ELASTI ITY AND ITS APPLICATION
Elasticity- a measure of the responsiveness of quantity demanded or quantity supplied ton one of its determinants
The Price Elasticity of Demand – how much quantity demanded responds to a change in price 
· Demand for a good is said to be elastic, if quantity demanded responds to changes in the price 
· Demand is said to be inelastic if the quantity demanded responds slightly to change of price
· Price elasticity measures how willing consumers are to move away from goods as price increases

Close Substitutes- goods with close substitutes tend to have more elastic demand because it is easier for consumers to switch from that good to others
Necessities Vs. Luxuries- Necessities tend to have inelastic demands whereas luxuries have elastic demands
Market- Narrowly defined markets tend to have more elastic demand than broadly markets because it is easier to find substitutes for narrowly defined goods eg. Ice-cream can be substituted with another desert, Broad- food in general can’t
Time- Goods tend to have more elastic demand over longer time, example gas, after a while they switch to better transportation and more fuel efficient cars 

Price elasticity of demand- Percentage change in quantity of demanded divided by percentage change in price            {   PC in QD/ PC in P   }
Absolute Value: Price elastics recorded as positives, drop minus sign
Midpoint Method: dividing percentage change of quantity and demand midpoints 
					{   (Q2-Q1) / (Q2+Q1) / 2   }
					{   (P2-P1) / (P2+P1) / 2     }


Demand Curves
Demand is elastic when elasticity > 1, Demand is inelastic when elasticity < 1, Demand =1 said to have unit elasticity 
· Flatter the demand curve , the greater the price elasticity of demand
· Steeper the demand curve, the smaller the price elasticity of demand

· Zero Elasticity, demand is perfectly inelastic, demand curve is vertical  
· Demand is perfectly elastic, price elasticity of demand approaches infinity, demand curve becomes horizontal
Total Revenue & Price Elasticity 
Total Revenue- amount paid by buyers and received by sellers, Price x Quantity
· If demand is inelastic, an increase in price causes increase in total revenue
· If demand is elastic , an increase in price causes a decrease in total revenue

The Income Elasticity of Demand- measures how the quantity demanded changes as consumer income changes (Percentage change in quantity demanded divided by percentage in income)
					{   PC in QD/ PC in I   }
Normal goods-higher income raises quantity demanded, have positive income elasticities 
Inferior goods- higher income lowers the quantity demanded, have negative income elasiticities   eg. Bus rides

The Cross-Price Elasticity of Demand- measures how the quantity demanded of one good changes as the price of another good changes. (Percentage in quantity demanded of good 1 divided by percentage change in the price of good 2)
					{   PC in QD1 / PC in p2   }
· Substitutes- cross price elasticity is positive
· Compliments- cross price elasticity is negative

The Price elasticity of supply
The law of supply states that higher prices raise the quantity, measures how much the quantity supplied responds to changes in price 
· Price elasticity of supply depends on the flexibility of sellers to change the amount of the good the produce
· Key determinant of the price elasticity of supply is time- more elastic in long run 
(Percentage change in quantity supplied divided by percentage in price)
					{   PC in QS / PC in p   }
· Supply is  perfectly inelastic and line is vertical, quantity supplied is the same regardless of price
· Supply curve gets flatter as elasticity rises 
· [bookmark: _GoBack]Supply is perfectly elastic as price elasticity approaches infinity, becomes horizontal meaning very small changes in price lead to large changes in quantity supplied 
					










	
