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3. Price elasticity of demand in short run = 0.2

"

long run = D.7

- Elasticity depends on the time horizon because there is a possibility
a. PED = % Dad of substitutes for heating oil in the market

.

It is likely that people
P
,

- P , might be prefer other source of heating oil in future in case of rise in its prices .
P
,
-1 Pz

2

0.2 = % sad
2. 2 - 1.8

1. 8- 2.2

2

D.2 = % Dad

÷

f. Qd = ( 0.2 * D.4) ÷ 2 = 0.04

i. The quantity of heating oil demanded will decrease by 4% in short run .

In long run :

D. 7 = f. A Ad

2. 2- 1. 8

1.8+2.2
% dad = (0-7*0.4) ÷ 2 =p

.
14

2 i. The quantity of heating oil

D. 7 = % Dad demanded will decrease by 14%
D. 4
a- in long run .



7.

a. i ) when income = 20,0ns b. When Price is 12 :

PED : % I in Ad Income elasticity of demand = is in Qd

% A in P % A in income

PED = Qz - Qi
÷ A - P ,

= Az - Qi ÷ Yz - Yi

(Q , -10-11/2 ( Pztp, )k ( Q , -1A , )/z (Yz -14,7/2

P , = 8 I, = 40 Ax= 24 41=20,000

Pz = to Qz= 32 z= 30 Yz = 24,000

PED = 32 -40 10-8
=
-8

÷ g- =
-0.22

= - y
Income elasticity of demand = 30-24

÷ 24,000 -20,000 = §
,

÷ 4,000
(32+40)/2

÷

(10+8)/2 36 D. 22 (30+24)/2 (24,000+20,000)/2 22,000

PE D= - 1 =
""

= 1.22
D. 18

ii ) when income = 20,000

P , = 8 Q ,
= 50 YE D= 1.22

P, = 10 Az --45 Ii) When Price is 16 :

PED = 45 -50 ÷ 10-8 =
-5 A , : 8

Yi : 20,000
D. zz

=
- D. 5

47.5

÷ § =
- D. 11

(45-150)/2 (10-18)/2
Az = 12 Yz : 24,000

PED = -0.5 YE D= 12-8 24,000-20,000 = ÷ 4,000 =
0.4

(121-8)/2
÷

22,000 g. 1g

= 2. &

(24,000-20,000)/2
YE D= 2.2


