Answers to the Problems

6.
a.
Ann’s consumer surplus is $2,250. Arthur’s consumer surplus is $500, and Abby’s consumer surplus is $250.

Consumer surplus is the area under the demand curve above the market price. At $20, Ann will travel 300 miles, Arthur will travel 200 miles, and Abby will travel 100 miles. To find Ann’s consumer surplus extend her demand schedule until you find the price at which the quantity demanded by Ann is zero—the price at which Ann’s demand curve cuts the y-axis. This price is $35 a passenger mile. So Ann’s consumer surplus equals (35 20)/2 multiplied by 300, which equals $2,250. Similarly, Arthur’s consumer surplus equals (25  20)/2 multiplied by 200, which equals $500. And Abby’s consumer surplus equals (25  20)/2 multiplied by 100, which equals $250.


b. 
Ann’s consumer surplus is the largest because she places a higher value on each unit of the good than the other two do.


c.
Ann’s consumer surplus rises by $1,750. Arthur’s consumer surplus rises by $1,500, and Abby’s consumer surplus rises by $750.

At $15 a mile, Ann travels 400 miles and her consumer surplus is $4,000. Ann’s consumer surplus equals (35  15)/2 multiplied by 400, which equals $4,000. Ann’s consumer surplus increases from $2,250 to $4,000, an increase of $1,750. Arthur travels 400 miles and his consumer surplus is $2,000, an increase of $1,500. Abby travels 200 miles and her consumer surplus is $1,000, an increase of $750.

