Pop Quiz, Spring 2003, Econ. 160

Name :__________________________
Alias:______
Score:___

Suppose the supply and demand curves for a good are depicted below. 
1. Show the equilibrium price and quantity, and producer and consumer surplus if the market moves to equilibrium. 

2. Show the effect of per unit tax imposed on buyers of the good. Depict the effect of the tax on producer and consumer surplus and the overall welfare of society. Will the tax make society better off? Explain.
3. Suppose the demand for the good became more inelastic. Depict the change on the graph and show how the increased inelasticity of demand affects your answer to (2). 
4. If the size of the tax were increased would this make the effects you described in (3) greater or less? What would happen to tax revenue, consumer/producer surplus and the society’s overall welfare. Depict and explain. 
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