Problem Set 2

Demand and Supply Analysis
The Demand Equation for Good Ice Cream
QX = -5PX  +12A- 4 PY+2Pop-4I

QX= the quantity of the Good Ice Cream cones per day

PX=is the price of the Good Ice Cream cones in dollars

A= is the advertising for the company in thousands of dollars per quarter

PY=is the price of fudge topping in dollars per quart
Pop  = the population of the area in thousands

I = income in thousands of dollars
Currently the company is spending $10,000 in advertising per quarter(10),the price of a quart of fudge topping is $3.50, the population in the area is 50,000,and the average income is $24,000 per year.
The Supply Equation

QX = 14PX  +5 Pm – 2W-1.5G+81

QX= the quantity of the Good Ice Cream cones per day

PX=is the price of the Good Ice Cream cones in dollars

Pm = is the price of a gallon of milk in dollars

W=is the wage rate of the employees in dollars

G= is the cost of government regulation in thousands of dollars per year that are imposed on the ice cream corn company
Currently, the price of a gallon of milk is $3.00, the wage rate of the employees is $6.00 and the cost of government regulation is $8,000 per year.

1.What is the equilibrium price charged and quantity of ice cream cones sold? 

2. a.What is the relationship between ice cream cones sold and the price of fudge topping?
b. What is the relationship between the area’s income level and the quantity of ice cream cones sold?

c. What is the relationship between the wages of the workers and the quantity of ice cream cones sold?

3.    What problem would result if the price of ice cream cones was $1.25?

4.  If the company experiences a supply shortage of 20 cones, what prices are they charging? What should they do?

5. If the company increases their advertising to $15,000 per quarter, what would happen to the price of the ice cream cone? What would happen to the amount of cones sold per day? Assuming that their cost are constant, does it appear that the additional advertising expense of $5,000 is justified? (just calculate the change in revenue, price times revenue, after the advertising)
