[bookmark: _GoBack]1.1 To compute the price elasticity of demand we divide the percentage change in Quantity demanded   by the percentage change in Price and then take the value of the ratio.
1.2 If a 10 percent increase in price decreases the quantity demanded by 12 percent, the price elastic of demand is -1.2
PED= -12/10=-1.2
1.3 When the price of CDs increased from $10 to $11, the quantity of CDs demanded decreased from 100 to 80. The price elasticity of demand for CDs is -2, and demand is Elastic   
Change in price= 11-10=1
		=1/10 =0.1
		=10%
Change in Quantity demanded= 80-100
				=-20
				=-20/100=-0.2
				=-20%
 PED      =-20/10
	= -2
1.4 If demand elastic, the percentage change in Quantity demanded exceeds the percentage change in price
1.5 as the number of substitutes for a particular products increases, the price elasticity of demand for the product decreases
1.6 Over time, the price elasticity of demand for gasoline increases
1.7 In the long run, a 20 percent increase in the percent increase in the price of gasoline will decrease traffic volume by   percent
1.8 Demand is relatively elastic if the product has many substitutes, a long time passes, and the consumer spends a large fraction of his or her budget on the product.
2.11 projecting transit ridership. As a transit planner, your job is to predict ridership and total fare revenue. Suppose the short run elasticity of demand for commuter rail (over a 1 month period) is 0.60, and the long run elasticity (over two year period) is 1.60. The current ridership is 100,000, people per day. Suppose the transit authority decides to increase its fares from $2.00 to $2.20. 
(a) Predict the changes in train ridership over a 1 month period (the short run) and a 2 year period (the long run)
Fare changes= (2.20-2.00)/2.00=0.1
	         =10%
PED=0.60
% change in Quantity demanded= % change in price * PED
				= 10*0.60
				= 6%
Ridership over a month will fall by 6%
2 year period
% change in Quantity demanded= % change in price * PED
				= 10*1.60
				=16%
Ridership over 2 year period will fall by 16%
(b) Over the 1 month period will total fare revenue increase or decrease? Decrease What about the 2 year period? Increase
Quantity= 6*100000
	=6000
Revenue=P *Q
               = 2*6000
	=12,000
2 year period
16*100000= 16,000
Revenue= 16000*2.20
	=35,200

2.13 Revenue effects of a bumper crop.  Your job is to predict the total revenue generated by the nation’s corn crop. Last year’s crop was 100 million bushels, and the price was $ 5 per bushel. This year’s weather was favorable throughout the country and this year’s crop will be 110 million bushels, or 10 percent larger than last years. The price elastic of demand for corn is 0.50.
(a) Predict the effect of the bumper crop on the price of corn. Assume that the entire crop is sold this year meaning that the price elasticity of supply is zero. Illustrate with complete graph
PED= % change in QD/ % change in Price
% change in price= % change in QD/PED
		= 10%/0.50
		= 20%
Price changes (1-0.2) = 0.8 = 5*0.8 = $4 
Therefore, price declines by 20 % from $5 to $ 4 per bushel.Price per Bushel($)
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(b) Predict the total revenue from this year’s corn crop
Total revenue declines from 5*100 million bushels = $500 million to
$4 * 110 million bushels = 440 million
(c) Did the favorable weather increase or decrease the total revenue from corn? Why?
Decreased the farm income. Because the prices of farming tend to be inelastic. To facilitate more sales from the good harvest, the price decrease will offset the revenue increases as a result of the favorable harvest. The effect of price is more than the quantity effect.
2.15 The price of heroin and property crime. The price elasticity of demand for heroine is 0.27. suppose the half of heroin users support their habits with property crime, so the loss from property crimes committed by heroin users equals half the total spending (total revenue) on the drug. Suppose the government reduces the supply of heroine increasing the equilibrium price by 2 Percent. Fill in the blanks 
	Price
	Quantity of Heroine
	Total Revenue
	Property crime

	$10
	1000
	$10000
	$5000

	&12
	973
	$11,676
	$5838



4.8 iPod and iTunes. You have been hired to predict the effects of increasing the rice of iTunes songs by 10 percent, from $0.99 to $1.09. You are interested in the effects of the price how on the number of songs downloaded legally from iTunes, the number of songs downloaded legally from other online music stores, the number of iPod players sold. And the number of CDs sold in stores. Given the hypothetical elasticities in the following table fill in the blanks.





 Effect of weather on prices
A freeze that wipes 20 percent of the orange crop in Florida would cause a decrease in supply of the oranges. The price of the oranges would consequently increase because of the decreased supply. The quantity demanded will also decrease because of the increased prices.  The supply curve will shift to the left as demonstrated below. 
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2. Consider the market for oranges. Draw the possible simplest demand and supply graph consistent with the following observations. You should be able to draw the curve with no more than 4 curves. Label each of your curve as supply or demand and indicate the year as 12, 3
	Year
	1
	2
	3

	Price
	$5
	$7
	$4

	Quantity
	100
	80
	110



As the price increases from $5 to $7, the demand of the oranges decreases. When prices go down, the demand for the quantity of oranges increases too. 
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