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— The Stopdecay Company sells an electric toothbrush for § 25. Its sales

have averaged 8000 units per mEnth_le.er the last year. Recently, its closest
competitor, Decayfighter, reduced the price of its electric toothbrush from
$ 35 to $ 30. As a result, Stopdecays sales declined by 1,5000 units per

month.

a. What is the arc cross elasticity of demand between Stopdecay's

toothbrush and Decayfighter’stoothbrush? What does this indicate

—_— = —_

about the TE:l;ltiDllship between the two products? (5%)

b. If Stopdecay knows that the arc J:-_r

Stopdecay’s toothbrush is —1.5, what price would Stopdecay have to
charge to sell the same number of units as it did before the Decayfighter

price cut? Assume that Deacyfighter holds the price of its toothbrush

constant at $ 30. (10%) 1

|

¢. What is Stopdecay’s average monthly total revenue from the sale of
— I

electric toothbrushes before-dnd after the pﬁée change determined in
part (b)? (5%)

d. Is the result in part (c) necessarily desirable? What other factors would

have to be taken into consideration? (5%)-
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| =. The following three figures present three different kinds of the effect of
higher money growth rates on the interesting rates. Please explain them
| exactly. (25%) =
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