%h*h) %*@e ]o"; 0.50 §

e -;'5‘0 5 = c 4119

Instructions: These pr blems address cconomic elliciency, found in ¢h.

it et

PROBLEM SET 5

ch. 7, cconomic efficiency v25-8

7. and related lecture material.
\

Tacos
S=MC
D=MB
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Calculate the producer \ur[:]m (PS, or |)| olit) from taco (‘i‘:}mu[)ll()n‘ assuming tacos sell at the market equilibrium

yrice (Pe) ol $5 cach.
I

0. .50 = $57.50

xqso < ;-Dmo

Calculate the total cost of producing the market equilibrium quantity (Qe) of tacos, which is 50 in this example.

(Hint: You want to calculate the value of the shape below the supply curve up to Qe. One way to do this is to subtract

PS (calculated in (3)) lrom the total revenue (Pe#Qe) nt'prn(hu‘ing 50 tacos.

280 - 230z oy 50

The table illustrates the marginal cost of producing beer by the keg. Three Charleston producers are shown in the table

numeas §
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Use the information in the table to answer the questions below.

a. Suppose Charleston has a ‘beer czar’ who assigns production

quantitics to breweries to minimize the total cost ol'pmtlm ing a

particular total amount of beer. If the czar wants 12 kegs

produced this week. how much should cach brewery be assigned

to produce?

Munkle: __ Palmetto: _ _4737; Hc\‘('lt“\-': L

b. Even though the table does not show the toial cost of pr(niuc'lm‘,

12 l&cgs, how can the czar be assured that the TC is, in lact,

minimized [or 12 kcw? (In other words, what's the TC

minimizing rule for pmrlmlum’) ’—(MH\ deceurs WA.&H
MC is $ame ALDSS alt

Il instead of 12 kegs, the czar wants 16 kegs produced because thev expect a lot of tourists in town this }vcckcnd, what

would be the best way (o assign the production: Munkle: @

Now assume there is a free market lor beer, and the price per keg is 570,

Palmetto: 3__ Revelry: i

a. How much beer would each brewery produce? Munkle:

in wL

Et-gs of \Munklc Palmetto Revclry
Beer |V MC MC MC
! > 60 850 |™ 58
2 6 3 ¥ 60 3 60
3 7 65 T 7 65
K 7 68 30 LT
BEENLED 90 | #75
6 FR=Ts 100 80
7 b ST 110 85
[- 8 AT 120 90
oJML&f‘J
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Palmetto: 3 Rcve]ry:

b. What can you say about the TC of |nur|m ing this number ol keps, when the breweries choose to produce the

amounts above? TI/L& Ta Uf—// Lee Mb’l- Pro‘},vﬂ,ly
M"‘f,[wrﬁo = e porlry

gesf mCMvnl‘-b
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