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From A to B
P increase 25%, quantity decrease 33%
elasticite = 33/25 = 1.33
From B to A
P decrease 20%, Q increase 50%
Elasticity = 50/20 = 2.50
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Ep = (12-8)/(20/2) / (200-250)/
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From 30 to 20
Ep= 200%/40%= 5.0
From 20 to 10
Ep = 67%/67% = 1.0
From 10 to 0
Ep= 40%/200%=0.2 
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Elastic demand
· Quantity demanded responds strongly to changes in price.
· Price elasticity of demand is greater than one.
Inelastic demand
· Quantity demanded does not respond strongly to price changes.
· Price elasticity of demand is less than one.
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· Butter has lots of close substitutes (e.g margarine), so buyers can easily switch if the price rise.
· Eggs have no close substitutes, so consumers would probably not buy much fewer eggs if their price rises.
· So quantity for butter would probably drop the most
· This means that price elasticity of butter would be higher.
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· For a narrowly defined good such as blue jeans, there are many substitutes.
· There are fewer substitutes available for broadly defined goods( no substitute for clothing)
· So quantity for the blue jeans would probably drop the most.
· This means that price elasticity of the blue jeans would be higher.
Lesson: price elasticity is higher for narrowly defined goods than broadly defined ones.
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· To millions of diabetics, insulin is a necessity. A rise in its price would cause little or no decrease in demand.
· A cruise is a luxury. If the price rises, some people will forego it.
· So quantity for cruises would probably drop the most.
· Which mean the price elasticity is higher.
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· There is not much people can do in the short run, other than ride the bus or carpool
· In the long run, people can buy smaller cars or live closer to where they work.
· So quantity for gasoline would probably drop the most in the long run.
· This means that price elasticity of gasoline would be higher in the long run than the short run.
· Lesson: Price elasticity is higher in the long run than the short run.
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If:
· A large number of close substitutes.
· The market is narrowly defined(e.g food market vs ice cream market)
· The good is a luxury
· The longer the time period
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Note: Option A. …… mystery novels. ( which mean have many substitutes)
Option B (Have many substitutes)
Option C ………….. heating oil during the next five years. ( means longer time period to adjust)
Option D root beer ( many substitutes) water (nope)
So it D!
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1. The price increase
2. The quantity demanded unchanged.
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It like a curve go down (moon)
1. A 22% increase in price
2. leads to an 11% decrease in quantity demanded.
Elasticity= 11%/22%=0.5

Price $ 5 to $4
Quantity 100 to 90
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1. A 22% increase in price
2. leads to a 22% decrease in quantity demaned.
Price $4 to $5
Quantity 100 to 80
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Elasticity= 67%/22% =3
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Note: That is quantity demanded changes infinitely with any changes in price.
1. At any price above $4, quantity demanded is zero.
2. At exactly $4 consumers will buy any quantity.
3. At a price below $4 quantity demanded is infinite. 
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Perfectly inelastic: vertical line
Perfectly elastic: horizontal line
Inelastic: straight curve close to vertical line
Elastic: straight cure close to horizontal line.
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a) Ep = (% change in Q)/(% change in price)
%change P= (% change in Q)/Ep
% change P= 20%/0.4=50%
Therefore P should increase by $5.
b) Greater effect 5 years from now ( more time to adjust/quit smoking).
c) Higher price elasticity as they have lower incomes( more sensitive to change quanity in price)


