Price Elasticity of Demand
Elasticity of Demand– sensitivity to a change in prices – when prices change, how much will a consumers demand change

Types of Elasticity

Elastic – very sensitive to a change in prices; a small change in price can cause a big change in QD

Factors that influence elastic demand

1) Goods and services are luxuries

2) Lots of substitutes for goods and services

3) Takes a large portion of a consumers income to pay for good/service

4) Lots of time to find substitutes

Perfectly Elastic – at a certain price demand is infinite (at this price a firm could sell an infinite amount of goods). However if they raise the price even 1% all demand would disappear.







Inelastic – not very sensitive to a change in prices; a big change in price can cause a small change in QD

Factors that influence elastic demand

5) Goods and services are necessities
6) Few substitutes for goods and services

7) Takes a small portion of a consumers income to pay for good/service

8) Little time to find substitutes



Formula for deriving Elasticity:

E = % (QD/%( P

Elasticity = percentage change in quantity demand divided by percentage change in price

If E>1 demand is elastic

If E=1 demand is unit elastic

If E<1 demand is inelastic

For example:

I buy drinks from the vending machine each day (5/week) at a price of 65¢. One day I found out that the price will increase to 75¢ so my demand drops to 3 drinks per week. Is my demand elastic or inelastic…

Change in quantity demand ( (5-3)/5 ( 2/5 ( 40% - my demand has changed by 40%

Change in price ( (75-65)/65 (10/65 ( 15%

40% / 15% = 2.67 ( greater than 1 so demand is elastic

Another example (from Tuesday):

Fernando’s dad buys 1 24 pack of water each week at a price of $5 per pack. The price of water increases to $6 per pack. He continues to buy a case each week. 

%(QD ( (1-1)/1 = 0%
%(P ( (6-5)/5 = 20%

0%/20% = 0 ( less than 1 so demand is inelastic

Perfectly inelastic demand – changes in price cause NO change in demand at all. Occurs when consumers have no choice but to buy the good or service.








