
Question 1 (30 points) 

Nike(inc), decides to bring back an old line of men's shoe ware in the year 2014. They hire you, as the financial
 
stagiest to finalize the price that wou Id maximize their profits.
 
They hand you the data from previous year (1994) on price and 'quantity demanded' for this line of shoe. After
 
plotting these numbers you come up with a demand function for these shoes:
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a) (2 points) (Fill in the blank) The Demand equation is: QD= 700 -l1Q.J P 
(hint: confirm your answer by checking QDfor p= 10 from your equation and matching it with the graph) 

b) Calculate the total revenue at different points on the graph (Just fill in the blanks) (3 points) 
Total Revenue at Price $10 is /DOO
 

Total Revenue at price $30 is , 2000 ;
 
Total Revenue at price $50 is /0 ODD ;
 

Then, you analyze the change in total revenue. Oust circle one) (I point)
 
Total Revenue (increases/decreases) as price is increased from $10 to $30
 
Total Revenue (increasesWecreases) as price is increased from $30 to $50
 

You were about to do this exercise for all the 1000s of points on the demand curve, but then you suddenly 
remembered your econ 101 lectures, and realized that there was an easy way to answer this-price elasticity of 
demand! 

c)- Let "P" be the price where the demand function has unit elasticity. 
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III. 

IV. 

V. 



(. vi. Total Revenue is maximized at price..J. 35 (1 poinl) 

OR,6!,i'/AL. D'I1I!jNi) ~ 7fJO - 10 P 
d) You realize that the data for the demand function is from the year 1994, and in the last 20 years the Canadian
 
economy has grown, and the GDP per capita has increased by20%. Given that the income elasticity of demand for
 
Nike shoes is 5, how does this change the demand equation, and the demand graph?
 
The new demand equation is 6

0 
• I4DO - 2c j) (2 points); and at price 30$ the Q is goo (1 point)
, 

(Please show changes on the following graph and explain your answer in 1 to 2 sentences). (3 points) 
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e) Show what happens to the demand function on the graph an t e demand equation if the govt. imposes a
 
consumer tax of 20 dollars on each pair of shoe.
 
The new demand equation is 1)8:: 5tro - lOp (2 points), and at price 30$ the Q is 200 (1 point)
 

(Please show changes on the following graph and explain your answer in I to 2 sentences). (3 points)
 
Answer
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