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1. This problem will demonstrate the relationship between price, quantity, price elasticity of demand, and total revenue. Take the simple demand curve from class (P = 10 - Q).
a. Calculate the elasticity between the points A (P=8, QD=2) and B (P=6, QD=4). How responsive are consumers to the price change?
b. Calculate the total revenue at a price of $8, and the total revenue at a price of $6. Is the total revenue increasing or decreasing as we lower the price from $8 to $6? All else equal, is it a good idea for a seller to aim to lower their price in this fashion?
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2. Suppose there are two goods, A and B. As the price of B increases from $3 to $4, consumption rises of A from 100 to 120. Using the cross-price elasticity of demand, determine whether these goods are complements or substitutes. How much would consumption of A change if the price of B fell by 50%?
3. In 2013, WMATA raised the maximum fare for riding the DC Metro from $5.00 to $5.75. Partially as a result, ridership in 2013 fell from 218 million in 2012 to 209 million in 2013.
a. Estimate the price elasticity of demand for riding the metro.
b. What does your estimate say about the responsiveness of metro-riders to rate changes?
c. What does your estimate imply about the revenues of the WMATA when the fare rises?
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