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Elasticity: the responsiveness of quantity to a
change in another variable (i.e., price, income,
price of other goods)
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In the Figure, an increase in
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Quantity (pizzas per hour)
(a) Large price change and small quantity change
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highlights the need for:
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A measure of the responsiveness of the ) ) )
quantity demanded to a price change. Dloxil Ghal o (P Dyl Cllall Dgy0 0

a5 Lot W yaae i) Lo dades (y0 dgllaall dueSl
The price elasticity of demand is a measure of LS <[ &Jl lalas e 5,39 Jolgally Sl gz
the responsiveness of the guantity demanded R
of a good to a change in its price when all other

influences on buying plans remain the same.
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The price elasticity of demand is calculated by imall pluscinl el Cdlbll g 0 Clus o2
using the formula:
Ed

Percentage change in quantity demanded (%AQd) slaa) dal/ § _niill Lgial/ 4t/ %AQd)
Percentage change in price (%AP) sadl § il duginall dundd|(%AP)
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AQd
%0Qd =
Qd.average
AP
%0AP =
P.average
Sum Qd
Qd.average = -
SumP
P.average = "
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Numerical Example: 19.5 11 D 09 Jle
E Original
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Numerical Example:

Chapter

The Answer:

ﬂg{g\. @N_Everage %ﬂg‘sl AP F"—EWEFEEE AP
2 (9+11)/2 =10 | AQd / Qd-average * 100 1 (20.5419.5)/2 =20 | AP/ P-average * 100
= 20% =5%
%AQd
Ed= .+ =120%/5%| =4
oeap = |20% /5 %]

This value means:
A 10 percent increase in the price will decrease the quantity demanded by 40 percent
A 1 percent increase in the price will decrease the quantity demanded by 4 percent
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1) Unit Elastic

2) Elastic demand

3) Inelastic demand

If the price changes bv 1%,
quantity demanded wall
change bv 1% at opposite
direction

If the price changes bv 1%,
quantity demanded wnll
change by More than 1%0 at
opposite direction

If the price changes bv 1%,
quantity demanded wall
change by Less than 1% at
opposite direction
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the price elasticity of
demand 1s constant = 1 Fd=1 D=FEd=1
Ed=1
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Luxuryv goods

Mecessary Goods — Bread
e The quantty demanded 1=
not greatly affected- by the

change in prics lewesl

5 Types

Demand is
price inelastic
If a relatively

large price
increase leads
to a relatively

small
decrease in
the quantity

demanded.
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Chapter 4) Perfectly Elastic d d 5) Perfectly inelastic d d
05 If the price changes bwv 1%0. If the price changes bv 1%0. \
guantity demanded will change guantity demanded will not
infinitely large at opposite change
direction
the price elasticity of demand i1s
constant = oo Ed =0
Ed = oo
= D,
e o
5 Types
i — 1 Elasticity = O
Elasticity = == 12 L
12 — Da
& s
8] Ducantity o Cuantity
[¢] Parfectly elastic demand {a) Perfectly inelastic demand
Any homogenous prodocts with mansy Lifesaving drugzs
\ substitotes as: Potatoes., vegetables - By dnvcrease in the price weill /
- Ay increase in the price will cause ot affect (4 of drags

il = =ero
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I?rlce elasticity varies along a ; 250 e &yaaad) Clall &g e Caliss
linear demand curve __§ :“; I lf ) o Jgb
» At prices above the mid-point 3 "%/ o dads (o Jeljlawdl e o
of the demand curve, . ol Unit Elastc 09 ]l G il
demand is elastic. 1950 | ~ Lyo Cllall

S Cauaiin dadl Jie e
5.9&.209‘.1.’4’ \QﬁSqu.UaJ \
AT

e At the mid-point of the
demand curve, demand is Unit
elastic. 500l ;
* At prices below the mid-point : dadd cpo B Hlaudl e o

of the demand curve, A N 0950 cedlall amie Ciuaiie
0 10 20 25 30 40 50

demand is inelastic Quonily izzas por hour Oy e o]l

. Inelastic

10.00
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1) The closeness of substitutes (+VE)

- The closer / many the substitutes for a good or service -
the more elastic are the demand for the good or service
- Luxuries, such as exotic vacations

- The Fewer the substitutes for a good or service -
Inelastic demand for the good or service = Luxuries, such
as exotic vacations - Necessities, such as food or
housing

2) Proportion of Income Spent on the Good (+VE)

- The greater the proportion of income consumers spend
on a good, the larger is the elasticity of demand for that
good.

3) Time Elapsed Since Price Change (+VE)

- The more time consumers have to adjust to a price
change, or the longer that a good can be stored without
losing its value, the more elastic is the demand for that
good
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a complement good dheSe dalw
Price of a complement
Ecd < 0 (negative)

a substitute good 4l dalw
Price of a substitute good
Ecd > O (positive)

0 Quantity of pizza

dablill L)l gy @
UQL;SJ.,oLaJ\Z\J_B.:;@@c&l&gi@wwwéwuwu&u@\&wuswU»L_B.QL;&

- dgplaall daSH § _piil) disiol] deui/%AQM)
Al dleSalldabud! y2a §_piill digiol] dewdl] (%APS/C)

e The cross elasticity of demand:
It is @ measure of the responsiveness of demand for a good to a change in the price of a substitute

or a complement, other things remaining the same.

The cross elasticity of demand is calculated by using the formula:
Percentage change in quantity demanded (%AQd)

Ecd = - - -
Percentage change in priceof substitute or complement (%APs/c) )




U N I

|
1D E Illl
Chapter c) The Income Elasticity of Demand 4xlaal) cullalf 43 g ya vgn s |

05

4 )

e The Income elasticity of demand: Aol Cllall B g 40

the degree of responsiveness of a change in -

demand for a product due to the change in the

o erap & 50l (3 il o sl e Ml (3 il ool domy

The income elasticity of demand is calculated

by using the formula:

Eid digllao)) deas)l § _piill digial] (%A Qd)

Percentage change in quantity demanded (%AQd) -

Percentage change in income (%Al)

a normal good 4ole alw An inferior good 4y / Ws alw

Eid > 1 - demand is_income elastic and the good | Eid < 0 (negative) - the good is an inferior good.
is a normal good. dole daludly J5ull e Cdla]l a0y [ Lo dalld!

0 <Eid < 1 - demand is income inelastic and the -Eid

good is a normal good. d=ludly Jsull O pe Cdlall
dale

+ Eid
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Suppose the price of burgers increases from $2 to $3 each. The
degree to which quantity demanded responds to this price
increase depends on the

A) pri lasticity of deman

B) the price elasticity of supply.

C) income elasticity of demand.

D) cross elasticity of demand.

The price elasticity of demand is equal to the in the
divided by the in the

A) percentage change; price; percentage change; quantity
demanded
B) change prlce change quantlty demanded

D) change; quantity demanded; change; price

\_
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If a 6 percent decrease in the price leadsto a 5
percent increase in the quantity demanded, the
price elasticity of demand is

A) 0.30.

B) 0.60.

C) 0.83. (0.05/0.06)
D) 1.20.

Taco Bell's economists determine that the price
elasticity of demand for their tacos is 2.0. So, if
Taco Bell raises the price of its tacos by 6.0
percent, the quantity demanded will decrease
by percent.

A) 2.0

sl Al 803 ) 96T Ay ymadl (il (531 13 A
0555 i) Ll i g 50 (8 €% s
A) 0.30.
B) 0.60.

C)0.83.(0.05/0.06)
D) 1.20.

o alhall &5 pe o Ja SEAS J3 A8 aLaiil) o) A sasy
SEAS i Caed y 13) Y, LSJMAS}A\L@AA&L;J\)SLJ\
uaﬁmﬂ;M\M&\u\AcA)W ~M§u\ﬂd.u
9% 4..1.m.u

A) 2.0

5)30 ) 60
B1520(2+ 6% BN 1y 6 @ D120(2* 6% )
N ASAETIN y
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The price elasticity of demand for DVDs is 2. If the price DVD 0,9 yauw adiyl 132, (£DVD oelydl e Cllall d3g 4o
of a DVD increased by 2 percent, the quantity demanded B diglhaall duaSIl OO ¢dilo! L.’32 dnds
Wi" . 2\de| éz ... .. .« o ...)"i‘

A) decrease by 2 percent
B) not change

r 4 percen
D) decrease by 1 percent

A5 Y) o
dSlaJi L§4 dudo ( alSiS) z
Blall 31 dewds 2a335) o

If the price elasticity of demand for a good is 0.8, then a OB ¢0.8 (B b dakw (o Cllall digye CiE 13)
A) 1 percent rise in the price | rcen 0.8 iy (o\asel J) Bl (31 diwads yaundl £85I $05) |

r inth nti man sgllaall Al (§ dSlol
B) one dollar rise in the price leads to a 0.8 percent G0.8 dudy (2lasl ] dxlg SY95 iy yaudl Bl $052)
decrease in the quantity demanded. ) Lglhall Sl § Bla)l
C) 1 percent rise in the price leads to an 80 percent 380 dds plassl J] Sl 81 dewds yaudl ElA5H1 $05) 7

decrease in the quantity demanded.
D) 1 percent rise in the price leads to an 8 percent
decrease in the quantity demanded.

Asgllaall &SIl § Bl
38 Ay polasil J| Bldl 31 Leady yaudl glas)l o) o
Asgllaall &SIl § Bl

\_ W,
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Demand is perfectly inelastic when

A) shifts in the supply curve results in no change in price.
B) the good in question has perfect substitutes.

C) shifts of the supply curve results in no change in
quantity demanded.

D) shifts of the supply curve results in no change in the
total revenue from sales.

A good with a vertical demand curve has a demand with
A) unit elasticity.

B) infinite elasticity.

C) zero elasticity.

D) varying elasticity.

\_

loie &9 yall paus bl

el § Sl dl ol goe G oISyl a5 Y) i
Al il e dumall daludl (S gim)

AeoSJI (3 pdS ¢ Sl ) oyl axie @ CYESY G5 Y) 7
JERRON

Jloz! § i S dl oyl gove B eVl Ga5 Y) o
Olaadl (pe ol Yl

&oulbl@lw@‘ulbﬂ@m&)b@d‘

L Aigyell lgY) @
A9 yoll @ade — duyiio dow) =
.%3\.6.1.0 2\3_9_)..0) S
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If the demand for a good is perfectly elastic, the price elasticity 5 «digpll 3N /lales Gy Lo dale Je Cdlall O 13

of demand is and the demand curve is . 0950 cllall aoeiag 0955 Lyaudl cllall &g e
A) infinite; vertical i .
B) zero; vertical N
; ly ¢ V) I

C) zero; horizontal ngg ‘"3.@) )

D) infinite; horizontal ) ‘J ’
JBl € 500) &
‘Ql ‘G Y) o
Price elasticity of demand is not influenced by: i Lo o yrudl Cllall g o ).:lu b
a. the number of substitutes available. ALl S5l sue,
b. the proportion of the consumer’s budget spent on the good. Aadad! e 3255 @l J31 / lginnad! dle dwd, O
c. the length of the time period under consideration. ) il 3 L 88l Jgbo. 7
g. the udm;cjs of measurement used for price or for quantity gllaal &Sl of U dodseinaal! bl Colds-g. 5
emanded.
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When demand increases, is the change
in the quantity supplied small or large?

In the Figure, an increase in demand
brings

m Alarge rise in price

m A small increase in the quantity
supplied

—E‘ An increase in
5 40.00 ™ | demand brings ...
]
o
5
_-g. CT0 0010 ]| ERRREETERERS. P P PRSP '
a
20.00 ....x‘....“........
... alarge
price rise ... :
10.00 -
..andasmall | :
quantity increase |
|

~N

’ AMSJI‘_gJ\:qu 0950 & cdlall slay lodis
‘-'LmSe| adio dud g yaoll

Sl cddall ‘3 8oLyl CALX ¢SS! ,_”g
J.sou‘ éﬁﬁ&wj\-

Mjﬁ.d\ w| Lg O A0 5.3&{}.

0

(a) Large price change and small quantity change

5

10

13 15 20 25
Quantity (pizzas per hour)
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In the Figure, an increase in
demand brings

m A small rise in price

m A large increase in the
guantity supplied

An increase
in demand
brings ...

40.00 —

30.00 —

Price (dollars per pizza)

o0
ts]

M2
O —

... a small
price rise ...

10.00 -

..and alarge | :
quantity increose\;\

0 5 10 15 20
Quantity (pizzas per hour}

(b) Small price change and large quantity change

Jl cdlall (§ 8oLl (5055 %Al
srdl (§ o gl m
o gynall duSUl (3 BAS BL) m
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The contrast between the two outcomes .
s J| d>dl e guall il o ol Jaduw
highlights the need for: dl e sguall (il G ol .
, | i Ao g pand) Sl il (Sdo wlid e
m A measure of the responsiveness of the 2 ' d
quantity  supplied to a price change. D loxianl (Sded Lalkio & yaudl (oyall digye piad o
25 ladie dadud! wa) b g paad! Aol
The price elasticity of supply is a measure &:‘JJT’ oy .g;“&]jﬂb cf\ﬁiﬁ\ %
of the responsiveness of the quantity " = " LSLA.S
supplied to a change in the price of a good s
when all other influences on selling plans
remain the same.
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Calculating Price Elasticity of Supply

The price elasticity of supply is calculated by using
the formula:

Eo — Percentage change in quan.tity s.upplied (%AQs) _ 49 420l W/JJ}—""-U‘?}“J’ e (%AQS)
Percentage change in price (%AP) sradl § sl Dgiodl Al (%AP)
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AQs
%0Qs =
Qs.average
AP
%AP =
P.average
Sum Qs
Qs.average = "
Sum P
P.average = "

~N
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3) perfecily elastic

1) perfectly inelastic

2) unif elasiic

If the price changes by 1%,
quantity supplied will not

If the price changes by 1%,
quantity supplied will change

If the price changes by 1%,
quantity supplied will

change bv 1% change infinitely large
%o A0s = Y AP
M EE = ]_ Es = oo
the supply curve is vertical the supply curve is linear and passes | the supply curve is horizontal
through the origin
i 4 e Soa 5
-Hu-.lic-r:.- of |
Mapply = e
Elosticiey of
| sunpeidy = O Ekasticity of L
| 5up|:||',r_- 1 )
’ I3
0 L il by 0 |;_-.'IJ|;||-|1i|'h|r U . I:'l.‘ﬂnlih:

(a) Perfectly inelastic supply

(k) Unit elastic supply

[¢]) Perfectly elastic supply
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1. Resource Substitution Possibilities ( + VE ) 3yl gadl IM=>1g Jldudaw) WKL) .1
The easier it is to substitute among the resources dodsviwa]! 3ylgadl Jlddw! Jgud! o O WS
used.tc.) produce a good or service, the greater is its o2yl &g,0 i)y LS (dods 91 dadaw Cwy
elasticity of supply.
2)Time F for Supply Decision ( + VE ) Th 2,21 )8 g3l LY. Y
ime Frame for Supply Decision ( + e more .. 5 —
I ¢ 2] AT Ao / <
time that passes after a price change, the greater is Lo <0« w8 ey Jobl iy e Lo'bi
the elasticity of supply. ) ) o o o2
e  Momentary supplyis perfectly inelastic: 459 y2all LS/ Lolo.: Jpo il ‘z,évrl// oo e
o The quantity supplied immediately following Al yrid] pii Az 5k

a price change is constant. Lo > Jl Opo copdll AN § p2sn)l @
e Short-run supplyis somewhat elastic. g0 ASYI g0 ! doMI § josn)l @
o Long-run supply is the most elastic. )

Y

)



Think

The price elasticity of supply tends to be:

a. Smaller in the long run than in the short run.
b. Smaller in the short run than in the long run.
c. larger in the short run than in the long run.

d. Unrelated to the length of time.

If the price increased by 5%, given that elasticity is 5,
quantity supplied will:

a. increase by 25%. (5*0.05) *100 = 25%

b. decrease by 1%.

c. decrease by 25%.

d. None of the above.

10955 OF ) doyaadl (2pall L9 50 Joad
_uadll 54&\3@&@\ LS*‘-‘*”LBJ‘H"‘
Joglall swngl.@m,\.,a.aJl ‘5.\0."@)340\ -
M\gw\QWM\GM\3ﬁ|
39l Jghay dladiye pe. 0

OB <5 Gglud Ligyall Of edadl a0 (5% duuads yruudl 315 13
1d4d 9 yaall ducSd!

25% A W33, |

1%. duwdy (a5, O

25%. duudy oS,

L§“““’ Lo ‘"L?i’ }’ D
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If the price elasticity of supply is unit elastic
how does quantity supplied change in response
to a 25% increase in price?

a. Quantity supplied increase by 50%.

b. Quantity supplied decrease by 50%.

c. Quantity supplied decrease by 25%.

d. Quantity supplied increase by 25%.

If the price of a movie ticket increases by 4
percent and the quantity of movies supplied
rises by 2 percent, the price elasticity of supply
is

a. 2.0.

b. 4.0.

c. 0.5. (0.02/0.04 =0.5)

d. Some amount that cannot be determined
without more information.

\_

~N

Lo g yaadl AuaSIl s oS D9yl 28800 Lyadl (o yadl Aigye 3813
¢ yaadl 3 7 Y0 dudy 3L dlortd

a. Quantity supplied increase by 50%.

b. Quantity supplied decrease by 50%.

c. Quantity supplied decrease by 25%.

d. Quantity supplied increase by 25%.

Gy A g yaall YN A Canithylg %ot Luaady @) 8,55 yae i 13
3555 Lyl oyl gy OB <%

a. 2.0.

b. 4.0.

c. 0.5. (0.02/0.04 = 0.5)

Ao o Wloglaslld.
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If a 3% increase in price leads to an Sl olasal 1 %Y R T

) ) %Y duds yaud! BoL) ool 13)]
10% decrease in quantity demanded, L }Qd‘”"” C)ié ‘%\. - e .")a:),l |
demand is ' ’ &Jg.ﬂ\éteﬁ& .
a. Perfectly elastic R
b. Elastic 333)&-”5-33&5 .
c. Unit elastic Ope il o
d. Inelastic T

eSo dig wall 3N ol &

8. A perfectly elastic supply curve is 0952 L9y S p2yall g b .
a. Vertical straight line fé .
b. Horizontal straight line Jawd juse o
c. Downward-sloping straight line Y e o
d. An upward-sloping straight :
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Think
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Which of the following effects a product’s price
elasticity of demand?

a. Availability of substitution

b. the time factor

c necessity of the product is to consumers

d. all of the above

Other things being equal, the price elasticity of
demand for a product will be more elastic

a. if spending on the item is a very large
proportion of the household’s budget

b. if spending on the item is a very small
proportion of the household’s budget

c. when the price of the product is very low

d. for a product with no close substitutes

¢Mmjud|ulwlm3ﬁdsyy@m‘si
JSIaJ! 81g3, |
cdgll Jole, 0

Ao doprdl Cllall dig pe OB cduglude (531 Jalgadl O 13)
dgye ST 0)9Siuw giiall

A0 (po 1d> B AS dud JSKiw daludl (Ao BLIYI O 13, 1
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dlpme po 10 Biue duwd i dalud! Je Byl o 13, o
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a )
1. Elasticity of Demand
* Price Elasticity of Demand (Definition- Cllall digye .1
Calculate — Types - Factors) (JA‘}C-&‘ﬂ-t—.—*L«o-Lﬁfﬁ)% aad) CUlal A3 g p0 .
* Cross Elasticity of Demand (Definition- 5 C eyt (e ..
I3l - Ul - dablaiall A .
Calculate — Types ) tes :"J y20) ' Lo
* Income Elasticity of Demand (Definition- (19 - Dlus - oyad) ddsddl Cllall g0
Calculate — Types ) (Jolge - gl - Gluws - Canyad) poyall Lgpe .2
2. Elasticity of Supply (Definition- Calculate —
Types - Factors)
\ Y,




Important Notes

(‘

Definition of Elasticity
e Elasticity measures the responsiveness of a
variable to a change in another variable.

* Definition of Elasticity of demand:

e The price elasticity of demand measures the
responsiveness of the quantity demanded to
change in price.

e The price elasticity of demand is defined as the
magnitude of the percentage change in quantity
demanded divided by the percentage change in
price.

e The price elasticity of demand is estimated at
1.4. This value means a one percent increase in
the price will decrease the quantity demanded
by 1.4 percent

\_
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Important Notes IE\?O

« Measure of Elasticity of demand: «lall 435 o lua

The price elasticity of demand is estimated at 0.03. This value
means a 10 percent increase in the price of oil will decrease the
quantity of oil demanded by 0.3 percent.

A 20 percent increase in the quantity demanded results from a 10
percent decline in its price. The price elasticity is 2.

A 5 percent increase in the quantity demanded results from a 10
percent decline in its price. The price elasticity of demand is 0.5.
If the price decreases by 3 percent and as a result the quantity
demanded increases by 12 percent, the price elasticity of demand
equals 4.

Using average price and average quantity, calculate the price
elasticity of demand if a price rise from $8 to $10 and decreases
the quantity demanded from 20 units to 15 units. Calculate The
price elasticity of demand.

Important Notes:

AQd = 20-15=5 AP = 10-8=2

20415 10+8

2

.5 P.average =

Qd.average =

5
%ﬂg&!:ﬁ=0.235

2
%AP=§=0.22

Ed = 0'285—129 Elasti
= 922 b (Elastic)

dosd)! ol @33003 J &BM\ ul.b.‘ \ 3.39)@ Puvx!
oo Jiie Bl (310 dedy adidl yaw 831 Of
ALl (30.3 deany dogllaall laaidl dusS

O T Bl (320 dewds dglladll 4l 8oLy
2. S9lud

of 5 Bl 35 dewdy Dgllall &SIl B
sl Lgye, Bl 310 Doy oyaw olasl
” 0.5. $olud cllall

MU dndly dladl 33 dady ol (il 1)
Loy OB Bladl 312 deds Dghlaadl duSIl il
" 4. $5lud Cllall yadl

p\.wo-\ cih.wynj\ 4.4.0&”3 J.M.” Ja.wj.m ﬁ\.).?u.wb
dl ©hY98 e yaudl pah)l 13 Cllall il &390
80>920 o dglhasl dsdl Cunasily &)Y 9s10
ulh” JMJ‘ &3_%.0 g.,‘.wo-\. 5»315 Jl
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Important Notes

Types of Price Elasticity of demand:

Dan sells newspapers. Dan says that a 5 percent
increase in the price of a newspaper will
decrease the quantity of newspapers demanded
by 9 percent. According to Dan, the demand for
newspapers is elastic.

If the quantity demanded changes by a relatively
small amount for a given change in price, then
demand is inelastic.

If the price elasticity is between 0 and 1, demand
is inelastic.

Demand is inelastic if the price elasticity of
demand is less than 1

If a 20 percent increase in the price results in a
10 percent decrease in the quantity demanded,
then the demand for used cars is inelastic.
Demand is price inelastic if a relatively large price
increase leads to a relatively small decrease in
the quantity demanded.
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Types of Price Elasticity of demand:

If a consumer is relatively insensitive to changes
in the price of a good, then the consumer's
demand for the good is inelastic.

If the price of a good increases from S3 to $4,
and the quantity demand remains unchanged,
then the demand is perfectly inelastic.

If the demand for a good is elastic, when the
price increases, the quantity demanded will
decrease by a greater percentage than the price
increased

If the demand for a good is elastic, the price
elasticity of demand is greater than 1.

When the percentage change in quantity
demanded equals than the percentage change

in price, the demand for the good is unit elastic.

When the price elasticity of demand for a good
0, the demand curve is vertical.
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Types of Price Elasticity of supply: L) Gopdl Bigpa bl

o If the supply curve is vertical, then supply OB bl /s gae (ia jall inia IS 1Y o
is relatively perfectly inelastic. A s el e  all

e The elasticity of supply for paintings by Ayl A ulSpy Sla ll g p2ll 435 50 0
Picasso is perfectly inelastic. (siade OIS 1) Al (g bt g pall 435 50 0

e The elasticity of supply equals infinity if a8 G al
the supply curve is horizontal.
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