
Econ 101H Michael Salemi 
 

Class 9 
A Practical Approach to Elasticity 

 
1. Exercises that motivate the importance of the concept of elasticity and provide 

opportunities to apply the concept.
 
a. Professor Salemi has agreed to sell Oreo cookies to raise money for his daughter’s class 

trip. Because the class teacher has not yet told him the price of the Oreos, Professor 
Salemi is handing out a conditional order form. Please fill out the order form. Please 
behave in a personally rational way and remember that all orders are binding. Professor 
Salemi will deliver Oreos during class in late February and will accept payment in cash 
or check.  

 
b. It is 6:00 am in Sicily.  Agostino, the fisher, has had a very productive night, catching 

nearly three times as much Tuna as he normally does.  As always, Agostino transfers 
his catch to a live well on his boat as soon as he brings in his net. As he sails back to the 
docks adjacent to the Palermo fish market, Agostino listens to the sounds the fish make 
in his live well and contemplates his market strategy.  Suddenly, he stops his boat and 
releases a third of his catch.  Is Agostino behaving in an irrational way or is there an 
economic rationale for his decision? 

 
 
 
 
 
 
 

c. Many in the U.S. favor strong drug interdiction policies because they believe that 
reducing the supply of drugs will reduce the amount of property crimes committed by 
drug users. Does this belief make economic sense? Write down your thoughts in the 
space provided. 

 
 
 
 
 
 
 

d. Recently, a number of health experts have proposed taxing sugary soft drinks in order to 
reduce their consumption.  Health experts are particularly interested in reducing soft-
drink consumption by children.  What are soft drink experts assuming about the 
elasticity of demand for soft drinks?  

 



 
 
2. Price elasticity of demand measures the responsiveness of the quantity demanded of a good to 

a change in the price of that good. 
 

a. The price elasticity is defined as the percent change in quantity demanded that occurs as 
the result of a one percent change in price.  It is defined as a positive number. 

  
b. Elastic (elasticity greater than one) means that quantity is more price-responsive.  

Inelastic (elasticity less than one) means that quantity is less price-responsive. 
 

c. Elasticity is not the same thing as the slope of the function.  A straight line demand 
schedule has a constant slope but a varying elasticity across the relevant range of prices. 

 
d. The revenue from the sale of a good is the price at which the good is sold times the 

quantity (Revenue = Price x Quantity).   
 

e. If demand is inelastic, raising the price raises revenue.  If demand is elastic, raising 
the price lowers revenue. 

 
f. The following diagrams depict the relationship between demand and elasticity in a 

variety of ways. 
 
 
 Demand and Elasticity

$0.00

$0.50

$1.00

$1.50

$2.00

$2.50

$3.00

$3.50

$4.00

$4.50

0 100

200

300

400

500

600

700

800

900

1000

1100

1200

1300

1400

1500

1600

1700

1800

Slices of Pizza

D
ol

la
rs

 p
er

 s
lic

e

0

4

8

12

16

20

24

28

32

36

El
as

tic
ity

 

Demand

Elasticity

Elasticity = 1.0



  
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

             Revenue from Pizza Sales  
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Two Demand Schedules for Pizza
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Revenue as a Function of Quantity Sold
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3. Three Factors Determine the Elasticity of Demand 

a. The most important factor determining the elasticity of demand is whether or not good 
substitutes for the good in question are available.  If good substitutes are available, 
demand is likely to be more elastic (price responsive) than if they are not. 

 
b. A second factor determining the elasticity of demand is the share of the budget of the 

typical consumer accounted for by the good in question.  If the budget share is larger, 
demand is likely to be more elastic. 

 
c. A third factor determining the elasticity of demand is the time frame allowed for 

consumers to respond to a change in price.  The longer the time frame, the more elastic 
demand is likely to be.  

 
 
4. The term price elasticity of supply is used by economist to measure the responsiveness of the 

quantity supplied to a change in the price. 
a. The price elasticity of supply is defined as the percent change in quantity supplied that 

occurs as the result of a one percent change in price.  It is defined as a positive number. 
  

b. Elastic (elasticity greater than one) means that quantity is more price-responsive.  
Inelastic (elasticity less than one) means that quantity is less price-responsive. 

 
c. Elasticity is not the same thing as the slope of the function.  A straight line supply 

schedule has a constant slope but a varying elasticity across the relevant range of prices. 
 
5. There are three important determinants of the elasticity of supply. 

a. If it is easy to produce the good in question with a variety of different inputs, then 
supply is likely to be more elastic than when only highly specialized inputs can be used. 

 
b. If inputs used to produce the good in question are highly mobile from one place to 

another, then supply is likely to be more elastic. 
 

c. The longer the time frame allowed for suppliers to respond to a change in price, the 
more elastic supply is likely to be. 
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Oreo Cookie Order Form 
 
 
Professor Salemi is selling Oreo cookie packs to raise funds for his daughter’s class trip. He does not 
yet know the price. Please fill out the following order form so that Professor Salemi knows how many 
packages to order from his daughter’s school once it announces the price.  Professor Salemi will 
deliver the cookies at a class session in February.  All orders are binding. Please make orders that are 
personally rational. 
 
 
 

Conditional Order From for Class Cookie Sale 

Price Number of Oreo packs I wish to buy. 

$0.90  

$0.85  

$0.80  

$0.75  

$0.70  

$0.65  

$0.60  

$0.55  

$0.50  
 
 
 
 


