Fall 2013

Business Economics I

Problem Set #2
Due:  September 26, 2013 (15 points)

On a separate sheet of paper, answer the following questions.
1.
Write out the formula for price elasticity of demand in the midpoint and percentage change forms.

2.
If the price of suntan lotion increases from $6 to $8 per bottle and quantity demanded decreases from 900,000 bottles to 845,000 bottles, using the midpoint method, what is the price elasticity of demand for suntan lotion?    Is it elastic, inelastic or unit elastic?  What is total expenditure before and after?  How much does total expenditure change (amount and direction)?  Explain what a 1% change means in one sentence.  

3.
Suppose the price of a movie falls from $9 to $7 so we increase our “attendance” from 16 movies per year to 25.  What is my price elasticity of demand?  Is this elastic, inelastic or unit elastic?  What is total revenue, before and after?  How does it change? Explain what a 1% change means in one sentence.  

4.
If the price of pizza rose from $11 to $15, while the quantity of soda sold went from 300 to 150.  The cross elasticity of demand is?  Is this a substitute or complement? Explain what a 1% change means in one sentence.  

5.
When incomes rise from $20,000 to $30,000, the amount of home-delivered pizzas per year rose from 22 to 40.  What is the income elasticity of demand for home-delivered pizzas?  Is this normal or inferior good?  Explain what a 1% change means in one sentence.  

6.
Do you think that diamonds have positive or negative income elasticity?  Why?

