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…hardly 
changes the 

quantity 

demanded! 

Wow.   

Even a big 

change to 

the price up 
or down…. 
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Meat 

There are lots of substitutes for 

chicken, therefore it is more 

elastic than ‘meat’. 

If you want or need to eat 

‘meat’, there are few substitutes.   
Is this changing? 

If stuck, experiment by putting a high price on one of 

the charts.  Next, pick a lower price.  Is the change in 

quantity demanded reacting the right way? 



 The responsiveness of quantities 

demanded and supplied to changes in 

price. 
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Elasticity of Demand 

Elasticity – measures how responsive demand or 

supply quantities are to a given change in price. 

Elasticity Coefficient of Demand – determined 

by dividing the average of the percentage change 

between two quantities demanded by the 

corresponding average of the percentage change 

in price.  (see text p95-96) 

-If coefficient  < 1     then demand is inelastic 

-If coefficient  > 1     then demand is elastic 

-If coefficient  = 1     then demand is unitary 
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 Elastic coefficient – a percentage change 

in price causes a greater percentage 

change in demand 

 Inelastic coefficient – a percentage 

change in price causes a smaller 

percentage change in demand 

 Unitary coefficient – a percentage change 

in price causes an equal percentage 

change in demand 
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It is extremely useful for 

economists and business 

people to know whether 

total revenues will rise or fall 

when prices rise or fall. 
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Elasticity 

coefficient 

Elasticity  

Status 

Effect on Total 

Revenue (TR) with 

increase in price 

Effect on Total 

Revenue (TR) with a 

decrease in price 

0-1, (<1) Inelastic. 

Example:  Insulin 

Increased TR Decrease TR 

1 Unitary Same TR Same TR 

>1 Elastic. 

Example: Sunkist 

brand Orange 

Juice 

Decrease TR Increase TR 
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Complements — 

goods used in 

conjunction with 

another good 

Substitutes — goods 

used in the place of 

another good 

  

12 



1. Availability of substitutes. 

 Single brand of candy very elastic.  (or Coke) 

 All Candy is inelastic since few substitutes. (or Pop) 

2. Nature of the item. 

 Necessities (eg Bread, Insulin) tend to be more inelastic. 

3. Fraction of income spent on the item. 

 Goods that are expensive and, therefore, take up a large part of 

the household budget will be elastic.  Car prices go up, we 

pause.  Search for substitutes. 

 Inexpensive shoe laces (or gum)--we are often not too 
concerned with price. 

4. Amount of time available. 

 Over time, some goods may become more elastic.  Easier to find 
substitutes.  Short term gas price increase leads to less driving.  

Long term price change leads to customers finding substitutes. 
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Page 97. 

Q1,2,3,4 



• As prices rise, suppliers want to 

supply more because their profits 

will increase.   

• Elasticity of Supply: 

–Measures how responsive the 

quantity supplied by a seller is to a 
rise or fall in price. 
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Elasticity 

coefficient 

Elasticity  

Status Impact 
0-1  Inelastic Manufacturer (seller) cannot 

increase the quantity 

supplied by a greater 

percentage than the 

percent increase in price.  

Example ripe strawberries. 

1 Unitary Seller is just able to match a 

price increase by the same 

percentage increase in 

quantity supplied. 

>1 Elastic Manufacturer is able to 

increase quantity supplied at 

a greater rate(%) than the % 

change in price. 

Better positioned to take 

advantage of an increase in 

Demand for the product.   

Revenue can increase.    
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Elastic 

Inelastic 



 Time, p98 

› The longer time period a seller has to increase production, 
the more elastic the supply.  

› Fruits are inelastic; impossible to quickly grow more.  Bonus:  
short term inelastic, long term elastic….why? 

 Ease of storage. 
› If the price drops, seller can a) sell it or b) store it. 

› Example:  Steel industry have high price elasticity.  Fruit 
sellers have low price elasticity.   

› How about wheat?  See next slide. 

 Cost Factors. 
› Overtime can increase supply. 

› Building a factory is more expensive and takes time.  But 
some (CD factory) easy to ramp up production. 

› Supply is more elastic in industries that have lower ‘input 
expenses’;  example:  DVD’s. 
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 For each of the following market situations, 

determine the elasticity of the good, and 

draw a small freehand graph with supply 

lines to illustrate the change in the market.  

Determine whether this change will cause 

sales revenue s to rise or fall. 
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 Alfred Marshall (the father of 
demand and supply). 

 Theory:  Marginal utility theory of 
consumer choice, or Utility 
Theory. 

 Lisa:  veggie burger or frozen 
yoghurt? 

 Factors:  recent consumption.  If 
lots, then little…  
› EXTRA:  = marginal   

› SATISFACTION: = usefulness, utility 

 Lisa will say:  “The marginal 
utility (extra satisfaction) I’m 
getting from yet another veggie 
burger is low; I’m not doin’ it” 

 
21 



Total utility continues to rise as more is consumed, but not as quickly. 

Let’s review page 103—the two charts. 

 

If her budget is unlimited, she buys 5 units of both. 

But she only has $10.00!  What to do? 

Formula on pg 103-104 drives out the best choice:   

3 Veggie Burgers and 4 Frozen Yoghurt.  Total of 49 Utils. 

= CONSUMER EQUILIBRIUM!   
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Prices: 
 

Burgers $2 

 

Frozen 

yoghurt $1 



 The Demand curve: 
› Let’s apply MU theory to the D line.   

› As people consume more, the extra 
satisfaction they receive declines.  Reverse it: 

 If they are getting less satisfaction, they will want to pay less. 

 Adam Smith’s paradox: 
› “Why are diamonds more costly than water, 

when water is essential to human life and 
diamonds are not?”   

› We solve this paradox by thinking about MU: 

 Water is unlimited. 

 Diamonds are rare. 

 The high MU of Diamonds drives up the price. 
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 Lisa wants to buy some 
bottled water. 

 The chart looks good. 

 It looks like a Demand 
chart. 

 The price goes down and 
she buys more. 

 In reality, the seller of 
bottled water does not 
drop their price.  $6.00 IS 
the price! 

 The first 3 cases she gets a 
deal!  The yellow shading in 
F5.14, 105 is her surplus. 
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 1. Total utility vs marginal utility 

using soft drinks. 

 2. Complete the table. 

 3. Enrique going to a movie. 

Draw the D & S chart.   
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 Ceiling Prices:  

 By law governments 

sometime prevent the 

price of a product from 

rising above a certain 

level. 

› Price below Equilibrium 

leads to:  Shortage. 

 3 possible outcomes: 

1. Long lineups! 

2. Black market.  Stockpile 

3. Quality of product can 

suffer.  Eg.  Rental 
accommodation. 
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 Floor Prices:   

› Law that prevents a price from 

falling below a certain level. 

› Price above ‘E’ leads to:  Surplus.  

Eg milk 

 

 2 possible outcomes: 

What to do with the surplus:   

1. Gov’t buys the surplus milk. 
 Sold on world market. 

 Donated to developing countries. 

 Converted to powdered milk, 

cheese, butter. 

2. Consumers pay higher price 

 and receive less. 
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 1. Subsidies: (grants to Suppliers) 
› The Supply line increases by the amount of the 

subsidy (A to B in drawing at right)driving out a new 
Quantity Supplied. 

› Benefit:  Lower Price for consumer (D vs A) and 
seller enjoys extra Total Revenue. (Remember they 
also get the subsidy!) 

› Drawback:   
 Taxpayer pays! 

 Props up inefficient Supplier. 

 2. Quotas:  (quantity restriction on Suppliers) 

› A restriction on the amount of a product that a 
producer (Supplier) is allowed to produce.  (via 
Marketing board) 

› Result:   
 Farmer income (TR) increases since food is Inelastic.  

(must eat). 

 Quantity of product shipped shrinks. 

› Why have (eg Milk) Marketing Board? 
 Government thought incomes were too low. 

 Wanted to ensure the milk flowed.  Milk seen as 
essential.  Lobby efforts?  

 Option.  Margaret Wente article. 

› Quota System leaves farmer with chicken feed.  
Toronto Star, October 8, 2013 
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P108. 5.19 

QUOTA 

Big 
increase 

in TR when 
Demand 

is inelastic 

http://www.thestar.com/news/gta/2013/10/07/egg_fight_quotas_holding_back_organic_farmers.html


3a. Rent:  (free market) 

› $500.00 rent/unit in one apartment 

building. 

› Supply is Vertical since you can’t build 

quickly.  Supply is perfectly inelastic. 

› Fig 5.20b = More renters want in. 

 E1 = (50,500) = TR $25,000 

 E2 = (50,600) = TR $30,000 

 E3 = (55,550) = TR $30,250 = why Suppliers 

are encouraged to build in the long term. 

 Everyone wins (in long term):   

 Lower rental cost for Demanders, 
higher TR for Supplier. 
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3b. Rent Controls:  

 (price ceiling) 

› Government freezes rents 

at $500.00 = shortage. 

 Leads to: 

 Black market. 

 Reduced maintenance. 

 Little building of apartments 

since P is fixed.   

See page 110 for alternative 

view. 
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 4. Minimum wage: 

› Minimum wage gets 

legislated above the E 

point. 

› Result:  surplus labour and 

unemployment. 

› See page 112, 113 
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People willing to supply their labour 

People willing to supply their labour 
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