
elasticity of supply is zero, and perfectly elastic when the
ela~ticity 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

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).

Exercise 2.1: Consideragainthe demandfunctionfor com consumersthat theremightbe healthrisks associatedwi +k
in formula(I). Graphthecorrespondingdemandcurve when beef?
potatoesand buttercost $0.75and $4 per pound,respectively, 'k Exercise2.7: SupposethattheU.S.demandformaplesyr vi> .
and averageincomeis $40,000peryear.At whatpricedoes in thousandsof gallonsper year, is Q" = 6000 - 30P.W'-.coT Ij
the amountdemandedequal 15billionbushelsper year? Show theelasticityof demandat a priceof $75 per gallon?

your answerusingalgebra. Exercise 2.8: Consideragainexercise2.7. At whatpriCf
Exercise 2.2: Consideragainthesupplyfunctionfor com expenditureon maple syrupby U.S.consumershighest?

in formula(2). Graphthecorrespondingsupplycurvewhen Exercise2.9: Supposethe demandfunctionforjelly be~
diesel fuel costs$2.75per gallonand the priceof soybeansis in Cincinnatiis linear.Twoyearsago, the priceofjelly b
$10 per bushel.At whatpricedoes the amountsu~pliedequal was$1 per pound,and consumerspurchased100,000pOI
21 billionbushelsperyear?Showyouranswerusmgalgebra. ofjelly beans.Last year the price was$2, and consumers

"'Exercise 2.3: What is theequilibriumprice for the demand purchased50,000poundsofjelly beans.No other facton;
and supplyconditionsdescribedin exercises2.1 and 2.2? How mightaffectthe demandforJellybeanschanged.What\\
much corn is boughtand sold?Whatif the priceof diesel fuel elasticityof demandat lastyear'sprice of $2?At whatpr
increasesto $4.50per gallon?Showthe equilibriumprice wouldthe total expenditureonjelly beanshavebeen larg
beforeand after the changein a graph. Exercise2.10: Consideragainthe demandand supply
Exercise 2.4: Consideragainthe demandand supply functionsin in-textexercise2.2 (page 33).At the equilibl
functionsin worked-outproblem2.2 (page 33). Suppose price,whatare the elasticitiesof demandand supply?

the governmentneeds to buy 3.5 billionbushelsof com for Exercise 2.11: Last September,the priceof gasolinein
a third-worldfaminereliefprogram.What effectwill the Chattanoogawas $2 a gallon,and consumersbought I m
purchasehaveon the equilibriumpriceof com? Howwill it gallons.Supposethe elasticityof demandin September
changethe amountof com that consumersand firmsbuy? at a price of $2 was -0.5, and that the demandfunction

~xercise 2.5: After terroristsdestroyedtheWorldTrade for gasolinethat monthwas linear.Whatwas that de~an(
Centerand surroundingofficebuildingson September function?At whatprice does consumers'total expendlturo
II, 200I, somebusinesspeopleworriedabout the risks of gasolinereachits largestlevel?

remainingin Manhattan.Whateffectwouldyou expecttheir *,Exercise 2.12: Supposethe annualdemandfunctionfor 1
concernto have in the short run (beforeany of the destroyed HondaAccordis Qd = 430 - 10PA+ IOPe- lOPG'whfr4L
officebuildingsare rebuilt)on the priceof officespacein PAand Pc are the pricesof theAccordand theToyotaCarnt 1
Manhattan? What factors does your answer depend on? What respectively (in thousands), and PGis the price of gasolin~ \f of.r
about the effect over the long run? Suppose the area around gallon). What is the elasticity of demand of the Accord WI~
the formerWorldTradeCenteris madeinto~park, so t~at respect to the price of a Camry when both cars sell for $2u (h)'()

the destroyed office buildings are never rebUIlt.EconomIcally, and fuel costs $3 per gallon? What is the elasticity with re ~Ie c't

whowouldgain and whowouldlose fromsuch a plan? to the priceof gasoline?

Exercise 2.6: If the U.S.governmentwereto ban imports Exercise2.13: Thedemandfor a product is Q".= A - B,
of Canadianbeef for reasonsunrelatedto healthconcerns, whereP is its priceand A and B are positivenumbers.Sur
whatwouldbe the effecton the priceof beef in theUnited that whenthe price is $1 the amountdemandedis 60 and t
States?Howwouldthe typicalAmerican'sdiet change?What elasticityof demandis - I. What are the valuesof A and 1
about the typicalCanadian's?Whatif theban suggestedto
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