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i DEMAND SCHEDULE

Consider the demand schedule shown
to the right.

* Plot the demand curve A 7 450
» Approximate the point elasticity at C, B 6 750
D, and E using the graphical method.
« Compute the arc elasticity of C-D, D- ¢ > 1250
E, & C-E. D 4 2 000
« Compare your results E 3 3 250
F 2 4 750
G 1 8 000
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W ELASTICITY OF DEMAND

Rank the following in increasing order of elasticity of demand.

1) Quantity,: 333 - 85P  Quantitys: 108 + 12P Point (2.32, 135.8)
i)  Quantity,: 825 - 72P  Quantityg: 428 + 52P Point (3.20, 594.4)
i) Quantity,: 723 - 91P  Quantityg: 213 + 45P Point (3.75, 170.2)
Iv) Quantityy: 195 - 28P  Quantityg: 125 + 25P Point (1.32, 158.0)

*What do you notice about all the points given?
**|s there any link between market equilibrium and elasticity?
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Il SHORTAGE AND SURPLUS

Consider the table presented below. For each price determine the
shortage or surplus.

1.5 3151 2 160
2.0 3018 2 280
2.5 2 885 2 400
3.0 2 752 2 520
3.5 2 619 2 640
4.0 2 486 2 760
4.5 2 343 2 880
5.0 2220 3 000

5.5 2 087 3120
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Wil SHIFT IN SUPPLY CURVE

The introduction of new technology caused a shift in the supply curve of a
particular commodity as follows:

Demand (‘000 units/year) 125 95 70 50 35 25
Supply (‘000 units/year)

Current Technology 20 40 60 80 100 120

New Technology 40 60 80 100 120 140

Assuming perfect competition,

1) Determine graphically the changes in price and quantity sold resulting
from the introduction of the new technology.

i) Determine the change in total consumer expenditure resulting from the
introduction of the new technology.
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ISl PRODUCTIVITY

The table below contains selected information from a production schedule.
Fill in the missing elements.

Input Rate Total Product g\r/géi%? Inc;rr%r(rjlﬁr;:al
(‘000 units/period) (‘000 units/period) : : : !
(units/period) (units/period)
0
1 40
2 100
80
3
4 60
5 280
6 300
-20
7
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MARKET EQUILIBRIUM

A particular product sold on the market has the following demand and
supply functions:

Qp =1600 - 125 P and Qg = 440 + 165 P

Determine the equilibrium price and quantity.
Determine the elasticity of demand at market equilibrium.

Suppose that a successful advertising campaign shifts the demand
curve to the right by 200 units at all prices. Determine the new
equilibrium price and quantity.
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e AVERAGE & MARGINAL COST

The total annual cost (TC) of pumping potable water to a small community
IS given by:

TC =200 000 + 0.8 Vt3

in which TC is given in dollars per year and V, the volume of water pumped,
in m3/day.
Determine:

i) The average cost for a volume of 4000 m3/day;
i) The marginal cost at a volume of 4000 m3/day.
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IRl INCOME ELASTICITY

Income elasticity: the measure of responsiveness for the demand for a good
to a change in the income of the people demanding the good.

If the income elasticity of demand for a good is currently 1.2 and consumer
income increases by 3%, what is the expected approximate change in the
guantity of the good demanded?
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