Principles of Microeconomics — Midterm [2020/11/13]

Note: You have 180 minutes (9:10am-12:10pm) to earn 116 points. Allocate your time wisely.
Part A (26%): Excerpts of “[#% %] YouBike 2.0 3X##, & ¥ 81722 @G EKGAR?” (2020/9/16)!

..YouBike 2.0 AT ARG, FAERE L th I M AEEERNERREH G EE. E A AmEREE
HAR, BRI 60 S BERYIRAR (B FARB)EGHEER 3.5%: 1E 15 /38 INAIIRKANG 85%, mit(ZEIL
) YouBike 1.0 #] 60%. LIGVEERIEENRE, HASHRRVIKEEREL 30 28, whE [FIE% ] 8
BB T E SRR R, BEELCEERI 30 SEUTEIRIEER 2 BRELER S AERTES
HIRFEREEHTRYET? A EH YouBike 2.0 #EfTE R, ERFFEHRMIIKR, MEHFRFTE, EXREFEN
A (ATHEHEMRNE ZREEREMS A [RmE] )

. REEAEERIE R % (14N V. AR E 7RI/
& E e EHEERE 2 TEEE 5 7T), BE A3 T, BEDGEERER

e & F YouBike 2.0? YouBike 2.0?
G (REHE) B A 42% 72%
g HEHA 33% 18%
& AMER A 17% 5%
NG (R ) 8% 5%
Hit 100% 100%

Assume survey respondents have similar YouBike usage, and those who “will (continue to) use (& (H&) {5 )"
do not change at all, those who “will reduce usage (€7#4# H)” reduce usage by half, and those who “will
significantly reduce usage (& KIEIH/AM#E F)” or “not (continue to) use (& (#&#&){# FH)” drop all usage.

Answer the following questions:

1. (2%) According to the survey results of Question lll, what is the estimated amount of total YouBike 2.0
rentals after the trial period end?

2. (2%) Given the starting point of 100% and the end point of your answer to the previous question, use the
midpoint method to find the percentage change of quantity for YouBike 2.0 rentals.

3. (4%) What is the rental rate for YouBike 2.0 during the trial period? What is the original rental rate after
the trial period has ended? Use the midpoint method to calculate the percentage change in rental price.

4. (3%) Use your answers to the previous two questions to calculate the price elasticity of demand for
YouBike 2.0 rentals. Is YouBike rental demand elastic or inelastic?

5. (2%) Do respondents have incentives to tell the truth in the survey? Why or why not? If there were
exaggerative survey responses, how would your estimates of price elasticity be biased?

Now consider the proposed rental rate of NT$3 per 15 minutes. Still assume that all respondents have similar
YouBike usage, and those who “continue to use” do not change it, those who “would reduce usage” reduce it
by half, and those who “will significantly reduce usage” or “not (continue to) use” drop all usage.

L ERIRE JHRE #E: https://www.twreporter.org/a/opinion-youbike-2-0-plot with link to “YouBike 2.0 FAEE 1 K 245 fE R 3,
HERAGER " https://drive.google.com/file/d/1PIlbSUfT9YhyhnWNEYr-9tdnCGUK6cML/view




6. (2%) Use the midpoint method to calculate the percentage change in rental rate of NT$3 (compared to
the trial period rate of NTS2) for YouBike 2.0 rentals less than 15 minutes.

7. (4%) According to the survey results of Question IV, what would be the estimated amount of total YouBike
2.0 rentals if the proposed rental rate of NT$3 per 15 minutes is implemented? Use the midpoint method
to find the new percentage change of quantity for YouBike 2.0 rentals.

8. (4%) Use your answers to the previous two questions to calculate a new price elasticity of demand for
YouBike 2.0 rentals. Is your conclusion regarding elastic or inelastic demand sensitive to using different
sources of information? Why or why not?

9. (3%)Isthe assumption that all respondents have similar YouBike usage regardless of their survey response
realistic? How would your estimated drop in total YouBike 2.0 rentals change be affected if it fails? Explain.

Part B (13%): Excerpts “@&) Lk fEA S G BPAAE R FRERARE,” § AE/FFF AT & (2020/10/30)°

-FEIBEIRES BOT %, 12 2008 £ 6 A H AEBIREFEEHE(THHER) BERE, EalEg kgt
DIFESY 2.8 NEEMERIKEE. B 9 ARBTEEBREERENVMRRSERDERARGE, FEFE
20 {F4T3 300 & FRIMERIRES. ASRABBALER, NAREERAKHEM, NEREKZERY., .HE
a4 Hh ARt s E R A &3, . BE SRR MRS R ERAFIEARAHERRE R, &9, K
REUERBRBIRERT, BRAMRNEEBRESRIERAT, H [100%HHE. FE] , WXFHBRAER
FEAEN . ERRTHREREERYEEY, [SR—ERMEEE, HMFENERWLERERMEKE.
Y. | RREEGREUT RS, BREAEGSSEIEME, FEERE BOT EHIFHFK. ...(omitted)

Answer the following questions:

The Thao people have a population size of 818% and claim the hotel land as their traditional territory that
buried many ancestors. Suppose each of the Thao people values this tradition at about NT$10,000, and
preserving the site requires around NTS$5,000,000. First assume the bargaining cost is negligible.

1. (3%) What would the negotiation outcomes be if the law specifies the Thao people have the property
rights to their traditional territory? What if the law specifies the government has the right to allocate the
land to the hotel company? Are the results efficient or not? Explain.

Now suppose preserving the site requires NT$10,000,000 instead.

2. (3%) What would the negotiation outcomes be if the law specifies the Thao people have the property
rights to their traditional territory? What if the law specifies the government has the right to allocate the
land to the hotel company? Are the results efficient or not? Explain.

3. (2%) Knowing the answers to the above questions, would the company or Thao people willingly tell the
truth regarding their willingness-to-pay? Would it be easy for the government to accurately estimate the
cost and benefits of preserving the Thao people’s traditional territory? Explain.

(2%) How would your answers to the previous questions change if the bargaining cost is not negligible?

5. (3%) Isthe bargaining cost indeed negligible if the Thao people were to negotiate with the hotel company?
Are there institutions described in the news that lowers this cost? How does this relate to the Coase
Theorem and difficulties in implementing it in reality? Explain.

2 https://e-info.org.tw/node/227794
3 https://en.wikipedia.org/wiki/Thao people




Part C (37%): Excerpts from “EHR#E Tk KB LG F RuERAAHEE” by T 24 (2020-09-22)*

RS 2B EMR S SR AR EREEY, MEDEMRTE SR EEER RN
o 70 LITART, EMRI—ERFDURALEREGAT 67 THHER, REZREL, EMART
SRR E T E IR 2500 B T 2200 B, WAOHEHE, EMEERATE, AREEAREE. MTEE
FTEZHRERM..

1. (3%) According to the data provided in the article, is the recent price elasticity of pork in Yunlin elastic or
inelastic? Is this the price elasticity of demand or supply? Explain.

Excerpts from “$3 0 5&: BAHHE ZE BRTHF TR by H = H# /5448 (2020/9/18)°

BRTLEMENERF, BERGREOERARES, FEAKERTEEREATTORBELHE/ 1T, &k
PYRANTETT, FHEEENE, ..(omitted).. B REFRBEZE TR, BUF—EHRK ST REDY
BINEETGXETE, BRTZTE, [HHWMETEETR? | .. (omitted).. ZRREEEKEHEE HE%
HEGHERT, EURMKRELENARERE, BEREVEREKAEA, I ERKAEE, E-2—EFE.
FEEIERIERS: EARREFROEAERE LR, FrdfiRe B mEERCtE/ \Hx, 2aEgd em? ..
The Council of Agriculture is planning to maintain the wholesale pork price at NT$80/kg. They can achieve this
by imposing a price floor or buying excess supply at a guarantee price.

2. (4%) Draw a supply and demand diagram to analyze the effect of imposing a price floor of NT$80 on total
surplus. Does this policy create deadweight loss? Why or why not?

3. (4%) Draw a supply and demand diagram to analyze the effect of buying all excessive pork at a guarantee
price of NT$80 on government revenue and total surplus. Does this policy create deadweight loss? Explain.

4. (3%) Which policy is a better to maintain pork prices at NT$S80/kg? (Hint: State your value judgment!)

Excerpts from “B REA L5 4 £ o RERE,” by .23/ 8 b (2020/10/27)°

CEEREREOESELEBOBE, —FAGHEREREDR 43,671 AW, LLRFERD 65,440 A, B =
DZ—. W&, EOATEENT, HESEREMKER, RERMARKIMTAZEHERERRN. BT
DAEABBIEFEA, BAMOREIESE, EOERLERIRS. HA 2005 FHRMEREIABED, F-FEORER
29.5 BAME, RERE]26.5 BAME, SEORAIEH 33%REE 27%, BAFEEAERENR 2.5 AT 2.2
DT BEREASNEEREYTERRES. BEMEL, SEBERRRROMERRS, BETHNEE, 55
F\RE, EHFEAMMNLGEOCER 2,300 AW, HERERBHEIN40%, SFFERN L 3,000 A,
R OASGRE R ER, MAERYmETSEEERK. ...(omitted)

5. (3%) Consider two pork markets of Taiwan: Frozen pork and fresh pork, which are complements in
production. Are they substitutes or complements in consumption? According to the news article, is
Taiwan importing or exporting frozen pork (or neither)? What about fresh pork? Explain.

6. (6%) According to the news article, frozen pork imports have reduced “by one third” in the first nine
months of 2020, and Chen Chi-chung (B3 {i) attributes it to “many food processing companies prefer

[fresh] domestic pork” citing Japan’s experience (2005 vs. 2019). Draw a supply and demand diagram to

4 https://udn.com/news/story/7326/4879743
> https://udn.com/news/story/9750/4871869
6 https://news.ltn.com.tw/news/focus/paper/1408591




analyze the effect of a shift in taste favoring fresh domestic pork on the frozen pork market. How does
equilibrium price, quantity, and imports/exports change? Who are the winners and losers of this shift in
taste?

Excerpts from “7 Az A& o 7R3 1.5 R BEHUR” by IR B /R 184 (2020/08/12)7

~PEKERENEOAR, BRAIFEWREEEUR, EFREOEARMERERD, RNFREKX, HGEERE
WITHE, REK, BEOEANRAENHELNSEREGE. 2ESE LPEROBRNENTHREN 90 T,
REFBY 82 T, B#RAT 9% . BHUETEH, TEIKRERIEMMERR, BAED 3 RVFE, HEOERE
CIFEASH, (omitted)... ARTISAFEMERERS, PRIKEFECHTED 300 BAMERNFERA, SEELED 150
BRI, FREmERER K.

7. (6%) Unlike the case of Japan in 2005-2019, Taiwan faced the threat of swine fever in 2020. Draw a supply
and demand diagram to analyze how the swine fever in China affects equilibrium price, quantity and
imports/exports of frozen pork. Who are the winners and losers of this swine fever outbreak in China?

8. (2%) Which of the following better explains the actual situation of import pork price increase? A shift in
taste favoring fresh domestic pork, or the threat of swine fever in 2020? Explain.

9. (6%) Now consider the effect of Taiwan eradicating foot-and-mouth disease in July 2019. Draw a supply
and demand diagram to analyze the effect on equilibrium price, quantity and imports/exports of fresh
pork. Who are the winners and losers of this eradication?

Part D (24%): “Overtourism a blessing and curse for Taiwan’s outlying islands,” Taiwan News (2020/08/01)2

..Green Island (Ludao) and Orchid Island (Lanyu), which are both volcanicislands off the southeastern
coast of Taiwan, have seen an influx of visitors during the summer break thanks to fine weather during
the coronavirus pandemic that has clamped down on international travel. ...Locals have complained
about the environment and daily life being disrupted by the overwhelming number of travelers.
Sewage treatment issues also badly need addressing to prevent the natural habitats of the intertidal
zone from being polluted, one eco-minded resident pointed out. This has revived talk of imposing a
cap on tourist numbers for Green Island, which has been floated over the past decade but faced fierce
opposition....The offshore archipelago of Penghu is also mulling charging fees for visitors as an answer
to overtourism. A NT$50 (US$1.70) to NTS100 per person could be implemented as soon as 2022.

Answer the following questions:

1. (8%) Does tourism create positive or negative externalities on locals? Draw a supply and demand diagram
for the tourism market of Taiwan’s off-shore islands to analyze equilibrium price and quantity, and welfare
evaluated comparing social cost, social benefits, consumer surplus, producer surplus, and total surplus.

2. (3%) Draw a supply and demand diagram for the tourism market of Taiwan’s off-shore islands to analyze
how the COVID-19 pandemic affects market price and quantity.

3. (7%) What is the effect of the proposed tourism tax in the form of an entrance fee of NTS50 per person?
Draw a supply and demand diagram to analyze the effect on equilibrium price and quantity, consumer
surplus, producer surplus, government tax revenue, and total surplus.

(3%) Would social optimal be achieved under this tourism tax? Why or why not?
5. (3%) Would imposing a cap on tourist numbers achieve the same goal as taxation? Why or why not?

7 https://www.agriharvest.tw/archives/43382
8 By Huang Tzu-ti/Taiwan News (2020/8/1): https://www.taiwannews.com.tw/en/news/3978545




Translation of “[#%&] YouBike 2.0 &#f#%, & %A% AT 2@ GBS KREK?” (2020/9/16)

YouBike 2.0 boasts widespread but dense stations. To some extent, shorter ride time across short distances
are to be expected. During the trial period of the Gongguan-NTU area, trips longer than 60 minutes accounted
for only 3.5% of the total usage; trips within 15 minutes accounted for 85%, which was higher than YouBike
1.0 in Taipei City at 60%. Judging from data after the trial period, when most people journey much less than
30 minutes and the "closer and denser" design encourages more short-distance rides, it is not clear if the
rental rate should continue to have 30-minute cutoffs. Maybe it should be redesigned with time intervals
more in line with the trend of current usage. If we were to implement YouBike 2.0 on the entire city, we
should consider revising the rental rate after observing the then number of trips of the new system... (The
following survey results are taken from the cited "review report")

[1l. Will you continue to use YouBike 2.0 IV. Will you continue to use
after the trial period ends (when rental  YouBike 2.0 if rental rates become

S R
urvey Response rates will be back at NTS5 instead of NTS3 per 15 minutes for the first

NTS2 for the first 30 minutes)? 30 minutes?

(continue to) use 42% 72%
reduce usage 33% 18%
significantly reduce usage 17% 5%
not (continue to) use 8% 5%

&&t 100% 100%

Response to Question Il Response to Question IV
R GER)E not KRB T (R not
BRI F (continu:e to) use significantly reduce usage (continue to) use
significantly 8% 5% 5%

reduce usage

17% R
reduce usage
18%

G () A
(continue to) use
42%

G e

B
(continue to) use
reduce usage 229
33% i

Translation of “&) LA A E BAAE R FEAERARYE,” ¥ AT /BRETAT v (2020/10/30)

...The BOT case of Xiangshan Hotel was initiated by the Sun Moon Lake National Scenic Area Management
Office (hereafter the SML office) in June 2008 to build a hotel on a 2.8-hectare piece of land next to the parking
lot of the Xiangshan Tourist Service Center. That September, Seaker & Sons Hospitality Inc., a subsidiary of
Hong Kong’s Bonds Group Company Ltd., won the bid to build a 300-room, four-star hotel spending 2 billion.
Since learning about the case, the Thao people have opposed it since that area is the ancestral grave of the
Thao. ..The SML office held another local hearing this evening, ...and invited both Seaker & Sons Hospitality
and the Thao people to express their opinions. During the hearing, Liu Changtai, the general counsel of Seaker



& Sons Hospitality, stated that they “understand and agree with 100%” to support the rights of the traditional
domain for the Thao people, even though the tradition region of the Thao people is still under litigation.
However, “we need to know which laws and regulations we must follow and abide by as a private developer”
to plan future operations and make financial forecasts. The Thao National Assembly declined to attend the
hearing, but protested with a banner outside the venue expressing their hope to block the BOT case.

Translation of “EH B Tk REEG T R FETRAASEL” by T 4L (2020-09-22)

...The media reported plummeting wholesale pork prices in Yunlin, which has the largest number of pigs in the
country. Compared with an average price of around NT$70/kg in other counties, Yunlin’s pork prices has
dropped to around NBTS67/kg this past week. ...Chang Li-shan pointed out Yunlin Meat Market recently saw
fewer pigs auctioned off, decreasing from around 2500 to 2200. However, the auction price has also fallen,
likely because food companies and food-processing companies stayed out of the market...

Translation of “¥:& % £: SUGRFHA B E S mITHEETR” by 3 Z /%448 (2020/9/18)

To appease domestic farmers, the Council of Agriculture launched a 10-billion pig-raising fund to maintain
average auction prices at NT$70-80/kg, higher than the average cost of NTS$65, so farmers would profit.
(Omitted)...Professor Lei Lifen (Department of Agricultural Economics, NTU) said the government has always
claimed that ractopamine pork imports would not affect the domestic market. But if nothing is affected, “Why
set a price floor?” (omitted)...Professor Min-hsien Yang (Department of International Business and Trade, FCU)
said the government set the guaranteed price for rice at 20% above cost, which fluctuating. If pig-raising costs
continue to rise, will the target price increase above the proposed NT$70-80 as well? ...(omitted)

Translation of “B AR LR # E o EREEIE,” by i 23/ 8 iR (2020/10/27)

...Taiwan’s pork imports have declined this year. From January to September, Taiwan imported 43,671 tons
of frozen pork, a decrease of one-third compared to 65,440 tons in the same period last year. According to
Chen Chi-chung ([ {#), imported pork is mainly used for processing and country of origin must be labeled.
Hence, many major food companies prefer to use domestic pork. Chen Chi-chung used Japan as an example
to show that lifting the ban need not increase import quantity. Japan lifted the ban on American pork and pig
offal in 2005, and imported 295,000 tons that year, but dropped to 265,000 tons last year. The proportion of
imported pork dropped from 33% to 27%, and annual per capita consumption of American pork dropped from
2.5 kg to 2.2 kg. In contrast, Chen Chi-chung pointed out that Taiwanese pork exports could still increase,
since Taiwan just eradicated foot-and-mouth disease and blocked African swine fever. This year up to August,
Taiwan exported more than 2,300 tons of fresh pork and processed products, an 40% increase over the same
period last year, and will likely exceed 3,000 tons by the end of the year. Through the adjustment of exports,
reasonable prices would emerge in domestic auction markets...(omitted)

Translation of “7 Az Ao R 1.5 4& 24 REFE” by IR 1£5 /B 184 (2020/08/12)

...China is a major pork importer. Since the outbreak of African swine fever, imported pork has been required
to bridge the supply gap. Due to this large demand, international pork prices has soared, and the impact is
shown in Taiwan’s customs declaration price of imported pork, which is significantly higher than in previous
years. Taiwan’s imported pork was priced at about NTS90/kg in the first half of this year, compared with
NTS$82 in the same period last year, an increase of about 9%. The Department of Animal Industry said that
China has lost at least 30% of its pigs in the African swine fever pandemic. This shortage has to be filled by
imported pork...(omitted)...In the past, China already imports 3 million tons of pork per year, and 1.5 million
tons more is required this year to meet consumer demand...



