
EE 311 Microeconomic Theory
Semester 1/2011
Exercise 1:  Demand and Supply  (for quiz on Monday August 22, 2011 at 9:35 - 9:55 hrs.)         
________________________________________________________________________
1.
Find the equilibrium price and quantity in the market where the supply and demand 


curves are given by P  =  2 + 3Qs and P  =  10 - Qd respectively.
2.
Assume that the demand and supply of sugar is given by the following equations:



Demand
:
Qd
=
– 5P + 3.75Po


Supply
:
Qs
=
14 + 2P + 0.25Po


where  
P is the price per packet of sugar in Baht 




Po is the price per packed of honey in Baht


Assume that   Po
=   8  Baht


(a)  What is the equilibrium price and quantity of sugar?


(b)  Suppose that the government imposes a ceiling price on sugar of 1 Baht.  Use a 


       diagram to analyze the effect on the sugar consumer, the sugar producer, and on 


       economic efficiency.

3.
A particular import is traded in a highly competitive world market, and the world price 


is ฿9 per kilo.  Unlimited quantities are available for import into Thailand at this price.  


The Thai domestic supply and demand for various price levels are shown below.
	Price
	Thai Supply

(million kilos)
	Thai Demand

(million kilos)

	3
	2
	34

	6
	4
	28

	9
	6
	22

	12
	8
	16

	15
	10
	10

	18
	12
	4



Answer the following questions about the Thai market:


a.
What is the equation for demand?



What is the equation for supply?


b.
If there are no tariffs, quotas, or other trade restrictions in Thailand, what will be the
 

Thai price level, quantity of domestic production, and level of imports?


c.
If the Thai government imposes a tariff of  ฿9 per kilo, what will be the domestic 



price and production level and level of imports?  How much revenue will the 



government earn from the tariff?  How large is the deadweight loss?


d.
If Thailand has no tariff but imposes an import quota of 8 million kilo, what will be 



the domestic price?  What is the cost of this quota for Thai consumers of this 



particular import?  What is the gain for Thai producers?


e.
Suppose the government wants to limit imports of this product at a certain level, say 



8 million kilos.  Is it preferable to use an import quota or a tariff?  Why?  Draw a 



graph and then explain.

4.
Some people have suggested raising the minimum wage, to assist people facing an

 
economic crisis.  Suppose the supply of labor is given by





LS
=
10w


Where LS is the quantity of labor (in millions of persons employed each year), and w

is the wage rate (in ฿ per hour).  The demand for labor is given by





LD
=
60 – 10w 


a.
What will the free market wage rate and employment level be?  Suppose the 



government sets a minimum wage of ฿4 per hour.  How many people would then be 



employed?

b. Suppose that instead of a minimum wage, the government paid a subsidy of ฿1 per hour for each employee.  What will the total level of employment be now?  What will the equilibrium wage rate be?

5.
 “Rent control is the best way to destroy New York City”.  Do you agree?  Discuss this form of government intervention.

_____________________________
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