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Markets in Action

1. (a) The price elasticity of demand measures the responsiveness of the quantity demanded / price
to a change in the quantity demanded / the quantity supplied / price.
[Delete wrong words. |

(b) Give the formula for own price elasticity of demand.

2. Inthe mid-1990s, the government in the US announced that for every 10 per cent rise in the price of
cigarettes, the demand is likely to fall by 6 per cent. If this information is correct, what is the value
of the price elasticity of demand for cigarettes?

3. Ineach of the following pairs, tick which of the two items is likely to have the more elastic demand.
Give reasons for your answer.

(a) Gasoline (all brands) Shell gasoline




The formula for price elasticity of demand is as follows:

Proportionate (or percentage) change in quantity demanded

Proportionate (or percentage) change in price

This can be summarised as (arc price elasticity — note that mid means average):

AQq/ mid Q4 +~ AP/ mid P

The following table shows the quantity of a product demanded at two different prices:

(@

(b)

©

P Qq
16 25
14 35

Calculate the proportionate change in quantity demanded when price falls from $16 to $14.
(Use the first part of the formula, i.e. AQ4/ mid Qq, to do your calculation.)

Calculate the proportionate change in price when price falls from $16 to $14.
(Use the second part of the formula, i.e. AP /mid P, to do your calculation.)



5.

The following diagram shows two demand curves that cross at a price of P.

Q Q, Quantity

Which of the following statements are true?

(@)

(b)

(c)

(d)

Curve D; is inelastic and curve Dy €lastiC. ....c.vevviveueeeieeeeeeeeeeeeeeeeeeeeeeeeeeeee e e True / False

Demand is more elastic between Py and P; along curve D, than along curve D ..... True / False

The price elasticity of demand between Py and P; in the case of curve D; is equal to:

0,- 0 Py— P

T et e e et True / False
mid O mid P

For any given change in price there will be a larger proportionate change in quantity along
curve D than along curve D,
.............................................................................................. True / False



6.

Fill in the rest of the following table — keep in mind that mid means average:

(For the final column use the formula: AQy / mid Oy + AP /mid P)

e Price Total Elastic or _ .
i i Price elasticity
demanded ($) consumer inelastic i
(000s) expenditure demand
7 1 3 ...........

9 4
" o e
13 S e

(@)

(b)

Which of the following would you expect to have a demand which is elastic with respect to
income? (There are more than one.)

(1) FIOUT ittt ettt e rs bbb s Yes / No / Possibly
(i) Ready-prepared meals for the MICTOWAVE ..........ccecevvveeverinireierinirieccns Yes / No / Possibly
(111) ChamPANC .......cevveviieeiieriieriieeieieeeeereeeressesesesessesessesessesessesesseseseans Yes / No / Possibly
(IV) SOCKS vttt ettt ettt se et be sttt besb e s essebeereebesbesaensan Yes / No / Possibly
(V) DESIGNET JEAMS.......eoveerreeiereeiereerrieseeseseeteeeteseesessesessesessesessesessesessesessesesens Yes / No / Possibly
(V1) EICCHICILY ...ttt Yes / No / Possibly
(VI1) BUS JOUIMEYS ...vevevieeieeiceieieeeeieetes ettt ste e s sb e sa s esessessesnenns Yes / No / Possibly
(VI INSUTANCE ..ottt es e bt esse e s ese b eseeseseens Yes / No / Possibly



