Solutions to selected End of Chapter Exercises

7.1
a.
Diet Coke, more specific product has more substitutes

      
b.
tuition at private university; luxury good

      
c.
annual medical examination; not a necessity

      
d.
milk; more substitutes available

      
e.   
long distance telephone service Monday through Friday from 5:00 p.m. to 11:00 p.m.; not a necessity to make long distance calls during non business hours.

      
f.
vitamins; not a necessity

7.3
a.
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b.
A one percent change in the price of good Y will result in a one percent change in the quantity demanded of this good in the opposite direction, indicating that demand is unit elastic.

      
c.
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 d.
Marginal revenue will not vary as the price of the good varies since MR is equal to a constant value, zero.

      
e.
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TRY is a constant value, therefore 
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7.5
a.
If PW = 3 ,  I = 20 , and PG = 4 then



W = 200 - 4PW + 5I + 0.5PG = 200 - 4 (3) + 5 (20) + 0.5 (4) = 290



and
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b.
Since 
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> 0, widgets and gadgets are substitutes.  A one percent increase in the price of a gadget will result in a 0.007 percent increase in the quantity demanded of widgets.

     
c.
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A one percent increase in income will result in a 0.34 percent increase in the quantity demanded of widgets.  Since 0 < 
[image: image9.wmf]W,I
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≤ 1 this indicates that widgets are a necessity.

      
d.
An entrepreneur can use the income elasticity estimate to direct advertising of a product to its appropriate market group.  In this case, since the income elasticity estimate indicates that widgets are a necessity, they need not be heavily advertised.

7.7
a.
X = 115 - 2P X - 2.5I - 1.5P Y


Let PX = 8 ,  I = 30 , and  PY = 10   then



X = 115 - 2 (8) - 2.5 (30) - 1.5 (10) = 9



and
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Since 
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< 0 this indicates that goods X and Y are complements.  A one percent increase in the price of good Y will result in a 1.67% decrease in the quantity demanded of good X.

      
b.
Good X could be a DVD player and good Y could be a DVD.

      
c.
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A one percent change in income will result in an 8.33 percent change in the quantity demanded of good X in the opposite direction.

      
d.
Since 
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= -8.33 < 0 good X is an inferior good, such as ramen noodles.
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