Elasticity of Demand

Economics                                                                       E. Napp

1) Let’s Review: 

	The Law of

Demand states

that consumers

will buy 

__________

of a good at 

___________ 

prices and 

___________

of a good at

____________ 

prices.


	The Law of

Demand is true

because of two

effects.  Define

each effect.

The Substitution

       Effect: 

____________ 

____________ 

____________

The Income

    Effect: 

____________ 

____________ 

____________
	The following 

two factors can

shift the 

demand curve:

1- __________ 

___________ 

___________ 

2- _________ 

___________ 

___________

__________ 

cannot shift

the curve.
	Define the

following

terms:

Complements:

____________ 

____________ 

Example: 

____________ 

Substitutes:

____________ 

____________
____________

Example: 

____________


2) When an economist speaks of the elasticity of demand, he is describing the way people respond to ____________ _________________.

Isn’t it true that sometimes price increases but consumers keep buying?

List two goods that consumers would continue to buy even with significant price increases:

                              ____________________________ 

                              ____________________________ 

Why do consumers continue to buy these goods at higher prices?
_________________________________________________________ 

When consumers continue to buy a good despite a price increase, economists say that their demand is _________________.

_______________ means that consumers continue to buy despite price increases.

O.K., but usually consumers buy less of a good after a small increase in price.

Economists call consumers’ demand _______________ when they buy less of a good after a small increase in price.

_________________ means that consumers buy less of a good after a small increase in price.

____________ means the demand changes.

3) Can economists calculate elasticity of demand?

                   _________________________

      What equation do they use to calculate elasticity of demand?

______________________________________________________________________________________________________________________________ 

       If the answer is less than 1, demand is ______________.

       Conversely, if the answer is more than 1, the demand is ____________.

4) How do businesses benefit from this knowledge of elasticity of demand? 
________________________________________________________________________________________________________________________ 

5) So, think about it.  The next time you go to a store, ask yourself how elastic your demand really is.  If you’ll still buy despite a price increase, your demand is ______________.  If you’ll buy less after a small price increase, your demand is _____________.  Explains a lot, doesn’t it?   
