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j
1.An
increase
in price . . .
0 1(}0 Quantity.
2. ... leaves the quantity demanded unchanged.
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Price Price
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1.A22% Demand 1.A22% Demand
increase increase
in price . . . in price . . .
- i 0 80+ 100 Quantity
0 90 7 100 Quantity 7
2....leads to an 11% decrease in quantity demanded. 2....leads to a 22% decrease in quantity demanded.
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Price Price
1. At any price
s5 ~ above $4, quantity
i demanded is zero.
4 Demand $4 Demand
1.A22%
increase 2. At exactly $4,
in price . . . consumers will
buy any quantity.
0 50 «———— 100 Quantity 0 Quantity
2....leads to a 67% decrease in quantity demanded. 3. Ata price below $4,
quantity demanded is infinite.
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Revenue = $240

Demand Demand
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Percentage change
in quantity demanded
Percentage change
in income

Income elasticity of demand =
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Price
Supply
i
/ 4
1.An
increase
in price . . .
0 100 Quantity
2. ... leaves the quantity supplied unchanged.
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increase
in price . . .
0 100/—'110 Quantity
2. ...leads to a 10% increase in quantity supplied.
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Supply

100 — 125  Quantity

2. .. .leads to a 22% increase in quantity supplied.
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__- 1.Atany price

above $4, quantity
supplied is infinite.

$4 Supply
2. At exactly $4,
producers will
supply any quantity.
0 Quantity

3. At a price below $4,

quantity supplied is zero.
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0 100 —\» 200 Quantity

2....leads to a 67% increase in quantity supplied.
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Percentage change
in quantity supplied

Price elasticity of supply = —
Percentage change in price
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THREE APPLICATIONS OF SUPPLY,
DEMAND, AND ELASTICITY

» Examine whether the supply or demand curve
shifts.

* Determine the direction of the shift of the
curve.

« Use the supply-and-demand diagram to see how
the market equilibrium changes.
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Price of
Wheat 1. When demand is inelastic,
2....leads an increase in supply ...
to a large fall 51/
in price . . . S,

N

2 /

0 100 — 110 Quantity of
Wheat

3. ... and a proportionately smaller

increase in quantity sold. As a result,
revenue falls from $300 to $220.

Demand
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Price elasticity of demand measures how much
the quantity demanded responds to changes in
the price.

Price elasticity of demand is calculated as the
percentage change in quantity demanded
divided by the percentage change in price.

If a demand curve is elastic, total revenue falls
when the price rises.

If it is inelastic, total revenue rises as the price
rises.
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Summary Summary

 The income elasticity of demand measures how « In most markets, supply is more elastic in the
much the quantity demanded responds to long run than in the short run.
changes in consumers’ income. « The price elasticity of supply is calculated as
 The cross-price elasticity of demand measures the percentage change in quantity supplied
how much the quantity demanded of one good divided by the percentage change in price.
responds to the price of another good. he tools of sunnlv and dema q
* The price elasticity of supply measures how in many different types of markets.
much the quantity supplied responds to changes
in the price. .




