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A measure of a variable's
another variable, most
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Elasticity
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* Elasticity allows us to analyze supply and demand with

greater precision. 3 Lnde bl dals o ciady UL
elasticity ¢ aS @8 (Il Lol g uaill das

It is a ‘measure of how much buyers and sellers
/Nkﬁiﬂ\)‘ ° )
respond to changes in market conditions

CAEEN
« Elasticity® is defined as the ‘responsiveness of a

dependent variable to changes in another variable,
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demand or supply Jis wule saias jAlg price Jie juais
Elasticity measures are free of units of measurement
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Law of demand :

ELASTICITY OF DEMAND | gemanded ofs

good falls when
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the quantity demanded of a good responds to a change
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Most experts believe
that ‘health care
demand is (fairly
inelastic If you are
sick, you will not be

very price sensitive.

oY inelastic (65 health care J/ Ll
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Price Elasticity
of Demand

[prselasticity a di- mand]

Ameasurement of the
change in demand for a
g00d or service in relation
toa changein its price.

@ Investopedia



elastic Ll Lisle iy (ia i e Gl gl o 5 bsanill Gyl pans
fairlyinelastic (ys<s dabiaaill cilalyadl Jio G, LaaY ] oYl e Tasas Laiall Sloaddl g aglolad ua ll dalle o cin slahall ass oSl

There are exceptions to this rule (e.g., elective
CUS VLN (Va0 (xls a0l I o\ .
surgery such as plastic surgeries) but most studies

find that patients are fairly insensitive to changes in
health care prices. Fairly inelastic
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Price Elasticity of Demand and Its Determinants

ol Lpolial ole
price elasticity
* Availability of Close Substitutes of demand
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* Definition of the Market
&

 TiERE EREER Factors that Affect Elasticity
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Availability of
Substitutes

Necessity of the
Product

Time Horizon
Definition of the

market
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1. Availability of Close Substitutes:

The gnoreisubstitutes a good has, the morelelasticiits)

2. Necessities versus
Luxuries:

Necessities are more price
inelastic.
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= 5 ode)
* Insulin vs. Star Cruises
- The prices of both of these goods rise by 20%.
For which good does Qd drop the most? Why?

» To millions of diabetics, insulin is a necessity.
A rise in its price would cause little or no decrease

o T —— . ——
In demand.

A cruise is a luxury. If the price rises,
T N N—————

some people will forego it.
* Lesson: Price elasticity is higher for luxuries than

for necessities. X elasticity cslS LS 4als )l 58~s Ll culK LK



How can the knowledge on elasticity of demand
affects government's tax policy? 1 ] i
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Tax charges raise the price of the goods affected,
governments tend to charge taxes on goods that

have a relatively inelastic demand, i.e. petrol and

tobacco. Bia b oY Olally alaball o Lyt Ll it jgal ole ilys (2,8 ¥ dagSall Lk
Sl Ll 5 gyt se) oo Lo o1 Edls (5391 3l T

If the @Qoveérnment were to impose it on good or
services which its demand is relatively elastic, a
small increase in price caused by the tax would lead
to a large drop in sales, thus may not raise revenue

to government_ ¢ L&Y elastic loaa (ole Olypd dagSall ik )é 3] (ay Q\‘\S_\_
DAL ] (Shees Tl e B0l Jal oo a5
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3. Definition of the market:

Narrowly defined markets have more elastic demand than broadly

: 0 dadé Bimly ol St (g puel e
(oo s :
defined markets. wle ysl iay narrowly defined markets
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4. Time Horizon:

Goods/ products / services tend to have more elastic

demand over longer time horizons (new technologies,
el LaBan Y dlle o Ladhy Swas jeel y¢a3 ¥ olay Elastic demand
innovations, better quality). R

SLEEVE GASTRECTOMY
WEIGHT LOSS SURGERY
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Computing the Price Elasticity of Demand

The price elasticity of demand is computed as the

percentage change in the quantity demanded divided by

the percentage change in price.

Price Elasticity of Demand Formula

Elastic 1< (» S

Inelastic = 1> o< &on Unitless
Fyi]
PED _ Percentage Change in Quantity
Formula Percentage Change in Price
4

(= S| S change in quantity iz 1 oe JiS) a8 )l o2e adla ]
RS it G ye LS elastic 4aludl 33 ) S change in price
percentage change in quantity s %207 uwisakermudl gaic S
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Example: If the price of an ice cream cone

from $2.00 to $2.20 and the amount you

S S
buyfroém 10 to 8 cones then your elasticity of

demand would be calculated as:
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r
Most academics believe that dheprice

asticity f ical I s | :
and =2. This means that if prices increase by

‘s \

10%, the demand for medical services
decreases, but by less than 10%. This means

that medical goods are inelastic.



The Variety of Demand Curves

° Inelastic Demand

* Quantity demanded does not respond strongly to

price changes.

* Price elasticity of demand is less than one.

* Elastic Demand

* Quantity demanded Eesponds stronglq to changes in

price.

* Price elasticity of demand is greater than one.
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Slope of demand curve:

* When the elasticity is equal to zero, the demand is
perfectly inelastic and is a vertical line

* When the elasticity is infinite, the demand is perfectly

elastic and is a horizontal line

Price (1| Perfectly Price
. Inelastic -
Zero elastticity | Demand
No change
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* Perfectly Inelastic: @Quantity

Price demanded does not respond to price
Demand changes. (E = 0)
Unitary Perfectly  Elastic:  Quahtity
Elasticity

demanded changes infinitely with

\ any change in price. (E = o)

*Unit Elastic: Quantity demanded

changes by the same percentage as

E . .
the price. (E=1) Ll dysludia padll dus

1.0 Quantity
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Price of
Ice-Cream Cone
$3'OO Price of Quantity of
Ice-Cream Cone Cones Demanded
250 |- - $0.00 12
| 0.50 10
I 1.00 8
1. A decrease 500 l 1.50 6
. . ; — - - -
in price . .. TS~ : : 2.00 4
: : 2.50 2
I I T 3.00 0
1.50 , |
I [
1 I
1.00 *":"": """"
I 1
1 [
_____ R L S
1 I
1 1
! ‘

I R I S
5 6 7 8 9 101112 Quantity of

__— Ice-Cream Cones
2. ...increases quantity

of cones demanded.




Applications

*The price of ice cream rises by 10% and quantity
demanded falls by 20%. (Inverse relationship)
e
*Price elasticity of demand = (20%)/(10%) =(ﬂ)2

* The price elasticity of demand is sometimes reported as a

negative number.

CS\
"2 AN
*lgnore the minus sigh and concentrate on the absolute
value of the elasticity alln @05 g6 Mo ¥

Lo1d C <.
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Larger elasticities (in absolute value) imply greater

sensitivity and responsiveness

LY )3 s i g elasticity @ i sl
1. How much would a 10% price increase for the
good affect a consumer’s total budget?

2. What substitutes are available for the good?

3. Do consumers think of this good as a necessity
or a luxury?
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1. _ (luxury, many other vacation

destinations, expensive)

2. Honda Accord (luxury, expensive, many substitutes

AL (T3 y Ly
including used cars)

, o104\ A0 (555 Olead
3. Steak (perceived luxury, moderate expense, other cuts

of beef are close substitutes)
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4. (Mustard (perceived luxury, inexpensive, other types of

; i ] e Ay
mustard may be close substitutes.) =777 70T

_——— "~ JElastic and inelastic
5. (Beef (moderate expense, chicken is a substitutes)

6. (Salt (inexpensive, necessity, no close substitutes)
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The Price Elasticity of Demand

(4) Pérfacily Inelastic Demand: Elasticity Equals 0
'SV e Ve Va Ve @

Demand

Price

$5 ...............................................................

/I .................................................................
1. An

increase
in price . . .

i"‘\

0 1 96 Quantity

2. ... leaves the quantity demanded unchanged.
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The Price Elasticity of Demand

O\

(b) Inelastic Demand: Elasticity Is Less Than 1

—~—~T N — C  V—————————
Price
$5
0
4
1. A Demand
increase
in price . ..

0] 90 €100 Quantity

/
2....leads to anecrease in quantity demanded.
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Figure 1 The Price Elasticity of Demand

(c) Unit Elastic Demand: Elasticity Equals 1
- ——— N ——

Price
$5
A
4
1. A Demand
increase
in price . ..
0] 80</— 100 Quantity

2....leads to adecrease in quantity demanded.
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The Price Elasticity of Demand

/\

(d) Elastic Demand: Elasticity Is Greater Than 1
— ——— T T T——————_

Price
$5
A
4 Demand
1. A22%
increase
in price . ..
0] 50 <«———/— 100 Quantity

AN

2....leads to a decrease in quantity demanded.

—"
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The Price Elasticity of Demand

Price

%4

0

T

(e) Perfectly Elastic Demand: Elasticity Equals Infinity
/\/\NV\A/\

above $4, quantity
demanded is zero.

__ 1. Atany price /3; /\\" \
\53/\

Demand

N\

2. At exactly $4,
consumers will

buy any quantity.
TN~

Quantity

3. At a price below $4,
quantity demanded is infinite.
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Total Revenue and the Price Elasticity of

Ll oLl 5 g yidiall dnday geﬂ[zemajld/\bdcﬂ%\id*(@é Lo
* Total revenue A8 Jadll js the amount paid by buyers

and received by sellers of a good.
e Al S Al 5 elasticity 2> 0 ¥ <wblaw of demand 48 jle 48 )il &ilS Hall xe 34
Ll ¢y 518 Canem 130 5yl g (3t AL ) Jians Sl el 3 5
elasticity e S slaic) 2aday total revenue a8l 5l 2 Wl

* Computed as the price of the good times the quantity

sold.

Total Revenue Formula

B Dot YRRE SN § A0
Total Revenue = Price x Quantity Sold

www.economicsonline.co.uk
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Total Revenue

Price

P x Q= $400

i (revenue)y) Demand
\.
0 Cg(y Quantity
. v g
5 4
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How Total Revenue Changes When Price Changes:

Inelastic Demand

Price Price
IAn Increase in price from $1 ... leads to an Increase in
to $3 ... total revenue from $100 to
$240

@) ___________________________________________________________________

Revenue = $240
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Inelasticity and Total Revenue

With an inelastic demand curve, an increase in price

leads to a decrease in quantity that is proportionately

smaller.

d Total revenue increases )
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How Total Revenue Changes When Price Changes: Elastic

Demand

Price

IAn Increase in price from $4
to $5 ...

Revenue = $200

UrSo

Price

Demand

50

Quantity 0

Dr. Omnia Elmahdy

... leads to an decrease in
total revenue from $200 to

$100

—— Revenue = $100
Vd . —
I\

A\

Demand

20

Quantity

34



Elasticity and Total Revenue

* With an elastic demand curve, an increase in the price

leads to a decrease in quantity demanded that is

proportionately larger.

{ Total revenue decreases ’
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