Chapter6HW

Answer Section
SHORT ANSWER

1.
ANS:


	a.
	For this example, a $300 price ceiling would cause a shortage of 4,000 bicycles.  A price ceiling is binding if it is set at any price below equilibrium price.  Since the equilibrium price in this market is $500, this would be a binding price ceiling.

	b.
	For this example, a $700 price floor would cause a surplus of 4,000 bicycles.  A price floor is binding if it is set at any price above equilibrium price.  Since the equilibrium price in this market is $500, this would be a binding price floor.

	c.
	More than one reason may exist for policymakers to impose a price ceiling or price floor in a market. Often this is done in an attempt to increase equality; a price ceiling may be imposed if policymakers perceive the equilibrium price to be unfair to buyers, and a price floor may be imposed if policymakers perceive the equilibrium price to be unfair to sellers.



2.
ANS:


	a.
	$6, b=4, c=1, d=3, e=7, f=3

	g.
	As a result of the tax, the level of market activity has fallen, from 60 units bought and sold to only 50 units bought and sold.



3.
ANS:
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The tax burden falls more heavily on the side of the market that is more inelastic.
