Problem 1

The demand for and the supply of the good is given as


	Demand:  

	Supply:  

At equilibrium: 


	


After subsidy of $4 per unit the supply curve shift to the right giving higher quantity produced at each price. The supply curve is given as


	

At new equilibrium:


	

The price producer’s receives for each unit sold is ($74+$4)=$78.


This is shown in the figure below: 

[image: ]


The initial consumer and producer’s surplus are given in the figure at the left. The CS and PS is calculated as


	 


The after subsidy the society faces deadweight loss of the triangle DWL in the right panel of the figure above. This case CS, PS and DWL is calculated as


	

The cost of the subsidy is ($4×26) =$104


Problem 2:

The average return per boat is the average revenue generated per boat. Then the average return is calculated as


	 

The marginal return is change in total return due to change in the number of boats. It is calculated as



	  

Q1 and Q2 is the amount of total fish caught when there are 1 and 2 boats.
The table below is completed using the formulas above

	Boats
	Total Fish Caught
	Average return per boat
	Marginal Return per boat

	1
	900
	13500
	

	2
	1620
	12150
	10800

	3
	2160
	10800
	8100

	4
	2520
	9450
	5400

	5
	2700
	8100
	2700




Therefore, the correct answers are:

If each boat was independently owned then there would be __5__ boats operating on the river and each boat would earn a profit of _$600____. If the five fishermen collectively owned the boats and ran the fishing business then there would be __3____ boats operating on the river and each fisherman would earn a profit of __$3300____


Explanation:

[bookmark: _GoBack]When owned individually each fisherman will want to maximize own profit. Then each will explore common resource earning each less amount of profit. The equilibrium occurs at AR is minimum. The collective equilibrium is at MR>=MC=7500. It is as close to boat=3.
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