No Excel Answer workbook
Consumers’ and Producers’ Surplus Answers
1) Change the inverse demand slope to 2.5 by clicking on the scroll bar until cell B8 is 2.5 and note the CS + PS value at Q = 95. Suppose a price ceiling at $84.40 was in effect for this good, but producers were all cheating and selling the good at the illegal market price of $112.50.

Select the range from A1:L21, copy, then go to a Word doc and paste as an image.
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Try different quantities by clicking on the scroll bar

Quantity 95

Producers' Surplus Consumers' Surplus

Price 84.4 Price 112.5

TR 8,018.00 $   Area of the (pink) triangle below the inverse demand curve

TVC 5,671.50 $   11,281.25 $ 

TR - TVC 2,346.50 $   Sum of PS and CS

Area of the (green) triangle above the inverse supply curve 13,627.75 $           

2,346.50 $  

P = d0 - d1Qd P = s0 + s1Qs
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104.304636

Max CS + PS

16,427.98 $ 

DWL

2,800.23 $  


2) Explain why the PS reported in cells B19 and B21 isn't right.

Cells B19 and B21 (circled above) report a PS of $2346.50, which is the area of the triangle formed with height from 35 to 84.4 and length from 0 to Q = 95. This fails to take into account the PS generated by the rectangle from 84.4 to 112.5 to Q=95. This extra revenue is obtained because the firms are able to charge the illegal market price of $112.50.
3) Find the optimal quantity of this good that should be produced according to the maximize consumers' and producers' surplus criterion. Explain your procedure.

The easiest approach is to simply run Solver. The quantity that maximizes CS + PS is 104.3073.

4) Return the quantity in cell B12 to 95. Click the Show DWL button. In fact, the calculation is wrong given the story in question 1. What is the true DWL? Explain.
The Show DWL button says that the DWL is $2800.23. This is wrong because this measure of DWL includes the rectangle from 84.4 to 112.5 and 0 to 95 as part of the DWL. Because this is actually obtained by the cheating firms, it doesn’t vaporize into thin air as DWL and must be subtracted from the DWL. So, we have True DWL (with cheating firms) as $2800.23 - $2669.50 = $130.73. You can also get this number by computing the area of the triangle from 84.4 to 112.5 and 95 to 104.3073.
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