ECON 1P91 Assignment 5 
Short Response
1. The Long-Term elasticity of gasoline is higher than the Short-Term elasticity of gasoline. 
Why is this the case? (5%) 
A short term is considered a year or less, and with that, consumers have limited time to react to a price increase but in the long term they have more options to respond to the price change. If the price of gasoline has increased too much, in the long run consumers may choose to purchase an electric or hybrid vehicle. Many goods have more options for the long-term compared to the short-term. Which is the cause for the long-term elasticity to be higher than short-term elasticity. 
2. Suppose that when the price of university tuition increases by 100%, 1% fewer students 
enroll in university. Calculate the elasticity of demand for university tuition, and show 
your work. (5%)
E d = ( P ercentage Change in Quantity ) 
P ercentage Change in P rice E =(1%) 
1 
[image: page2image47661632]
3. Consider the following demand equation: p = 600 − 3q. What is Ed when p ∗ = 60? Show your work. (10%) 
	p = 600 − 3q 60 = 600 − 3q 3q = 600 − 60 3q = 540 
q = 180 
	E = Price × 1 
d Quantity E = 60 × 1 
slope 
[image: page2image47685696][image: page2image47685120]
d 180 −3 E = 60 
[image: page2image47680128][image: page2image47687232]
d −540 E=2 
[image: page2image47679360]
d −18
E d ≈− 0.1111 



4. Consider a perfectly elastic supply curve, at p = 10, along with a perfectly inelastic demand curve, at q = 103. Calculate the Consumer Surplus and Producer Surplus in this market. Show your work. (10%) 
5. In each of the following pairs, which good has a lower elasticity of supply? You do not need to explain your answer. 
a. Bicycles vs. sports cars. (2%) Sports cars 
b. Cocaine vs. condoms. (2%) Cocaine 
c. Diamond rings vs. t-shirts. (2%) Diamond rings 
d. Pencils vs. crude oil. (2%) Crude oil 
e. Brioni suits vs. Gucci sunglasses. (2%) Brioni suits 
6. Immigration is part and parcel of living in Canada; indeed, one of five Canadian residents was born in a foreign country. Given that immigration is likely to continue, what field would you rather work in: one in which the elasticity of demand for your labour is high, or one in which it is low? Explain. (10%) 
lOMoARcPSD|5806291 
Personally, I would want to work in a field where the elasticity of demand is low. This is because if the price of the product I am working on producing changes drastically, people will still be willing to purchase the good and it will keep me and the company I work for in business. In other words, I would be able to keep my job. If I chose a job with an elasticity of demand then if the price of the product I am producing increases, people will just go and find an alternative to the product, reducing sales for the company I work for, possibly putting them out of business and I would be out of a job. 
7. Use the following supply and demand equations.
Supply: p = 4 + 3q.
Demand: p = 2, 132 − q.
Use these equations to respond to the following questions. 
a. What is the market equilibrium? (4%)
	Supply: p = 4 + 3q Demand: p = 2132 − q 
4 + 3q = 2132 − q q + 3q = 2132 − 4 4q = 2128
q = 532 
	p = 2132 − q
p = 2132 − 532 p = 1600 
Therefore, the market equilibrium is 1600. 


b. Under the market equilibrium, what is Total Surplus? (4%) 
	Producer Surplus (PS) b = 532
h = 1600−4
h = 1596 
	Consumer Surplus (CS) b = 532
h = 2132 − 1600
h = 532 
	Total Surplus (TS)
TS = PS + CS
T S = 424536 + 141512 T S = 566048 
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