Economics 100

Homework 3

Professor Page

From the book:  review questions in chapter 6
1.  The following equation represents Amanda’s demand for eyeshadow, E, as a function of her income, I, the price of E and the price of lipstick, L.




a)  Write an expression for the income elasticity of demand for E.

b)  Is E an inferior or a normal good?

c)  Write an expression for the cross elasticity of demand for E.

d)  Are E and L complements or substitutes?

e)  When the price of lipstick increases, which effect is the dominant one in determining how the consumption of eyeshadow changes—the income effect or the substitution effect?

2)     Joyce’s demand for cookies is

C=1/Pc – log Px+ I/10,000

a)     What is Joyce’s price elasticity of demand for cookies?

b)  What is Joyce’s income elasticity of demand for cookies?

c)  What is the cross price elasticity of demand for cookies?

d)  Are cookies and good X complements or substitutes?

 3 )  Earl’s demand for beer can be written as
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a)    What is Earl’s price elasticity for beer when Pw=9, PB=3, I=10?

b)    Is beer an elastic, inelastic or unit elastic good when Earl faces the prices and income above?

3)   The demand equation for good X is 
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a)    Calculate the income elasticity of good X.

b)    Calculate the price elasticity of good X when Py=1, Px=2 and I=1024.

c)    Calculate the price elasticity of good X when Py=20.08, Px=1 and I=1024.

d)   Given the prices and income in part c) what happens to total expenditure on X when its price increases?     

       Does it increase, decrease or stay the same?  Why?
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