The elasticity of demand is -1.2 and price increases 2%. What is the effect on quantity
[bookmark: _GoBack]demanded? Answer in one sentence.
% change in quantity demanded = price elasticity x % change in price
				 = -1.2 x 2%
				= -2.4%
Therefore, the percentage change in quantity demanded would be -2.40%.
The elasticity of demand is -1.2 and you want to increase sales by 10%. By how much should price change? Answer in one sentence

% change in sales = % change in price x Percentage change in quantity demanded
% change in price = % change in sales / % change in quantity demanded
% change in price = 10% / (-1.20  x % change in price)
% change in price = -2.89%

Therefore, change in price would be -2.89%.
                              

The income elasticity is 3.6 and income increases 4%. What is the effect on quantity
demanded? Answer in one sentence.

% change in quantity demanded = Income elasticity x % change in income
				 = 3.6 x 4%
				= 14.40%
Therefore, the percentage change in quantity demanded would be 14.40%.
The elasticity of supply is 1.5 and price increases 2%. What is the effect on quantity supplied? Answer in one sentence.

% change in quantity supplied = elasticity of supply x % change in income
				 = 1.5 x 2%
				= 3 %
Therefore, the percentage change in quantity supplied would be 3%.
Farmer’s yields are up 30% based on improved technology. Farm output has a demand elasticity
of -0.75. Is this good news for revenue? Explain.
Yes, this is good news for farmer. Improving technology has increased the farmers output. Farmer will increase the supply of the crop. The price will not increase due to which there will be no effect of elasticity of demand on farmer’s revenue.

You sell books and have been experimenting with a price change from $10.50 to $9.50. You are
able to sort your customers into two different groups (A and B). The sales for each group before
the discount (price of $10.50) and after the discount (price of $9.50) are listed in the table.
Group A Group B
Sales before discount 1.55 mil. 1.50 mil.
Sales after discount 1.65 mil. 1.70 mil.
Use the midpoint method to calculate price elasticity for each group.
Formula to calculate price elasticity by mid-point method:


Price elasticity for group A

= 
= - 0.625
Price elasticity for group B

= 
= -1.25
Only group should be given discount as it has almost double the elasticity as compared to group 1. Group 2 has decreased the demand by almost double as compared to earlier. Therefore, it should only be given discounts.
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