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Q1
The City Zoo is losing money. The City Council is unwilling to contribute any tax dollars to support the zoo, asserting that the administration should simply raise prices in order to balance its budget. The price of admission is currently $6.00/person, with average daily attendance of 750 people. The City Council argues that the zoo needs to raise additional revenue to break even. The zoo management has hired you to estimate the demand for admissions to the zoo and recommend a pricing policy. The demand schedule that you have estimated is shown below:

Demand for Zoo Admissions

	Price
	Quantity of Tickets Demanded/Day
	Total Revenue
	
	Elasticity

	$0
	1200
	
	
	--

	$2.00
	1050
	
	
	

	$4.00
	900
	
	
	

	$6.00
	750
	
	
	

	$8.00
	600
	
	
	

	$10.00
	450
	
	
	

	$12.00
	300
	
	
	

	$14.00
	150
	
	
	

	$16.00
	0
	
	
	


a) Fill in the blanks in the preceding table.

b) What is your recommendation regarding pricing? Should the zoo’s management change the price from the current $6.00? Justify your position, based upon your estimate of the elasticity of demand.

Q2
Consider information on the demand and supply of gasoline given in the table below. 

	Price 

(dollars per gallon)
	Quantity demanded 

(millions of gallons per day)
	Quantity supplied 

(millions of gallons per day)

	1.40
	8
	24

	1.30
	10
	22

	1.20
	12
	20

	1.10
	14
	18

	1.00
	16
	16

	0.90
	18
	14

	0.80
	20
	12

	0.70
	22
	10


a) What is the equilibrium price and quantity of gasoline traded?

b) Now suppose that the government imposes a sales tax on gasoline of $0.40 a gallon with the purpose of reducing the use of gasoline. Draw a graph of the gasoline market illustrating the effect of the sales tax.

c) What is the after-tax equilibrium price and quantity traded?

d) How is the burden of the $0.40 tax divided between buyers and sellers?

e) How much tax revenue does the government collect?
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