
Elasticity

Elasticity measures the response to changes in variables; the degree in response determines how a price change will affect revenue says Wyatt. Elasticity also shows the how price changes affect people’s buying. Elasticity varies on a linear demand curve. The midpoint of a linear demand curve will have price elasticity equal to one. This case is an example of unitary elasticity. There are points above and below unitary elasticity. The higher on the graph the more elastic demand there is. The lower on the graph there is an inelastic demand. 


The ability to effectively predict elasticity is essential for a business. When a price is elastic, sales revenue decreases when a company raises prices, and when they reduce a price the sales revenue increases by the response of consumers. When a company has a price that is inelastic, sales revenue reduces when prices reduce, but if you increase prices then your sales revenue will increase. If a company has a unitary elasticity price then there is no change in price or sales revenue.


As a matter of fact, the average America eats 64 pounds of beef. This fact allows businesses to compete for consumers. In Sonics’ situation, they had started off as a burger restaurant then they started to add favorites such as ice cream and frozen drinks. Sonics also has the drive up service where you sit in your car and a person either come to you to take your order or it is over a speaker then your food is brought to straight to you in your car. Sonic is one of the only places that offer this drive in style burger chain. All of these businesses are competing for more customers. A lot of these companies will have incentives which usually work well. The location of the restaurants usually helps the business.


Viagra was started as a heart drug for engyna patients. Then, it was discovered to be a male sexual enhancement drug. During its first year on the market it broke every record of sales of any medication before it. Health insurance companies said that they were not going to cover Viagra. Previous to the introduction to Viagra most insurance companies would cover male enhancement drugs. Viagra costing $7 a pill is not in the insurance company’s best interest to cover this drug. Now, insurance companies are not sure if they want to get into supporting lifestyle drugs which what Viagra exactly is. 

Viagra still had inelastic demand even though insurance companies did not cover it. As a fact, 6 million prescriptions were written during Viagra’s first year on the market. There were about 40,000 made per day at $8-12 a pill. The market was strong by the amount of impotent men in the population. If an insurance company does pay for Viagra, the company usually limits the amount of pills dispensed to the client per month. If you could not obtain a prescription from a doctor then you could go on the internet and get an e-prescription and get it filled at an online pharmacy. As a fact, many men are willing to pay out of pocket for Viagra. 

These online pharmacies allowed people to go about getting their Viagra without going to a doctor’s office. This allowed some people to be discrete about their impotency problems. Others chose to come out over national television to speak about their problems. Bob Dole became a spokesman for Viagra by participating in their television ads. Bob Dole was a Senator of the United States that spoke out about his impotency problems. 

While Viagra was on the market, other companies became furious and developed their own male enhancement drugs. One of these companies was Prostoglanic. As a fact, Prostoglanic was near $7-12 a pill while Viagra was $9-15 a pill. When there is a high demand for a product then the competition will also increase.

Everyday most people use water for some use excluding drinking it. They may use the water for washing clothes, washing dishes, watering the lawn, brushing their teeth, taking a shower, etc. In 1936, the Bonneville Dam was built on the Columbia River. The dam opened up navigation on the river. The dam also gave power to that region. There was no pollution caused by these dams unlike the burning of coal. There will always be a demand for electricity. The residential, commercial, agricultural areas have a need for electricity. In the northwest the electricity price is relatively low. The ground water is filled with contaminants. These contaminants come from an assortment of different sources such as beauty shops, dry cleaners, gas stations, land fills, etc. 

The dams had created electricity for the northwest region. The region has grown since the dam has been put in so if the prices of electricity increase then some of the industries will go bankrupt. The dam also restricted the salmon from swimming up stream. There were many means put in place to allow the salmon to get through but they were not that efficient. Electricity and water will always be on the nation’s needs list which all depends on the elasticity. 
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Figure 5.1(a) shows a              

perfectly elastic demand.

1.

For a small change in 

the price of spring water,

2.

The quantity demanded 

of spring water changes 

by a large amount.

3.

The demand for spring 

water is perfectly elastic.
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Figure 5.1(b) shows an 

elastic demand.

1.

When the price of a 

Sony Playstation rises 

by 10%,

2.

The quantity demanded 

decreases by 20%.

3.

Demand for Sony 

Playstations is elastic.
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Figure 5.1(d) shows an 

inelastic demand.

1.

When the price of gum 

rises by 20%,

2.

The quantity demanded 

decreases by 10%.

3.

The demand for gum is 

inelastic.
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Figure 5.1(c) shows a unit 

elastic demand.

1.

When the price of a trip 

rises by 10%,

2.

The quantity demand of 

decreases by 10%.

3.

The demand for trips is 

unit elastic.
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5.1 THE PRICE ELASTICITY OF DEMAND

Figure 5.1(c) shows a unit elastic demand.

1. When the price of a trip rises by 10%,

2. The quantity demand of decreases by 10%.

3. The demand for trips is unit elastic.
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