
elastic in economics example
elastic in economics example is a critical concept that helps us understand how changes
in price can affect the demand and supply of goods and services. Elasticity measures the
responsiveness of consumers and producers to changes in market conditions. This article
will delve into the different types of elasticity in economics, primarily focusing on price
elasticity of demand and supply, along with real-world examples that illustrate these
concepts effectively. By the end of this discussion, readers will have a comprehensive
understanding of elasticity in economics, its significance, and how it is applied in various
scenarios.
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Understanding Elasticity in Economics
Elasticity in economics refers to the degree to which the quantity demanded or supplied of
a good or service changes in response to a change in price or other economic factors. It is a
crucial concept as it helps economists and businesses predict how changes in market
conditions can affect consumer behavior and production decisions. Elasticity can be
measured for various factors, but the most common are price elasticity of demand and
price elasticity of supply.

The concept of elasticity is vital for making informed decisions in pricing strategies,
taxation policies, and understanding consumer preferences. By analyzing elasticity,
businesses can optimize their pricing strategies to maximize revenue, while policymakers
can assess the impact of tax changes or subsidies on different markets.

Types of Elasticity
There are several types of elasticity that economists study. Each type measures the



responsiveness of one variable to changes in another variable. The most significant types
include:

Price Elasticity of Demand: Measures how much the quantity demanded of a good
changes when its price changes.

Price Elasticity of Supply: Measures how much the quantity supplied of a good
changes when its price changes.

Income Elasticity of Demand: Measures how the quantity demanded changes as
consumer income changes.

Cross Elasticity of Demand: Measures how the quantity demanded of one good
changes in response to the price change of another good.

Each type of elasticity provides valuable insights into market dynamics and consumer
behavior, which are essential for effective economic analysis.

Price Elasticity of Demand
Price elasticity of demand (PED) quantifies the responsiveness of consumers to price
changes. It is calculated as the percentage change in quantity demanded divided by the
percentage change in price. The formula for calculating price elasticity of demand is:

Price Elasticity of Demand (PED) = (% Change in Quantity Demanded) / (% Change in Price)

When the absolute value of PED is greater than one, demand is considered elastic, meaning
consumers are sensitive to price changes. When it is less than one, demand is inelastic,
indicating consumers are less sensitive to price changes. If PED equals one, demand is
unitary elastic.

Examples of Price Elasticity of Demand
Understanding price elasticity of demand can be facilitated through real-world examples.
Here are some significant instances:

Luxury Goods: Items like designer handbags or luxury cars often have elastic
demand. A small increase in price may lead to a significant drop in quantity
demanded, as consumers may choose alternatives.

Essential Goods: Products like bread and milk generally exhibit inelastic demand.
Even if prices rise, consumers will continue to purchase them as they are necessities.

Substitutes: If the price of Coca-Cola increases, the demand for Pepsi may increase
as consumers switch to the cheaper alternative. This demonstrates the concept of
cross elasticity.

Seasonal Products: Holiday decorations may see a surge in demand as the holiday



approaches, but their price elasticity can vary based on how essential consumers view
them.

These examples illustrate how different products react to price changes, highlighting the
importance of understanding elasticity for businesses and policymakers.

Price Elasticity of Supply
Price elasticity of supply (PES) measures how responsive producers are to price changes.
The calculation is similar to that of demand elasticity, focusing on the percentage change in
quantity supplied relative to the percentage change in price. The formula for price elasticity
of supply is:

Price Elasticity of Supply (PES) = (% Change in Quantity Supplied) / (% Change in Price)

Just like demand, when PES is greater than one, supply is elastic, and when it is less than
one, supply is inelastic. Unitary elastic supply occurs when PES equals one.

Examples of Price Elasticity of Supply
Examining price elasticity of supply through examples can clarify how producers respond to
price changes:

Manufactured Goods: Factories can quickly ramp up production of goods like
smartphones if prices rise, making supply elastic.

Agricultural Products: The supply of crops may be inelastic in the short term due to
the growing season, despite price changes.

Services: In industries like hospitality, supply can be elastic, as companies can adjust
staffing levels based on demand fluctuations.

Raw Materials: The supply of certain raw materials may be inelastic due to limited
availability, regardless of price changes.

These examples highlight how various factors influence the elasticity of supply across
different sectors.

Factors Influencing Elasticity
Several factors determine the elasticity of demand and supply, including:

Availability of Substitutes: The more substitutes available, the more elastic the
demand.



Necessity vs. Luxury: Necessities tend to have inelastic demand, while luxuries are
more elastic.

Time Period: Demand and supply elasticity can vary over time. In the short term,
they may be inelastic, but they can become more elastic in the long term.

Proportion of Income: Goods that take a large portion of income tend to have more
elastic demand.

Understanding these factors is essential for businesses and policymakers to anticipate
changes in consumer behavior and production capabilities.

Conclusion
Elasticity in economics is a pivotal concept that provides insight into how consumers and
producers respond to changes in price. By understanding price elasticity of demand and
supply, businesses can make informed pricing decisions, and policymakers can craft
effective economic policies. Real-world examples underline the importance of elasticity in
various markets, highlighting its critical role in economic analysis. Recognizing the factors
that influence elasticity further enhances our understanding of market dynamics, leading to
better decision-making in both business and public policy.

Q: What is the definition of elasticity in economics?
A: Elasticity in economics measures the responsiveness of quantity demanded or supplied
to changes in price or other economic factors. It helps to understand how consumers and
producers react to market changes.

Q: How do you calculate price elasticity of demand?
A: Price elasticity of demand is calculated using the formula: PED = (% Change in Quantity
Demanded) / (% Change in Price). This helps determine how sensitive consumers are to
price changes.

Q: What is the difference between elastic and inelastic
demand?
A: Elastic demand occurs when the absolute value of price elasticity is greater than one,
indicating a significant change in quantity demanded with price changes. Inelastic demand
occurs when the absolute value is less than one, showing that quantity demanded is less
sensitive to price changes.



Q: Can you provide an example of inelastic supply?
A: An example of inelastic supply would be agricultural products, where the quantity
supplied cannot quickly adjust to price changes due to growing seasons and other
production constraints.

Q: Why do luxury goods typically have elastic demand?
A: Luxury goods tend to have elastic demand because consumers can easily forego these
items or switch to alternatives when prices rise, as they are not necessities.

Q: What factors influence the price elasticity of supply?
A: Factors influencing price elasticity of supply include the availability of resources,
production time, flexibility of production processes, and the nature of the product being
supplied.

Q: What is unitary elasticity?
A: Unitary elasticity occurs when the percentage change in quantity demanded or supplied
is equal to the percentage change in price, resulting in an elasticity value of one.

Q: How does time affect elasticity?
A: Time affects elasticity as demand and supply tend to be more elastic in the long run. In
the short term, reactions to price changes may be limited, but over time, consumers and
producers can adjust their behavior more significantly.

Q: What role does income play in determining
elasticity?
A: Income influences elasticity as goods that consume a larger proportion of a consumer's
income tend to have more elastic demand, while those that require less of their income
typically have inelastic demand.

Q: How can understanding elasticity benefit
businesses?
A: Understanding elasticity allows businesses to set optimal pricing strategies, forecast
sales based on price changes, and make informed decisions about production levels and
market entry.
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