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Q1. A deli manager reduces the price of sandwiches from $3 to $2 and
discovers that sales increase from 240 to 480 sandwiches. Is demand elastic?

Q2. Walgreens decides to raise the price of the antibiotic amoxicillin from
$8 to $10. Over the next week, sales drop from 1,500 to 1,480 prescriptions
filled. What is the price elasticity of demand?

Q3. If Q=18-4P, what is the price elasticity of demand when the price of
the good is $4? You sell this good; should you increase the price to $4.10?
Does the price of $4 maximize Total Revenue?

Q4. In 2011, New York City decided to increase the prices for tennis courts
in Central Park. In 2010, the price was $7; in 2011, it was raised to $15. The
number of tennis passes sold went from 40,000 in 2010 to 27,000 in 2011.
(a) Was this price increase a good idea for raising revenue?
(b) Before calculating εp, can you tell if it is above or below -1?
(c) What is the actual price elasticity of demand?

Q5. Assume your rule for tacos is: always reduce your consumption by 10%
when the price of tacos goes up by 10%. If in one week you buy 10 tacos when
the price is $6, what is your demand function for tacos?



A1. You can use the starting numbers or the midpoint/average numbers.
Here I use the starting numbers:

εp =
(480 − 240)

240
÷ (2 − 3)

3

εp =
240

240
÷ −1

3
εp = −3

As εp < −1, demand is elastic (very responsive to price). It’s easy to see
sandwiches are elastic: the price went down by 33% but sales went up by 100%.

A2. You can use the starting numbers or the midpoint/average numbers.
Here I use the midpoint/average numbers:

εp =
(1480 − 1500) ÷ [(1500 + 1480) ÷ 2]

[($10 − $8) ÷ [($8 + $10) ÷ 2]

εp =
−20 ÷ 1490

$2 ÷ $9
εp = −0.06

It’s easy to see that as the price went up 25% but demand hardly fell at all.
They’re antibiotics; you should buy them if you need them, even if they cost
a bit more.

A3. Use the formula:

εp = (∆Q/∆P )(P/Q)

(∆Q/∆P ) = −4

And P = $4

so Q = 18 − (4 × 4) = 2

(P/Q) = 4/2 = 2

εp = (−4) × (2) = −8

As εp < −1, you should reduce the price. You should not increase it to
$4.10, because total revenue will fall (from $8.00 to $6.56). Total Revenue is
maximized when εp = −1, so the price of $4 does not maximize Total Revenue.



Year Price Passes Total Revenue εp
Sold ($ millions)

P Q P × Q

2010 $7 40,000 $0.28 -0.053
2011 $15 27,000 $0.41

A4. Above is a table summarizing the information. Total Revenue is P×Q.
As shown, Total Revenue increased when the price was raised so this was a
good idea. As ∆TR/∆P > 0, then (1+εp) > 0; so εp must be bigger than -1.
As shown, using the midpoint method, εp = −0.053. New Yorkers must really
like tennis.

A5. This one is tricky. Your rule means your demand for tacos is iso-elastic.
This type of demand function has the form Q = αP−β and −β = εp.
As your rule is a 10% increase in price reduces demand by 10%, then εp = −1.
So the demand function must be Q = αP−1 which is Q = α/P .
If Q = 10 when P = $6, then 10 = α/6, so α = 60.
Therefore, your demand function for tacos is Q = 60/P .


