
Chapter 4 question 7. 

Using supply and demand diagrams, show the effect of the following events on the market for personal 

computers. 

A. The price of computer chips falls. 

B. There is a rise in consumer incomes 

C. The price of computer software rises 

D. Universities require incoming freshmen to have their own personal computers. 

 

2. a. If the price of computer chips falls, the cost of producing computers declines. As a result, the 

supply of computers shifts to the right, as shown in Figure 22. The new equilibrium price is lower 

and the new equilibrium quantity of computers is higher. 

Figure 22 

 

b. A rise in consumer income leads more people to buy computers, increasing the demand. The 

result, shown in Figure 23, is a rise in both the equilibrium price and quantity of computers. 

Figure 23 



 

c. If the price of computer software rises, the demand for computers will fall because computers 

and software are complements. This is shown in Figure 24. The result is a decrease in both the 

equilibrium price and quantity of computers. 

Figure 24 

 

d. If universities require incoming freshmen to have their own personal computers, the demand for 

computers will rise. The result is a rise in equilibrium price and an increase in the equilibrium 

quantity of computers, as shown in Figure 23. 

 

 

Question 10 chapter 4. 

The market for hamburgers has the following supply and demand schedule: 

Price Qty Demanded Qty Supplied 

$1.00 200 hamburgers 110 hamburgers 



1.25 170 130 

1.50 145 145 

1.75 125 155 

2.00 110 160 

2.25 100 165 

 

E. Graph the demand and supply curves. What is the equilibrium price and quantity in this market? 

If the actual price in this market were above the equil. price, what would drive the market toward 

the equil.? If the actual price in this market were below the equil. price, what would drive the 

market toward the equil? 

Quantity supplied equals quantity demanded at a price of $1.50 and quantity of 145 hamburgers 

(Figure 27). If the price were greater than $1.50, quantity supplied would exceed quantity 

demanded, so suppliers would reduce the price to gain sales. If the price were less than $1.50, 

quantity demanded would exceed quantity supplied, so suppliers could raise the price without 

losing sales. In both cases, the price would continue to adjust until it reached $1.50, the only price at 

which there is neither a surplus nor a shortage. 

Figure 27 

 

Answer to question 4 chapter 5 

 

a. Use the midpoint method to calculate your price elasticity of demand as the price of T shirts increases 

from $5 to $8 if (i)your income is $12000 and ii)your income is $15000. 

b.Calculate your income elasticity of demand as your income rises from $12000 to $15000 if (i) the price 

is $14 and (ii) the price is $17 

Ans : a) If your income is $12000, the price elasticity of demand when price increases from $5 to $8 is 

[(16-20)/18]/[(8-5)/6.5] = 0.48 



 

If your income is $15000, the price elasticity of demand when price increases from $5 to $8 is [(22-

25)/23.5]/[(8-5)/6.5] = 0.28 

b)Income elasticity at price $14 = [(16-8)/12]/[(15000-12000)/13500] = 3 

Income elasticity at price $17 = [(13-4)/8.5]/[(15000-12000)/13500] = 4.76 

Answer to question 8(chapter 5) 

a) ( Q/Q) / ( P/P) = 0.4 which gives (0.2) / ( P/2.00) = 0.4.  So, 0.2(2/ P) = 0.4 and 0.4/ P 

= .4 so P = $1.00.  We can double check our work.  % Q / % P = (0.2) / (1/2) = 0.2/0.5 
= 40% or 0.4.  So, the price of cigarettes must increase by $1.00. 

b) It will have a larger effect 5 years from now because the elasticity of demand for 
cigarettes will increase over time as people have more time to find substitutes.  People 
will be less price-sensitive in the shorter time span because it is harder to adjust to the 
price change with a change in smoking behavior. 

c) Teenagers may have a higher price elasticity for cigarettes because they are not yet 
addicted to tobacco and cigarettes are less of a necessity.  Adults who have been 
smoking for years may view cigarettes as a necessity and be less price-sensitive. 

 

Answer to question 4 (chapter 12) 

a) 

 Hours Quantity Marginal Product 

 0 0  

 1 10 10 

 2 18 8 

 3 24 6 

 4 28 4 

 5 30 2 

The production function shows that output increases as hours increase, but at a decreasing rate.  

Diminishing marginal returns are present. 

b) 
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Labor Input 

 

c) 

 Quantity Fixed Costs Variable Costs Total Costs 

 0 10 0 10 

 10 10 5 15 

 18 10 10 20 

 24 10 15 25 

 28 10 20 30 

 30 10 25 35 

The total cost of production is increasing with output at an increasing rate.  When there are diminishing 

marginal returns, the total cost of production increases at an increasing rate. 
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Question 13(chapter 4) 

 Market research has revealed the following information about the market for pizza: The demand 

schedule can be represented by the equation QD=380-20P, where QD is the quantity demanded and P is 

the price. The supply schedule can be represented by the equation QS=-120+30P, where QS is the 

quantity supplied. Calculate the equilibrium price and quantity in the market for pizza. Note: You don’t 

have to draw anything – just mathematically solve for P* and Q*. 

A.7: Demand function: QD=380-20P  

Supply function: QS=-120+30P 

At the equilibrium, QD= QS= Q* and P=P*. 

Substituting Q* for QD and QS and P* for P is the above equations, we get:  

Q*=380-20P* ---(i) 

Q*=-120+30P* --(ii) 

Now solving for P*:  

380-20P*=-120+30P* 

or, 380+120=30P*+20P* 

or, 500=50P* 

or, P*=10 

And, substituting P*=10 into equation (i):  

Q*=380-20(10) 



or, Q*=180 

Therefore, P*=10 and Q*=180 


