Unit 5 notes:
· Elasticity is a numerical measure of the responsiveness of Qd or Qs to one of its determinants. 
· Price elasticity of demand measures how much Qd responds to a change in price.
· Demand is said to be elastic if the quantity demanded responds substantially to changes in price.
· Demand is said to be inelastic if the quantity demanded responds slightly to changes in price.
· The Price elasticity of demand for any good measures how willing consumers are to buy less of the good as its price rises.
· There various factors that determine the elasticity of a good:
· Availability of close substitutes:
· Goods with close substitutes tend to have a more elastic demand.
· Whether the good is a necessity or a luxury
· Staples/ necessities tend to have an inelastic demand, but luxuries have elastic demand.
· Definition of market
· Narrowly defined market tend to have more elastic demand than broadly defined markets because it’s easier to find close substitutes for narrowly defined goods.
· Time horizon 
· Elasticity is higher in the long run than the short run.

· Midpoint method of finding elasticity:
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· 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.
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· 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
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· 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, computed as the percentage change in quantity supplied divided by the percentage change in price
· Supply of a good is said to be elastic if the quantity supplied responds substantially to changes in the price, and inelastic if the quantity supplied responds only slightly to changes in the price.
· Supply is usually more elastic in the long run than in the short run. 
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The Price Elasticity of Demand

Thiice elesticty of demand determines whether the demand curve i steep o flat. Note that all percentage changes are calulate using

the midpaint method.
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Elasticity of a Linear Demand
Curve

The slope of a lnear demand cunve is
constant, bt ts elastoty s ot
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Percentage change in quantity demanded

Income elasticity of demand = —
Percentage change in income
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Percentage change in quantity demanded of good 1

Income elasticity of demand =
y Percentage change in price of good 2
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Percentage change in quantity supplied

Price elasticity of supply = Percentage change in price
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The numerator is the percentage change in quantity computed using the midpoint

method, and the denominator i the percentage change in price computed using the

midpoint method. If you ever need to calculate elasticities, you should use this formula,
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The Variety of Demand Curves

Fconomists classify demand curves according to their elasticity. Demand is elastic
when the elasticity is greater than 1, 50 that quanity moves proportionately more than
the price. Demand is inlastic when the elasticity is less than 1, so that quantity moves
proportionately less than the price. If the elasticity is exactly 1, so that quantity moves
the same amount proportionately as price, demand is said to have unit elasticity.
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The total amount paid by buyers, and
received as evenue by selrs, equals the
area ofthe bo under the demand curve,
P X Q. Here,at  pice of $4, the quantty
demanded s 100, and toral revene s
$400.
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‘When demand is inelastic (a price elasticity less than 1), price and total revenue
move in the same direction.

When demand is elastic (a price elasticity greater than 1), price and total rev-
enue move in opposite directions.

1f demand is unit elastic (a price elasticity exactly equal to 1), total revenue
remains constant when the price changes.




