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▪ A measure of the sensitivity of the quantity demanded to

price changes.

▪ The price elasticity of demand measures how strongly buyers

respond to a change in the price of a good.

▪ The price elasticity of demand is a units-free measure of the

responsiveness of the quantity demanded 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 initially is

$20.50 and the quantity

demanded is 9 pizzas

an hour.

• The price falls to

$19.50 and the quantity

demanded increases to

11 pizzas an hour.

• The price falls by $1

and the quantity

demanded increases by

2 pizzas an hour.

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

1. Price Elasticity of Demand (PED)

1. The 



© 2012 Pearson Addison-Wesley

-

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

The formula yields a negative value, because price and

quantity move in opposite directions.

But it is the magnitude (size), or absolute value, that

reveals how responsive the quantity change has been to a

price change.

So, what does the above calculated elasticity imply?

The above calculated elasticity implies that one percent

decrease in the price of pizza will increase the quantity

demanded of pizza by 4 percent.

1. Price Elasticity of Demand (PED)
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Price elasticity of demand 

Perfect 
elastic

elastic Unit elastic inelastic
Perfect 

inelastic

PED >1 PED <1
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1- Perfect elastic demand

• If the percentage change in the quantity

demanded is infinitely large when the

price just changes, then the PED is

infinite.

• A perfectly elastic demand is a

horizontal demand curve.

• Example:

A soft drink from two campus machines

located side by side. If the price of one

machine is lower than the other, by even a

small amount say one cent, no one buys

from the machine with higher price and

thus there would be very large increase in

the quantity demanded from the other

machine.

1. Price Elasticity of Demand (PED)
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2- elastic demand

➢ If the percentage change in the quantity demanded is

greater than the percentage change in price, then the

price elasticity of demand is greater than 1.

➢ Examples:

• cars and furniture and cell phones are examples of goods 

that have elastic demand.

1. Price Elasticity of Demand (PED)
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3- unit elastic demand

➢ If the percentage change in the quantity demanded

equals the percentage change in price, the price

elasticity of demand equals one.

1. Price Elasticity of Demand (PED)
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4- inelastic demand

➢ If the percentage change in the quantity demanded is

smaller than the percentage change in price, then the

price elasticity of demand is less than 1.

➢ Examples:

food and energy products

1. Price Elasticity of Demand (PED)
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5- Perfectly Inelastic Demand

➢ If the quantity demanded doesn’t

change when the price changes,

the price elasticity of demand is zero.

➢ The demand curve is vertical. The

quantity demanded is constant

regardless of the price (change in it

is zero) so the price elasticity is zero.

Example:

insulin which is highly important to

some diabetics that if the price rise or

fall, they do not change the quantity

they buy.

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

1. Price Elasticity of Demand (PED)



© 2012 Pearson Addison-Wesley

The change in total revenue due to a change in price

depends on the elasticity of demand:

▪ If demand is elastic:

▪ If demand is inelastic

▪ If demand is unit elastic,

1% decrease in 
price

More than 1% 
increase in quantity

TR increases

1% decrease in 
price

less than 1% 
increase in quantity

TR decrease

1% decrease in 
price

1% increase in 
quantity

TR stays 
constant

1. Price Elasticity of Demand (PED)
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The total revenue test is a method of estimating the price

elasticity of demand by observing the change in total

revenue that results from a price change (when all other

influences on the quantity sold remain the same).

▪ If a price cut increases total revenue, demand is

elastic.

▪ If a price cut decreases total revenue, demand is

inelastic.

▪ If a price cut leaves total revenue unchanged, demand

is unit elastic.

1. Price Elasticity of Demand (PED)
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The elasticity of demand for a good depends on:

▪ The closeness of substitutes:

▪ The proportion of income spent on the good

▪ The time elapsed since a price change

1. Price Elasticity of Demand (PED)
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Closeness of Substitutes

The closer the substitutes for a good or service, the more

elastic are the demand for the good or service.

Oil from which gasoline is made has no close substitute. So

the demand for oil is inelastic.

Plastics are close substitutes for metals, so the demand for

metal is elastic.

Necessities, such as food or housing, generally have inelastic

demand.

Luxuries, such as exotic vacations, generally have elastic

demand.

1. Price Elasticity of Demand (PED)
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Proportion of Income Spent on the Good

• The greater the proportion of income consumers spend on a

good, the larger is the elasticity of demand for that good.

• Think about the demand for chewing gum and housing. If the

price of a gum doubles, you consume almost as much as

before (demand for gum is inelastic). If apartment rents

doubles, you either look for more students to share

accommodation with you (demand for housing is not as

inelastic as the demand for gum).

Time Elapsed Since Price Change

• 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.

1. Price Elasticity of Demand (PED)
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Demand 
elasticities

Price 
elasticity of 

demand

Cross 
elasticity of 

demand

Income 
elasticity of 

demand

Always Negative 

Negative (in case of complementary goods) 

Positive (in case of substitute goods) 

Negative (in case of inferior goods) 

Positive (in case of normal goods) 

Elasticities of Demand- summary
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perfectly inelastic if the 

supply curve is vertical 

and the elasticity of 

supply is 0

Supply is unit elastic if 

the supply curve is 

linear and passes 

through the origin

Supply is perfectly elastic if 

the supply curve is 

horizontal and the elasticity 

of supply is infinite

Van Gogh painting Wheat and corn 

4. Elasticity of Supply (PES)



© 2012 Pearson Addison-Wesley

The Factors That Influence the Elasticity of Supply

The elasticity of supply depends on

▪ Resource substitution possibilities

▪ Time frame for supply decision

Resource Substitution Possibilities

The easier it is to substitute among the resources used to

produce a good or service, the greater is its elasticity of

supply.

Some goods and services can be produced only by using

unique or rare productive resources. These items have a

low, perhaps even a zero, elasticity of supply.

4. Elasticity of Supply (PES)
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Time Frame for Supply Decision: we distinguish three time

frames of supply:

(1)Momentary supply: When the price of a good

changes, the immediate response of the quantity supplied

is determined by the momentary supply of that good.

➢ Perfectly inelastic momentary supply

Some goods, such as fruits and vegetables, have a vertical

supply curve. The quantities supplied depend on crop-planting

decisions made earlier. In the case of oranges, for example,

planting decisions have to be made many years in advance of

the crop being available.

4. Elasticity of Supply (PES)
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➢ perfectly elastic momentary supply

some goods such as a Long-distance phone calls have a

perfectly elastic monetary supply

When many people simultaneously make a call, there is a

big surge in the demand for telephone cables, computer

switching, and satellite time.

The quantity supplied increases, but the price remains

constant.

4. Elasticity of Supply (PES)
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(2) Short-run supply:

• Most goods have an inelastic short-run supply.

• To increase output in the short run, firms must work their
labour force overtime and perhaps hire additional workers.

• To decrease their output in the short run, firms either lay
off workers or reduce their hours of work.

• Over time, firms can make more adjustments, perhaps
training additional workers or buying additional tools and
other equipment.

4. Elasticity of Supply (PES)
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(3) Long-run supply is the most elastic.

The more time that passes after a price change, the greater is
the elasticity of supply.

The response of the quantity supplied to a price change after
all the technologically possible ways of adjusting supply have
been utilized is determined by long-run supply.

4. Elasticity of Supply (PES)
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