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Answers to the Problems

2.
a.
The price elasticity of demand is 1.5.

The price elasticity of demand equals the percentage change in the quantity demanded divided by the percentage change in the price. The price falls from $7 to $5 a basket, a fall of $2 a basket. The average price is $6 a basket. So the percentage change in the price equals $2 divided by $6, which equals 33.3 percent.

The quantity increases from 300 to 500 baskets, an increase of 200 baskets. The average quantity is 400 baskets. So the percentage change in quantity equals 200 divided by 400, which equals 50 percent.

The price elasticity of demand for tomatoes equals 50 divided by 33.3, which is 1.5.


b.
The price elasticity of demand exceeds 1, so the demand for tomatoes is elastic.

6.
The demand for haircuts is elastic.
The price elasticity of demand for haircuts equals the percentage change in the quantity of haircuts demanded divided by the percentage change in the price of a haircut.
The price elasticity of demand equals 10 divided by 5, which is 2. The demand for haircuts is elastic.
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