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Price elasticity of demand
— a measure that indicates
the degree of consumer
response to a price
change.

(% change in guantity)

(% change in price)

Who cares?




Midpoint Formula —Price elasticity of Demand
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(P0+P1) (P0+Pl)

Eq

Note that the formula in the text has a 1/2 in the denominator and in the numerator. | don’t
include the 1/2 in the formula | give you because it cancels our anyway.



Calculating Price Elasticity of Demand, p. 82

______|_______l___________________

R [ I

Quantity

Price

10

15



example: Calculating E, from point Ato B

P,=10, P,=8, Q,=5, Q,=10

10-5 ji
_5+410_15_ o 18 _ 1.,

10+38 18



example: Calculating E4 from C to D

P,=4, P;=2, Q,=25, Q=30

30-25 5

_25+30_55__,5 13
£ = B30 =58 - 2)(2)= (3=

4+2 9




o |f |Ed| > 1 demand is elastic

|%AQ|>1

| %AP |
or |%AQ| > |%AP]

_ How to . if |Ed|<1 demand is inelastic
Interpret the - Jl/_ml 1
g %AP
elas_tl_czlty or |%AQ| < |%AP]
CO eff| client: : : Does not imply that AQ =0
p 82 e f |Ed | =1 demand is unitary elastic
= |%A0]| = 1
| %AP |

or |%AQ| = |%AP|
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In general, the greater
the price elasticity of
demand,

a. the smaller the responsiveness of
price to changes in quantity.

b. the smaller the responsiveness of
guantity to changes in price.

c. the larger the responsiveness of price to
changes in quantity.

d. the larger the responsiveness of quantity
to changes in price.
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at when the average price of a pack ofei;c'j'a%rettes In
exington falls from $4.00 to $3.00, the consumption

E cigarettes rises from 8,000 to 10,000 packs sold per week
kg W hat IS the prlce elast|C|ty of demand?

. R b el o T Doy - e gk
3

A. -9/7

B.-7/9

C.-1/9

D. -1/7



P,=%4 and P, = $3

Q, = 8,000 and Q, = 10,000

E, =.(10,000-8,000)/18,000=
(3-4)/7

2,000/18,000
-1/7

E, =1/9 = (1/9)(-7/1) = -7/9
2) Suppose that when the average price of a 1/7
pack
of cigarettes in Lexington falls from $4.00 to
$3.00, the consumption cigarettes rises from
8,000 to 10,000 packs sold per week
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Given that the measure for Ed
In the previous guestion was —
(7/9) this implies that the
response to the price change
was

A. Elastic
B. Inelastic
C. Unit Elastic



ll. Price Elasticity of Demand Graphically, p.84
Elasticity and Straight-Line Demand Curves

Demand is elastic on the upper region of the demand curve because, numerically, %
changes in Q are relatively large while % P changes are relatively small.

Price | Ed | >1
(elastic)

Po- S1009] SN [Ed[=1
P,= $99 (unit elastic)
Small %AP
|Ed|<1
(inelastic)
Big %AP

99 100 uantit
small %A Q < 4




Elasticity and

Slope

Slope and elasticity are not the
same thing (two different
numbers)

BUT

Comparing relative slopes of two
demand curves allows you to
compare elasticity



Price
per
Unit

Question: Which is more elastic, the demand for
cigarettes or the demand for potato chips? P.84

©)

D Cigarettes

| | | | |
20 40 60 80 100

Quantity

Price
per
Unit

$4

(b)

Potato Chips

l | l l l
20 40 60 80 100
Quantity



Extreme Cases of Demand, p. 85
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lIl. Determinants of Price
Elasticity of Demand, p. 86

1) The availability of substitutes

As # of available substitutes rises,
demand becomes more elastic, (and vice
versa)




2) The more the good Is a necessity (rather than a
luxury), the more inelastic demand will be.

RELATIVELY INLASTIC RELATIVELY ELASTIC

)

&




3) Time Horizon: The more time buyers have to adjust to a price
change, the more elastic the demand for a good becomes
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4) Definition of the Market: The more specific the classification
for a good, the more elastic the demand is.

LESS ELASTIC MORE ELASTIC






p.87
Multi-tiered pricing:

Producers charge different
groups of consumers
different prices




e  Also called TOTAL
V. Elasticity ¢ EXPENDITURES

and T()’[a| | TR = (price)X(quantity)

« Law of Demand

Revenue(TR),

p S/ on total revenue depends upon

As the price changes, the effect

the elasticity of demand.




The impact of a price change on total revenue (the product of price and quantity) depends on F I G U R E 3
the elasticity of demand. In panel (a), the demand curve is inelastic. In this case, an increase

in the price leads to a decrease in quantity demanded that is proportionately smaller, so total How Total Revenue Changes
revenue increases. Here an increase in the price from $4 to $5 causes the quantity demanded When Price Changes

to fall from 100 to 90. Total revenue rises from $400 to $450. In panel (b), the demand curve

is elastic. In this case, an increase in the price leads to a decrease in quantity demanded that is

proportionately larger, so total revenue decreases. Here an increase in the price from $4 to $5

causes the quantity demanded to fall from 100 to 70. Total revenue falls from $400 to $350.

(a) The Case of Inelastic Demand (b) The Case of Elastic Demand
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3....is greater than the lost revenue 3....is less than the lost revenue

from selling fewer units. from selling fewer units.



e |f [Ed[>1 (elastic) as P increase TR
decreases, as P falls, TR increases

(|%AQ|> |%aAP|)

e |f |Ed|< 1 (inelastic) as P increases TR
iIncreases, as P falls, TR decreases

+ (l%AQ|< [9aP])

o |f |Ed | = 1 (unitary elasticity) as P changes TR
remains the same

|%AQ | =|%AP |
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Supoose that President
Capiluto says he plans

to raise tuition next year
by 2% to generate more

revenue. What is he
assuming about the
student price elasticity
of demand for attending
the university?

A.|E;| > 1

B. |Epl<1
C. |[Ep|=1
D. |Ep|=-°



