elasticity of supply is zero, and perfectly elastic when the
elasticity of supply is infinite.

h. For small shifts in the demand curve, the less elastic
the supply curve at the equilibrium price, the larger the
price change and the smaller the change in the amount
bought and sold. For small shifts in the supply curve, the
less elastic the demand curve at the initial equilibrium

ADDITIONAL EXERCISES

Exercise 2.1: Consider again the demand function for corn
in formula (1). Graph the corresponding demand curve when

price, the larger the price change and the smaller th
change in the amount bought and sold.

i. Economists also study elasticities of a product’s
demand or supply with respect to other factors, suc
income (for demand), the prices of other products (
demand and supply), and input prices (for supply).

consumers that there might be health risks associated wi ‘"L
beef?

potatoes and butter cost $0.75 and $4 per pound, respectively, y( Exercise 2.7: Suppose that the U.S. demand for maple s /1 v

and average income is $40,000 per year. At what price does
the amount demanded equal 15 billion bushels per year? Show
your answer using algebra.

Exercise 2.2: Consider again the supply function for corn

in formula (2). Graph the corresponding supply curve when
diesel fuel costs $2.75 per gallon and the price of soybeans is
$10 per bushel. At what price does the amount supplied equal
21 billion bushels per year? Show your answer using algebra.

kExercise 2.3: What is the equilibrium price for the demand
and supply conditions described in exercises 2.1 and 2.2?7 How
much corn is bought and sold? What if the price of diesel fuel
increases to $4.50 per gallon? Show the equilibrium price
before and after the change in a graph.

Exercise 2.4; Consider again the demand and supply
functions in worked-out problem 2.2 (page 33). Suppose
the government needs to buy 3.5 billion bushels of corn for
a third-world famine relief program. What effect will the
purchase have on the equilibrium price of corn? How will it
change the amount of corn that consumers and firms buy?

‘}(Exeruse 2.5: After terrorists destroyed the World Trade
Center and surrounding office buildings on September
11, 2001, some businesspeople worried about the risks of
remaining in Manhattan. What effect would you expect their
concern to have in the short run (before any of the destroyed
office buildings are rebuilt) on the price of office space in
Manhattan? What factors does your answer depend on? What
about the effect over the long run? Suppose the area around
the former World Trade Center is made into a park, so that
the destroyed office buildings are never rebuilt. Economically,
who would gain and who would lose from such a plan?

Exercise 2.6: [f the U.S. government were to ban imports
of Canadian beef for reasons unrelated to health concerns,
what would be the effect on the price of beef in the United
States? How would the typical American’s diet change? What
about the typical Canadian’s? What if the ban suggested to
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in thousands of gallons per year, is Q¢ = 6000 — 30P. W hat
the elasticity of demand at a price of $75 per gallon?
Exercise 2.8: Consider again exercise 2.7. At what price
expenditure on maple syrup by U.S. consumers highest?
Exercise 2.9: Suppose the demand function for jelly bez
in Cincinnati is linear. Two years ago, the price of jelly b
was $1 per pound, and consumers purchased 100,000 poi
of jelly beans. Last year the price was $2, and consumers
purchased 50,000 pounds of jelly beans. No other factors
might affect the demand for jelly beans changed. What w
elasticity of demand at last year’s price of $2? At what pr
would the total expenditure on jelly beans have been larg

Exercise 2.10: Consider again the demand and supply
functions in in-text exercise 2.2 (page 33). At the equilibt
price, what are the elasticities of demand and supply?

Exercise 2.11: Last September, the price of gasoline in
Chattanooga was $2 a gallon, and consumers bought 1 m
gallons. Suppose the elasticity of demand in September
at a price of $2 was —0.5, and that the demand function
for gasoline that month was linear. What was that demanc
function? At what price does consumers’ total expenditur
gasoline reach its largest level?

-*Exercise 2.12: Suppose the annual demand function for

Honda Accord is Q9 = 430 — 10P, + 10P. — 10P, wher=

P, and P are the prices of the Acuord and the Toyota Cam 7
respectiv ely (in thousands), and P is the price of gasoline \{
gallon). What is the elasticity of demand of the Accord wiT
respect to the price of a Camry when both cars sell for $2v cvp
and fuel costs $3 per gallon? What is the elasticity with re = f' T
to the price of gasoline?

Exercise 2.13: The demand for a product is 0¥ = 4 — B,
where P is its price and 4 and B are positive numbers. Sug
that when the price is $1 the amount demanded is 60 and t
elasticity of demand is — 1. What are the values of 4 and /




