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(b) Distinguish between changes in quantity demand and changes in demand.

(5 marks)
Question 3
(a) Calculate the elasticity for the following;

() After Chelsea’s income increased from $12,000 to $18,000 a year, her prchases of
CDs increased from 10 to 40 CD a year. Calculate Chelsea’s income elasticity of
demand for CDs, using mid-point method.

(4 marks)

(i)  As the price of margarine rises by 20%, a manufacturer of baked good increases its
quantity of butter demanded by 5%. Calculate the cross-price elasticity of demand
between butter and margarine. Are butter and margarine substitutes or
completements for the manufacturer?

(6 marks)

(i)  Using the mid-point method, calculate the price elasticity of supply for web-
design services when the price per-hour rises from $100 to $150 and the number
of hours transacted increases from 300,000 hours to 500,000. Is supply elastic,
inelastic or unit-elastic?

(5 marks)
(b) Indicate whether the following statements are true or false.

6y} If the demand for milk rose, then, in the long-run, milk drinkers would be better
off if supply was elastic rather than inelastic.

(2 marks)

(1)  Long-run price elasticity of supply is generally larger than short-run price-
elasticity of supply. As a result, the short-run supply curves are generally flatter
than the long-run supply curve.

(2 marks)
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Question 5

(a) The accompanying table shows a car manufacturer’s total cost of producing cars.

Qty of cars Total Cost

$500,000
540,000
560,000
570,000
590,000
620,000
660,000
720,000
800,000
920,000
1,100,000

Slojowlounslw i o

(i) What is this manufacturer’s fixed cost?
(1 mark)

(11)  For each level of output, calculate the variable cost (VC), Average Variable Cost
(AVC), Average Total Cost (ATC), Average Fixed Cost (AFC) and Marginal Cost
MC).
(10 marks)

(1)  Explain the relationship between ATC and MC with an illustration of a diagram.

(5 marks)

(b) Don owns a small concrete-mixing company. He has estimated the costs shown in the
accompanying table based on estimates of the number of orders his company will receive

per week.
Quantity of Variable Costs
trucks
Fixed Cost 20 orders 40 orders 60 orders
2 $6000 $2000 $5000 $12,000
3 7000 1,800 3,800 10,800
4 8000 1,200 3,600 8,400

(iv) For each level of fixed cost, calculate Don’s total cost and average cost for

producing 20, 40 and 60 orders per week.

(9 marks)
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