Chapter 5
Price Elasticity of Demand
Price Elasticity of Demand 
Recall the law of demand: as P increases (decreases), Qd decreases (increases) 
 
The PED is defined as the % change in Qd divided by the % change in P
· (delta Qd/Qd)/(delta P/P)
· Related to the scope of the D curve, but it is not the same thing. By rearranging that equation, one can express it as 
· [1/(delta P/delta Qd)] * (P/Qd)
· The bases values are averages 
 
By constructions, it is unit-less 
· The price is in $, and it cancels, as do the units for the quantity variable 
You will always obtain a negative number for the PED, which is due to the law of demand 
· Then, by convention, take the absolute value of it 

Inelastic Case 
· Think of meek, obliging consumers graciously accepting price increases (wimps) or of static, lethargic consumers refusing to take advantage of price decreases(suckers)
· P increases, Qd decreases by a lower proportion
· P decreases, Qd increases by a lower proportion
· If the Qd remains constant regardless of price, the good has a perfectly inelastic demand 

 
Examples
· Gasoline 
· Motorists grumble about gasoline prices, but do they really change driving habits? NO
· Cable television
· Why does Rogers cable television engage in such obnoxious marketing practices?
· Prescription drugs 
· Cigarettes

Three ranges of elasticity 
· PED > Elastic (consumers are responsive) 
· PED = infinity: perfectly elastic 
· Horizontal demand curve 
· PED = 1 unitary elastic 
· PED < 1 inelastic (consumers are unresponsive)
· PED = 0: perfectly inelastic 
· Vertical demand curve 

Elastic Case 
· Think of bold assertive consumers fighting back against price increases or of dynamic, shrewd, opportunistic consumers taking advantage of price decreases 
· P increases, Qd falls by a greater proportion 
· P decreases, Qd rises by a greater proportion 
Consumers are responsive to price change

 
Examples 
· Academic Journals 
· Why are subscriptions rates for indivuduals about half of the rate charged to libraries 
· PED for individuals much more elastic 
· Fast Food
· Why are the coupons always "buy two, get one free" rather than "pay 50% less"?
· Customers in groups have more elastic PED than those who dine alone 
· All-day Parking
· Why is 15-minute parking so expensive compared to all-day parking?
· (meters at airport)
· 'quicky' parkers have much less elastic PED as they convenience-driven 

One good accounts for a large share of consumers' budget and one does not, then the good to which consumers devote a large share of their budget will have a higher PED
· According to this criterion, we might expect the demand for higher education to be elastic 
· This point is not in the textbook! 
 
As time passes, the demand for just anything tends to become more elastic as substitutes became available 
· Alacan Aluminum 
· Canada Post (delivery of paper mail) 
· Crude oil 1973 versus 2014
· More fuel efficient cards lowers consumption 
· Changes in driving habits 
· Development of shale oil in the USA
· Forces working to raise crude oil price in the past included: 
· Gradually increasing demand over recent years as economies, especially in China and India, grow 
· Declines in inventories and reserves 
 
Price Elasticity of Supply 
· Analogues to the PED, but it measures the responsiveness of producers to fluctuations in price 
· PES = % delta Qs / % delta P 
· It is always positive due to the law of supply 
· Elastic cases (pretty flat S curve)
· Disney paraphernalia (junk) 
· Agriculture crops (before planting of the seeds) 
· Any time when it is easy for a firm to switch from the production of one good to another, S is likely to be elastic 
· Inelastic case (pretty steep S curve)
· Masterpiece painting 
· 
3 Applications of S, D, and Elasticity 
· [bookmark: _GoBack]Agriculture 
· Crude oil
· Illicit drugs and the government policy of interdiction 
· Supply curve would shift to the right by a lot while the demand curve would move by a bit 
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