
Solution of Economics HW2 
Fall Term 2014 

 
1. Consider the market for minivans. For each of the event listed here, 

identify which of the determinants of demand or supply are affected. 
Also indicate whether demand or supply increases or decreases. Then 
draw a diagram to show the effect on the price and quantity of 
minivans. 

 

 
Answer:  

a. If people decide to have more children, they will want larger vehicles for hauling their 

kids around, so the demand for minivans will increase. Supply will not be affected. The 

result is a rise in both the price and the quantity sold, as the figure 1 shows.  
  

 Figure1 Figure2 

 

b. If a strike by steelworkers raises steel prices, the cost of producing a minivan rises and 

the supply of minivans decreases. Demand will not be affected. The result is a rise in the 

price of minivans and a decline in the quantity sold, as Figure 2 shows.  

 

 

 



c. The development of new automated machinery for the production of minivans is an 

improvement in technology. This reduction in firms' costs will result in an increase in 

supply. Demand is not affected. The result is a decline in the price of minivans and an 

increase in the quantity sold, as Figure 3 shows.  

  

 Figure3 Figure4 

 

 

d. The rise in the price of sport utility vehicles affects minivan demand because sport 

utility vehicles are substitutes for minivans. The result is an increase in demand for 

minivans. Supply is not affected. The equilibrium price and quantity of minivans both 

rise, as Figure 1 shows.  

 

e. The reduction in peoples' wealth caused by a stock-market crash reduces their income, 

leading to a reduction in the demand for minivans, because minivans are likely a normal 

good. Supply is not affected. As a result, both the equilibrium price and the equilibrium 

quantity decline, as Figure 4 shows.  

 

2. Consider the market for DVDs, TV screens, and tickets at movie 
theaters. 

 
Answer:  



a. DVDs and TV screens are likely to be complements because you cannot watch a DVD 

without a television. DVDs and movie tickets are likely to be substitutes because a movie 

can be watched at a theater or at home. TV screens and movie tickets are likely to be 

substitutes for the same reason.  

 

b. The technological improvement would reduce the cost of producing a TV screen, 

shifting the supply curve to the right. The demand curve would not be affected. The result 

is that the equilibrium price will fall, while the equilibrium quantity will rise. This is 

shown in Figure 5.  

 Figure5 

 

 

 

c. The reduction in the price of TV screens would lead to an increase in the demand for 

DVDs because TV screens and DVDs are complements. The effect of this increase in the 

demand for DVDs is an increase in both the equilibrium price and quantity, as shown in 

Figure 6. However, The reduction in the price of TV screens would cause a decline in the 

demand for movie tickets because TV screens and movie tickets are substitute goods. The 

decline in the demand for movie tickets would lead to a decline in the equilibrium price 

and quantity sold. This is shown in Figure 7.  

 

 

 

 



 Figure 6 Figure 7 

 

3. A survey shows an increase in drug use by young people. In the 
ensuing debate, two hypotheses are proposed: 
• Reduced police efforts have increased the availability of drugs on 

the street. 
• Cutback in education efforts have  decreased awareness of 

dangers of drug addiction. 

 
Answer:  

a. Reduced police efforts would lead to an increase in the supply of drugs. As Figure 8 

shows, this would cause the equilibrium price of drugs to fall and the equilibrium quantity 

of drugs to rise.  On the other hand, cutbacks in education efforts would lead to a rise in 

the demand for drugs. This would push the equilibrium price and quantity up, as shown in 

Figure 9.  

 Figure 8  Figure 9 



b. A fall in the equilibrium price would lead us to believe the first hypothesis. If the 

equilibrium price rose, we would believe the second hypothesis.  

 

4. Market research has revealed the following information about the 
market for chocolate bars: 
The demand schedule can be represented by the equation  
QD = 1600 – 300P , Where QD is the quantity demanded and P is the 
price. The supply schedule can be represented by the equation  
QS = 1400 + 700P , where QS is the quantity supplied. Calculate the 
equilibrium price and quantity in the market for chocolate bars. 

 

 
Answer:  

Equilibrium occurs where quantity demanded is equal to quantity supplied.  

Thus:  

Qd = Qs  

1,600 – 300P = 1,400 + 700P ,  get  P* = $0.20  

Q* = Qd = Qs = 1,600 – 300*(0.20) = 1,400 + 700*(0.20)  =  1,540 . 
 

The equilibrium price of a chocolate bar is $0.20 and the equilibrium quantity is 1,540 

bars.  

 

5. For each of the following pairs of goods, which good would you expect 
to have more elastic demand and why? 

a. Levi-brand blue jeans or clothing 
b. cigarettes over the next week or cigarettes over the next five years 
c. insulin or Advil 
d. business travel or vacation travel 

 

 
Answer:  

 



a. Levi jeans have a more elastic demand because there are many close substitutes. There 

are few substitutes for clothing because the market is defined so broadly.  

b. Cigarettes over the next five years have a more elastic demand because, in the long 

term, evidence shows that an increase in the price will cause some people to quit smoking 

and other young people to avoid starting to smoke. Since smokers are addicted, the 

demand for cigarettes over the next week (short term) is very inelastic.  

c. Advil (止痛藥) has a more elastic demand because there are many close substitutes for 

a specific brand of pain reliever. There is no close substitute for insulin (胰島素) when 

treating diabetes.  

d. Vacation travel is a luxury, so the demand for it is more elastic. Business travel is a 

necessity so the demand for it is more inelastic.  

 

6. Suppose that your demand schedule for DVDs is as follows: 

 
Answer:  

a. If your income is $10,000, your price elasticity of demand as the price of DVDs rises 

from $8 to $10 is  

- [(32 – 40) / 36] / [(10 – 8) / 9] =0.22/0.22 = 1.  

If your income is $12,000, the elasticity is  

- [(45 – 50) / 47.5] / [(10 – 8) / 9] = 0.11/0.22 = 0.5 . 

 

(income = $10000) 

Quantity Demanded Quantity Demanded 
(income = $12000) Price 

 
     $  8 40 DVDs 50 DVDs 

       10 32 45 

       12 24 30 
       14 16 20 

       16   8 12 



 
b. If the price is $12, your income elasticity of demand as your income increases 

from $10,000 to $12,000 is  

[(30 – 24) / 27] / [(12,000 – 10,000) / 11,000] = 0.22/0.18 = 1.22 .  
If the price is $16, your income elasticity of demand as your income increases from 

$10,000 to $12,000 is  

[(12 – 8) / 10] / [(12,000 – 10,000) / 11,000] = 0.40/0.18 = 2.2 .   
 

7. Two drivers -Tom and Jerry- each drive up to a gas station. Before 
looking at the price, each places an order. Tom says, “I’d like 10 
gallons of gas.” Jerry says, “I’d like $10 worth of gas.” What is each 
driver’s price elasticity of demand? 

 

 
Answer:  

Tom's price elasticity of demand is zero, because he wants the same quantity 
regardless of the price. Jerry's price elasticity of demand is one, because he spends 

the same amount on gas, no matter what the price, which means his percentage 

change in quantity is equal to the percentage change in price.  
 

8. Corn has an elastic demand, and gasoline has an inelastic demand. 
Suppose that the government places a tax on each product that 
lowers the supply of each product by half  (that is, the quantity 
supplied at each price is 50 percent of what it was.) 

 

 
Answer:  

a. As following Figures show, the decrease in supply raise the equilibrium price 

and reduce the equilibrium quantity in both markets.  
 

 

 



 

 Figure 10 & 11 

         

b. In the market for gasoline (with inelastic demand), the decrease in supply leads 

to a relatively large change in the equilibrium price and a small variation in the 

equilibrium quantity.  
c. In the market for corn (with elastic demand), the decrease in supply leads to a 

relatively large change in the equilibrium quantity and a small variation in the 

equilibrium price.  
d. Because demand is inelastic in the market for gasoline, the percentage decrease 

in quantity will be lower than the percentage increase in price; thus, total 

consumer spending will increase. Because demand is elastic in the market for corn, 
the percentage decrease in quantity will be greater than the percentage increase in 

price, so total consumer spending will decline.  
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