
CLAS Econ 1 Review Sheet 4 

 

Opening Questions: 

1. What might cause a government to interfere with the market equilibrium of a good? 

2. How might the incidence of a tax be affected by the relative elasticities of supply and 

demand? 

3. If Supply and Demand both have the same elasticity, do buyers share a higher burden of a 

sales tax at the point of purchase on buyers? 

 

 

Important Definitions (Try to define for yourself first): 

●​ Tax vs Subsidy =  

●​ Shortage vs Surplus =  

●​ Price Floor vs Price Ceiling =  

●​ Quota vs Mandate =  

 

 

Relate to Today 

●​ In California, grape production is a large section of the agricultural sector, especially 

because of the wine production market. Suppose there is a food shortage going on, 

particularly in relation to crops. What might the government do to solve the issue? 

 

 

 



Practice Problems 

1. 

 
 
 
2. What would the split of a $10 per unit tax on cheese blocks look like if Supply is relatively 
more elastic than Demand? 
 

a. Buyers pay the entire tax 
b. Sellers pay the entire tax 
c. Buyers pay more of the tax 
d. Sellers pay more of the tax 

 
 
 
3. What would the split of a $10 per unit tax on hot chocolate look like if Supply is relatively less 
elastic than Demand? 
 

a. Buyers pay the entire tax 
b. Sellers pay the entire tax 
c. Buyers pay more of the tax 
d. Sellers pay more of the tax 

 
 
4. What would the split of a $10 per unit tax on hydroflasks look like if Supply is perfectly 
inelastic? 
 

a. Buyers pay the entire tax 
b. Sellers pay the entire tax 
c. Buyers pay more of the tax 
d. Sellers pay more of the tax 
 

 



5. What would the split of a $10 per unit tax on pizzas look like if Supply is perfectly elastic? 
 

a. Buyers pay the entire tax 
b. Sellers pay the entire tax 
c. Buyers pay more of the tax 
d. Sellers pay more of the tax 
 

6. A binding price floor is placed on the market for sardines. What is the result in the market? 
(circle all correct answers) 
 
​ a. There is no change to the original market equilibrium 
​ b. The new market price is lower than in equilibrium  
​ c. The new market price is higher than in equilibrium 
​ d. There is a shortage of sardines in the market 
​ e. There is a surplus of sardines in the market 
 
7. A binding price ceiling is placed on the market for shrimp. What is the result in the market? 
(circle all correct answers) 
 

a. There is no change to the original market equilibrium 
​ b. The new market price is lower than in equilibrium  
​ c. The new market price is higher than in equilibrium 
​ d. There is a shortage of shrimp in the market 
​ e. There is a surplus of shrimp in the market 
 
 
8. 

 

 

 

 

 

 



9. 

 

 

10. 

 

 
 
 
 
 
 
 
 
 
 
 

 

 

 



 

Answers 

Important Definitions (Try to define for yourself first): 

●​ Tax vs Subsidy = A tax is a government intervention to the established equilibrium of the 

market, collecting a specified amount as government revenue. On the opposite side, a 

subsidy is a government intervention to the established equilibrium of the market, usually 

to incentivize the supply of a specific good.  

●​ Shortage vs Surplus = A shortage occurs when quantity demanded is higher than the 

quantity supplied at a given price level. A surplus occurs when quantity demanded is 

lower than quantity supplied at a given price level. Both can happen with interventions to 

a previously established market equilibrium.   

●​ Price Floor vs Price Ceiling = A binding price floor is a fixed price above the equilibrium 

which elicits new quantity responses. A binding price ceiling is a fixed price below the 

equilibrium which elicits new quantity responses.  

●​ Quota vs Mandate = A quota is a fixed quantity which restricts quantity below the 

equilibrium. A mandate is a fixed quantity which forces the quantity above the 

equilibrium.  

 

1. A  

2. C 

3. D 

4. B 

5. A 

6. C, E 

7. B, D 



8. 

  

 

9. 

 

10. Answer Option E (Widgets are normal and supply is perfectly inelastic) is correct. 

 

 


