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     Name___________________________

Lab Report #1
ECON 380 
DUE (class time): January 24


Part I: Basic Supply and Demand  

1. Complete Tables 2 through 4 below. 
2. Plot the prices at which pictures traded in the first session of the experiment. You can do this either using graph paper, or a computer package such as Excel or Lotus 1-2-3 
[image: image7.wmf]
a) What pattern, if any, do you observe about these prices 
Answer: The price fluctuates around the mean price, and in an interval between the highest seller cost $28 and the lowest buyer value $20 (except un-rational trade 11).
b) Who traded first? Are you surprised? 

Answer: the buyer with highest value.
3. Plot the prices from the second and third sessions (either on separate graphs or together). Do you notice any changes in the pattern of prices? Are they higher or lower than in session 1? What caused these changes?
Answer: Changes in the pattern of prices: the price in session 2 is increasing from 1st trade to the last trade, while the price in session 3 is decreasing.  

For the same trade No., prices in session 2 are higher than prices in session 1, and prices in session 3 are lower than prices in session 3.
In session 2, seller need to pay the tax, implying that seller cost is increased by $15. So, to get a positive profit, seller needs a higher price than session 1 to compensate the increased cost. 
In session 3, buyer need to pay the tax, implying that buyer value is reduced by $15. So, to get a positive buyer surplus, buyer would like to accept a lower price than that in session 1.
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4. Based on the information in table 1, plot the supply and demand curves for session 1.  
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a) How do the results of the first experiments match with the predictions of competitive equilibrium in supply and demand? 
Answer: （1）The mean price of the first experiment $22.58, matching the equilibrium price is $23. （2）There are 12 trades in the first experiment, closely matching the equilibrium quantity 11. 
b) What are the highest total profits for all traders that could possibly have been made in session 1?  How do these compare with the actual total profits for all traders?
Answer: According table 1, there are 13 sellers. So, to get the highest total profits for 12 traders, the seller with the highest cost $28 should be excluded from the trade. Then, we can calculate that highest total profits are $209, which is exactly the same as the actual total profits for all traders.
5. In session 2, the sellers paid a sales tax.  

a) What does this do to the supply curve?  Plot the new supply and demand curves (use the same information from table 1 and the $15 tax to do so).
Answer: the supply curve is shifted up by $15.
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b) How do the results of session 2 match the prediction of your new supply and demand?
Answer: 1. There are 6 trades happened in session 2, which closely match the equilibrium quantity 7.

2. Comparing to session 1, prices in session 2 increase, matching the increased market equilibrium price in this figure.
c) What happened to the average price paid by buyers? How does this compare to the size of the tax?  What happened to the average profit received by the sellers?  How does this compare to the size of the tax?
Answer: average price paid by buyers is $27.33, $4.75 higher than that in session 1. Comparing to the size of the tax, that increment is smaller. 
Average profit received by the sellrs is decreased by $3.17. The decrement is smaller comparing to the size of the tax.
d) Whose profits fell the most as a result of the tax (buyers consumer surplus or sellers profit)? 

Answer: sellers profit.
6. In session 3, the buyers paid a sales tax. 

a) What does this do to the demand curve?  Plot the new supply and demand curves (use the same information from table 1 and the $15 tax to do so).
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Answer: demand curve is shifted down by $15.
b) How do the results of session 3 match the prediction of your new supply and demand?
Answer: 1. 6 trades happened in session 3, closely matching the equilibrium quantity 7 in this figure.

2. The figure predicts a lower equilibrium price than that in session 1, matching the results of session 3.
c) What happened to the average price received by sellers? How does this compare to the size of the tax?  What happened to the average consumer surplus received by buyers?  How does this compare to the size of the tax?

Answer: average price received by sellers is $20.29, $2.3 lower than that in session 1. Comparing to the size of the tax, that increment is smaller. 

Average consumer surplus received by buyers is decreased by $6. The decrement is smaller comparing to the size of the tax.
d) Whose returns fell the most as a result of the tax (buyers consumer surplus or sellers producer surplus)? 

Answer: consumer. 
Part II: Taxes when there is an externality
7. Complete Table 5. To do so, assume that every time a painting is produced and sold, a load of goo emissions from the painting process is dumped into the air and that this stuff is so gross, it is worth it to everyone to spend the $15 that is required to clean it up. This means that each time a painting is sold, it causes $15 worth of pollution costs. 

8. The presence of an externality (the damage caused by the goo emissions) is a classic cause of “market failure.”  What does this mean? Do you see evidence of market failure occurring in session 1?

Answer: The presence of an externality makes privates cost different from social cost. In the experiment, as pollution is an externality, people ignore its cost and only consider the seller cost when making their trade decisions. As the result, the market just equals the marginal private cost, instead of marginal social cost, to the marginal benefit of the paint. The price is too low and there are two many paints traded. 

Evidence of market failure occurring in session 1: (1) total Social welfare < total consumer surplus + total profit of seller; (2) the number of trades in session 1 are more than that in session 2 and 3; (3) The social welfare in session 1 is far less than that in session 2 and session 3.
9. What about session 2 and session 3? Is there evidence of market failure in those sessions? 

Answer: There is no “market failure” in session 2 and session 3. The tax corrects the “market failure”.
10. How much market failure from the externality did you expect to see in sessions 2 and 3 compared to session 1? Why?

Answer:  The same answer as question 9. 
Table 1: Distribution of Types

	Seller's Costs
	Number in Market
	Buyer's Values
	Number in Market

	3
	2 
	45
	2 

	8
	 2
	40
	 2

	13
	 2
	35
	 2

	18
	 2
	30
	 2

	23
	 3
	25
	 2

	28
	 2
	20
	 2


Table 2: Transactions Report - Session 1
	Trade
	Price
	Buyer Value
	Seller Cost
	Buyer’s Surplus
	Seller’s Profit 
	Total Gain (Profit+Surplus)

	1
	25 
	 45
	18 
	20
	7
	27

	2
	22
	25
	8
	3
	14
	17

	3
	20
	30
	8
	10
	12
	22

	4
	25
	45
	18
	20
	7
	27

	5
	22
	35
	3
	13
	19
	32

	6
	20
	25
	3
	5
	17
	22

	7
	28
	40
	28
	12
	0
	12

	8
	25
	40
	23
	15
	2
	17

	9
	23
	30
	13
	7
	10
	17

	10
	24
	35
	23
	11
	1
	12

	11
	17
	20
	 23
	3
	-6
	-3

	12
	20
	20
	 13
	0
	7
	7

	Mean
	22.58
	32.50
	15.08
	9.92
	7.5
	17.42


Table 3: Transactions Report - Session 2

Tax paid by seller = $15

	Trade
	Price
	Buyer Value
	Seller Cost
	Buyer’s Surplus
	Seller’s Profit 

(after tax is paid)
	Total Gain (Profit+Surplus)

	1
	 26
	45 
	8 
	19
	3
	22

	2
	24
	40
	3
	16
	6
	22

	3
	28
	35
	3
	7
	10
	17

	4
	27
	30
	8
	3
	4
	7

	5
	29
	30
	13
	1
	1
	2

	6
	30
	45
	13
	15
	2
	17

	7
	
	
	
	
	
	

	8
	
	
	
	
	
	

	9
	
	
	
	
	
	

	10
	
	
	
	
	
	

	11
	
	
	
	
	
	

	
	
	
	
	
	
	

	Mean
	27.33 
	37.50 
	8.00 
	10.17 
	4.33 
	14.50 


Table 4: Transactions Report - Session 3

$15 tax paid by buyer

	Trade
	Price
	Buyer Value
	Seller Cost
	Buyer’s Surplus

(after tax is paid)
	Seller’s Profit 
	Total Gain (Profit+Surplus)

	1
	23 
	 45
	3 
	7
	20
	27

	2
	22
	40
	8
	3
	14
	17

	3
	20
	40
	3
	5
	17
	22

	4
	21
	45
	8
	9
	13
	22

	5
	18
	35
	13
	2
	5
	7

	6
	19
	35
	18
	1
	1
	2

	7
	19
	35
	13
	1
	6
	7

	8
	
	
	
	
	
	

	9
	
	
	
	
	
	

	10
	
	
	
	
	
	

	11
	
	
	
	
	
	

	
	
	
	
	
	
	

	Mean
	20.29 
	39.29 
	9.43 
	4.00 
	10.86 
	14.86 


Table 5: Market Statistics for Sessions 1, 2, and 3

	
	Session 1
	Session 2
	Session 3

	Mean Price
	22.58
	27.33
	20.29

	Number of Transactions
	12
	6
	7

	Total Taxes Collected 

(tax revenue)
	0
	90
	105

	Total Buyer Surplus
	119
	61
	28

	Total Profit of Sellers
	90
	26
	76

	Total Pollution Cost
	180
	90
	105

	Total Social welfare  = Buyers Surplus + Sellers profit + tax revenues – pollution cost
	29
	87
	104
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