Econ 20 Fall 2008 Team Homework Assignment 2 : DUE: October 13, 2008
Math Reasoning and Economic Thinking: Understanding the Implications of Tax Increases on Suppliers of Gasoline and the Application and Understanding of Price Controls
Objectives:
1. Utilize the tools of geometry and economics (supply and demand applications) to critically evaluate and explain the impact of increased taxes on sellers and buyers of gasoline.
2. Utilize the tools of geometry and economics (supply and demand applications) to critically evaluate and explain the impact of price controls.

3. Develop the ability to find and use quantitative information for critical evaluation of government Policy

4. Utilize the information to evaluate whether an increase on gasoline taxes levied on the suppliers of gasoline has unintended consequences.
Requirements:

1. This assignment must be word processed. 

2. The names of all team members must be on the first page

3. Do not use a cover page

Background Reading and Sources for Quantitative Information:

Congress's unsound fury over Big Oil | csmonitor.com (http://www.csmonitor.com/2008/0807/p09s01-coop.html)
Gasoline and Diesel Fuel Update 

Energy Information Administration - State Energy Profiles - State energy data, information, and maps
 Part one: These are hypothetical numbers for gasoline. Assume quantity is in millions of gallons.
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Using the information on the above graph, answer the following questions:

What is the tax per unit on gasoline?

Where has the tax been levied?
Estimate the dollar value of the tax burden on consumers.
Estimate the dollar value of the tax burden on suppliers.
Who bears the greatest burden of the tax?

Estimate the value of the dead weight loss due to the reduced number of trades.

Estimate the Revenue generated that goes to the government.

How much will the buyer pay for the product after the tax is imposed?
How much will the seller receive after the tax is imposed?

As a result of the tax, what has happened to the level of market activity?

Part 2: Gas Tax Questions (Hint: Make sure you look at the linked websites) 

Define an excise tax.  What is the purpose of the gasoline excise tax?
In general is the demand for gasoline elastic or inelastic? Why?

In general for a gallon of gasoline what are the components of the price a gallon of gasoline?
Explain who bears the greater burden of the tax and WHY (1 paragraph)

What is the current federal tax on a gallon of gasoline?

What is Wisconsin’s Tax on Gasoline?
Suppose the Government decided to increase the tax levy on suppliers of gasoline because they believe they are making too high of a profit. Would the consumer benefit?

             Part 3:  Price Ceilings and Price Floors: Use the graph to answer the questions
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Using the graph shown, analyze the effect a $300 price ceiling would have on the market for ten-speed bicycles. 

Define price ceiling.

          Would the $300 price ceiling  be a binding price ceiling?


What is the equilibrium output before the imposition of a price ceiling


Why would policymakers choose to impose a price ceiling or price floor?

