Chapter 5: Elasticity & Its Application
Elasticity: a measure of the responsiveness of quantity demanded or quantity supplied to one of its determinants
Price Elasticity of Demand: a measure of how much the quantity demanded of a good responds to a change in the price of that good.
Formula =  
	 =  
Fall in price = increase in quantity demanded according to law of demand
Goods with close substitutes tend to be more elastic.
	Necessities tend to have inelastic demand whereas luxuries tend to have elastic demands
	Narrowly defined goods are more elastic usually because they have many substitutes whereas 		something broad, like food, is quite inelastic
	Goods tend to have more elasticity over a long period of time.
If elasticity is 0 (vertical line) then it’s perfectly inelastic
If elasticity is (0,1) then it’s inelastic		Price and total revenue move in same direction
If elasticity is 1, then it’s unit elastic		Total revenue stays constant when price changes
If elasticity is >1, then it’s elastic			Price and total revenue move in opposite directions
ANY NEGATIVE VALUE FOR PRICE ELASTICITY OF DEMAND IS CONSIDERED POSITIVE!!
Income Elasticity of Demand: a measure of how much the quantity demanded of a good responds to a change in consumers’ income, computed as the percentage change in quantity demanded divided by the percentage change in income
Formula =  
	 =  
If elasticity is POSITIVE, then it’s normal good:  Higher income raises quantity demanded
If elasticity is NEGATIVE, then it’s inferior good: Higher income lowers quantity demanded



Cross-Price Elasticity of Demand: a measure of how much the quantity demanded of one good responds to a change in the price of another good, computed as the percentage change in quantity demanded of the first good divided by the percentage change in the price of the second good
Formula =  
	 =  
If elasticity is POSITIVE, then the goods are substitutes
If elasticity is NEGATIVE, then the goods are complements

Price Elasticity of Supply: a measure of how much the quantity supplied of a good responds to a change in the price of that good
Supply is usually more elastic in the long run than in the short run.
Formula =  
	 =  
If elasticity = 0, then vertical line, perfectly inelastic supply
If elasticity (0,1) then it’s inelastic
If elasticity = 1 then it’s unit elasticity
If elasticity > 1 then it’s elastic
If elasticity = Infinity, then it’s perfectly elastic
ANY NEGATIVE VALUE FOR PRICE ELASTICITY OF SUPPLY IS CONSIDERED POSITIVE!!
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