_______________________________________________________________ 

Excel Assignment #2 – EC 11

Elasticities
______________________________________________________________________________

The purpose of this assignment is to familiarize you with the economic concept of elasticities, as well as to acquaint you with the entry and copying of formulas:

You must turn in:

· Your spreadsheet

· A copy of the answers that appear at the end of this assignment

Directions:
Input the following data on price and quantity of Pizza into an excel spreadsheet. Your headings should appear in the first row in cells A1 through E1. Your data should start in row 3 (cell A3).
Price
%Change in P

Quantity    %Change in Q
Elasticity


$12.00
    --------------

150 

-----------
$10.00



200
$  8.00



250


$  6.00



300
In cell B4, we need to insert a formula that represents the percentage change in price. As we are going to use the midpoint formula (P2 – P1)/(P2 + P1)/2, you should enter:



(A4-A3)/(A4+A3)/2
Once you have successfully inputted this formula, click on the lower right hand corner of cell b4 and drag the formula down the column (cells B5 and B6)

In cell D4, you need a formula for the percentage change in quantity (Q2 – Q1)/(Q2 + Q1)/2. You should enter:



(C4-C3)/(C4+C3)/2
Once again, click and drag this formula to cells D5 and D6.

Go to cell E4. Enter the formula D4/B4. Click and drag this formula to cells D5 and D6. You now have a column of demand elasticities.
Questions:
1. Examine your number in column E of your spreadsheet. Dropping the minus sign (as we do with demand elasticities):


What is the minimum value?____________ 


What is the maximum value?____________ 

What do these two numbers say about the responsiveness of quantity to price?

Why are they (initially) negative numbers?
Part II – The numbers below represent demand for pizza versus income. Place these values on “sheet 2” in excel.
Income


      Quantity

$1000/month


225
$1200/month


250
$1400/month


275
$1600/month


300
Use the same methodology that you used above, calculate the income elasticity of demand (3 points). Remember to put your first elasticity in row 4.

Questions:
1. What type of good is this (inferior, normal or superior)?

2. During periods of rising income, what happens to demand for pizza? What happens to the proportion of income spent on pizza?

Turn in your spreadsheets and your answers to these questions.
