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# (Elasticity)

o ameasurement of responsiveness of variable Y to one of its determinants, X.
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Price elasticity of demand =
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(a) Perfectly Inelastic Demand: Elasticity Equals 0
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(b) Inelastic Demand: Elasticity Is Less Than 1
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(c) Unit Elastic Demand: Elasticity Equals 1
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(d) Elastic Demand: Elasticity Is Greater Than 1
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(e) Perfectly Elastic Demand: Elasticity Equals Infinity
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doctor vs. buying a sailboat
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When the price is 4, consumers
will demand 120 units, and spend

Price $400 on this good.
Demand
4 ........................................
P x Q=400
P (revenue)
0 — 106 Quantity
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R E3 LA B 2 7 100 I
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Note that with each price increase, the Law of Demand still holds — an
increase in price leads to a decrease in the quantity demanded. Itis the

change in TR that varies! @
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Total Revenue Percent Change Percent Change
Price Quantity (Price x Quantity) in Price in Quantity Elasticity Description
i o L 15 200 13.0 Elastic
[ 2 12
18 &7 37 Elastic
= 4 20
4 6 24 22 40 1.8 Elastic
3 8 24 29 29 1.0 Unit elastic
40 22 0.6 Inelastic
2 10 20
1 12 12 67 18 0.3 Inelastic
; s = 200 15 0.1 Inelastic @
Price . ’
Demand is elastic;
7 demand is responsive to
changes in price. When price increases from 4 to
6 i 5, TR declines from 24 to 20.
5 Elasticity is > 1 in this range.

Demand is inelastic; demand is

not very responsive to changes

in price. When price increases from
2 to 3, TR increases from
20 to 24.

Elasticity is < 1 in this range.

24 6o o1 u 4 Quamity O8O

Percentage change
in quantity demanded
Percentage change
in income

Income elasticity of demand =

— L EFRAL* Percentage
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%change in quantity demanded of good 1
%change in price of good 2

Cross - priceelasticity of demand =
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(a) Perfectly Inelastic Supply: Elasticity Equals 0
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(b) Inelastic Supply: Elasticity Is Less Than 1
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(c) Unit Elastic Supply: Elasticity Equals 1

Price
Supply

5 ... . N, / (If SUPPLY is unit

elastic and linear, it will
begin at the origin.)
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(d) Elastic Supply: Elasticity Is Greater Than 1
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(e) Perfectly Elastic Supply: Elasticity Equals Infinity
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Percentage change
in quantity supplied
Percentage change in price

Price elasticity of supply =
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® < PAOPEC &2 g % ? (Gk+ p.104)

Price Price
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Demand Demand

Quantity of Drugs Quantity of Drugs '@
® I LAFEEH AR CEE TP S ? (B4 p.106)

Drug Interdiction Drug Education

Price of Drugs Price of Drugs

S

Itis amazing howl
useful knowledge
of elasticities can
be!
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{a] Perfectly Inetastic Demand: Elssicity Equals 9
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(b) Inelastic Demand: Elasticity Is Less Than 1

Price

(e) Perfectly Elastic Demand: Elasticity Equals Infinity
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When the price is 4, consumers
will demand 120 units, and spend

51 * g N. Gregory Mankiw “Principles of

Price $400 on this good.
Economics” 6th edition. P.95 © ik 35 ¥ T f£/%
) s % 2
- Ei' % 46~52~65 iF &I * o
P (revenue)
5 ’ A i gz s ﬁl%‘] : W :‘ i /%. & % _* #FH (=

: ©10Cl0)
1 P x Q=240 BY NC  SA
(revenue)
- N
o J00  Quantity © 80 ‘Quantity
- ,
. v > > ). 7
— — 5
N — LR
5
,
©l0EO
(revenue) a8y NG SA
o 50 Quantity © 20 Quantity

Note that with each price increase, the Law of Demand still holds - an
Increase in price leads to a decrease n the quantity demanded. Itis the
change in TR that varis!
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Elasticity is > 1 in this range.
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7 (a) Perfectly Inelastic Supply: Elasticity Equals 0
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7 (b) Inelastic Supply: Elasticity Is Less Than 1
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(c) Unit Elastic Supply: Elasticity Equals 1
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(d) Elastic Supply: Elasticity Is Greater Than 1
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