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a)




The conventional shape of the supply curve is positively sloped. But the supply curve for the basketball ticket is vertical here, the number of tickets remain same irrespective of the price change. This might true here because the number of seats for basketball stadium is fixed, it cannot be increased with the change in price. 
b)  Both from the above table and the graph, it is evident that the equilibrium price is $8 and the equilibrium quantity of tickets are 8000. 
c) 




New equilibrium price = $12 
New equilibrium quantity = 8000
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Bagels and cream are complements to each other.
A fall in the price of milk will result a fall in the cost of production of bagel and increase the supply. 
As a result, the supply of bagel will increase – there will be rightward shift of the supply curve. The equilibrium quantity of bagel will increase.
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Since Bagel and cream cheese are taken together, a fall in the price of bagel would cause the demand for cream cheese to increase. A rightward shift of the demand curve for cheese will increase the equilibrium price of cream. 
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So a fall in the price of flour is the key cause of increasing the equilibrium quantity of  bagel and the equilibrium price of cheese. 
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A rise in the price of milk will reduce the supply of cheese and thereby increase the equilibrium price of cheese. 
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A rise in the price of cheese will also cause the demand for bagel to fall as they are complements to each other. A leftward shift of the demand curve will reduce the quantity of bagel. 
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a) Qd =1600-300p

Qs = 1400+700p

AT equilibrium, Qd= Qs

1600-300p= 1400+700p

200=1000p

P= 0.2
Q= 1600-300*0.2
=1600-60
=1540

Equilibrium price = 0.2
Equilibrium quantity = 1540 

b)
The demand curve will shift to the right as Experts said that it can do good in reducing stress. 
The new demand curve will be 
Qd= 2000-300p 
Due to hurricane the supply of new chocolate cops has significantly destroyed. The new supply curve will be 
Qs= 1800+700p 
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a.
i) Mid-point formula for price elasticity of demand 
= 
Let us find out the price elasticity of demand for business travelers: 
P2= 250
P1= 200 
q2= 1900
q1= 2000
(q2-q1)/(q1+q2)/2 = (1900-2000)/ (1900+2000)/2 
= (-100)/ 1950
= -0.051282
(p2-p1)/(p1+p2)/2 = (250-200)/ (250+200)/2
= 50/225
=0.222222
PED = -0.051282 / 0.222222
= -0.230769
We have to consider only the absolute value of PED as it always come as negative due to inverse relation between price and quantity demanded. 
The demand for air line tickets for business travelers = -0.230769
Since the absolute value of the elasticity coefficient is less than 1, the demand for airline tickets of the business travelers is inelastic. 

Price elasticity of demand for business travelers:
P2= 250
P1= 200 
q2= 800
q1= 600
(q2-q1)/(q1+q2)/2 
=(800-600) / ( 800+600) /2
=-200/700
=- 0.285714
(p2-p1)/(p1+p2)/2 = (250-200)/ (250+200)/2
= 50/225
=0.222222
PED = - 0.285714 / 0.222222
= -1.28571
The demand for airline tickets for vacationers = -1.28571
Since the absolute value of the elasticity coefficient is greater than 1, the demand for airline tickets of the vacationers is elastic. 


b) The vacationers have a different price elasticity compare to the business travelers. This is because vacationers are more price sensitive. Since they are going for vacation, they are flexible – vacationers can change the date or even the destination when the price of air ticket rises. On the other hand, business travelers are very less flexible because the date or the venue of business meeting are pre fixed. Thus, they have to fly from New York to Boston despite the price rise. 
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a. Elasticity of demand = % change in Qd / % change in price
% change in fare = (1.50-1.25)/ (1.25) 
=20% 
% change in rider = -4.3 
PED for subway rides = % change in rides / % change in fare
= -4.3 /+20
=0.215 
b. Revenue before the rise of fare = 1.25* 4 million = 5 million
Revenue after the rise of fare = 1.50*4 million = 6 million 

Transit Authority’s revenue has been increased after the fare rise as it is inelastic in demand. 


c. The elasticity value is unreliable because it is only the short run calculation.  We are only considering the first month data after the fare increase.  Overtime, people will move to other modes of operation due to rise in fare and as a result the elasticity value would be changed over the long run. 
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The differences occur because of the changes in elasticity of demand.  The demand for grains is found to be elastic for the Kansas consumers as they can buy substitute products like Canadian wheat for Kansas wheat. Thus, a rise in price will lead to fall in total revenue for the Kansan farmers. 
In contrast, if the world has a drought, then there is no question of substitutes at least in the short run.  The demand is inelastic and the price rise fueled by the drought has caused the total revenue to rise. 
Demand supply curve 
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b. Suppose instead that the equilibrium price of cream cheese has risen but the equilibrium quantity
of bagels has fallen. What could be responsible for this pattern—a risc in the price of flour or a
rise in the price of milk? Illustrate and explain your answer.
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Question 3.
‘The aggregate demand for chocolate in US has a functional form of Q¢ = 1600 — 300p. On the
other hand, the competitive firms in the market can aggregately produce Q° = 1400 +700p .
a. Find the equilibrium price and quantity
b. Now, suppose a hurricane destroy a significant parts of the row chocolate crops. On the
other hand, ina TV show, the expert said that chocolate can be effective in reducing the
level of stress. Which one can be the possible new supply and the demand? Why? Find the
new equilibrium price and quantity.

% Q¢ =1000-300p
% Q¢ =2000-300p
% QF = 1200 +700p
@ Q= 1800 +700p
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Question 4.
Suppose that business travelers and vacationers have the following demand for airline tickets from
New York to Boston:

PRICE QUANTITY QUANTITY DEMANDED(
DEMANDED(BUSINESS VACATIONERS)
TRAVELER)

1508 2100 tickets, 1000 ickets

200 2000 800

250 1900 600

300 1800 400

a. As the price of tickets rises from $200 to $250, what is the price elasticity of demand for
(i) business travelers and (ii) vacationers? (Use the midpoint method in your calculations.)

b. Why might vacationers have a different elasticity from business travelers?
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Question 5.

‘The New York Times reported (Feb. 17, 1996) that subway ridership declined after a fare increase:
““There were nearly four million fewer riders in December 1995, the first full month after the price
of a token increased 25 cents to $1.50, than in the previous December, a 4.3 percent decline.”

a. Use these data to estimate the price elasticity of demand for subway rides.

b. According to your estimate, what happens to the Transit Authority’s revenue when the fare
rises?

. Why might your estimate of the elasticity be unreliable?
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Question 6.

Explain why the following might be true: A drought around the world raises the total revenue that
farmers receive from the sale of grain, but a drought only in Kansas reduces the total revenue that
Kansas farmers receive.
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Question 1.
Suppose that the price of basketball tickets at your college is determined by market forces.
Currently, the demand and supply schedules are as follows:

PRICE QUANTITY QUANTITY
DEMANDED SUPPLIED

4 10000 tickets 8000 tickets

8 8000 8000

12 6000 8000

16 4000 8000

20 2000 8000

a. Draw the demand and supply curves. What is unusual about this supply curve? Why might this
be true?

b. What are the equilibrium price and quantity of tickets?
c. Your college plans to increase total enrollment next year by 5,000 students.
The additional students will have the following demand schedule:
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PRICE QUANTITY DEMANDED

4 4000 tickets
8 3000

12 2000

16 1000

20 0

Now add the old demand schedule and the demand schedule for the new students to calculate the
new demand schedule for the entire college. What will be the new equilibrium price and quantity?
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Question 2.

Because bagels and cream cheese are often eaten together, they are complements.

a. We observe that both the equilibrium price of cream cheese and the equilibrium quantity of
bagels have risen. What could be responsible for this pattern—a fall in the price of flour or a fall
in the price of milk? Illustrate and explain your answer.
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    a)           The conventional shape of the supply curve is positively sloped. But the supply curve  for the  basketball ticket  is vertical here, the number of tickets remain  same irrespective   of the price  change.  This might true  here because   the number of seats for basketball stadium is  fixed, it   cannot be increased with the change in price.   

