ELASTICITY PRACTICE QUESTIONS

Find the elasticity of demand between points 4 and i
in Figure 1 below. Interpret your answer.
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@ Suppose 7= 1.4. A correct interpretation of this number would be:
For a typical 1% decrease in price we would get a @%
(increase) (decrease) in quantity demanded.

@ Suppose 7= 8. A correct interpretation of this number would be:
If price falls by 10% we would expect quantity demanded to (rise) (fall)

by @%.

® Suppose = 1.8. A correct interpretation of this number would be:
If price rises by 7% we would expect quantity demasnded to (rise) (fall)

by @%.

@ Suppose price changes by 30% and quantity demanded changes by 9.6%.

Then n= @

® Suppose n7=2.0. We observe that, after a price increase, quantity demanded fell
by 10%. Then the increase in price must have been @%.

ELASTICITY TERMS
@ (%AQ) > (%AP) n>1 Elastic Demand
@ (%AQ) < (%AP) n<li Inelastic Demand
® (%AQ) = (%AP) n= Unitary Elasticity
@ (%AQ) =0 n=0 Zero Elasticity

(Perfectly Inelastic)
0

® (%AQ)— oo N— o Infinitely Elastic

(Perfectly Elastic)
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(%ΔQ) =(200-165) x 100 = 19.2%
	     182.5

Jon
Sticky Note
(%ΔP) = (10-5) x100= %66.7
	          7.5
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Elasticity :
η = 19.2 / 66.7 = 0.288
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0.32
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